Why Scotiabank Place is Where it Is 
Posted on Tuesday 28 April 2009 

I can’t speak to the issue of what we should do with Lansdowne Park or whether a snow dump in Kanata should be the home to a new MLS team. But I can answer the question—why is Scotiabank Place where it is?

I get asked that question a lot. Why isn’t Scotiabank Place (SBP) at… (pick one) Lebreton Flats, Lansdowne Park, in Orleans somewhere along Highway 174, at South Keys, at Lac Leamy in Gatineau or right downtown like the Bell Centre in Montréal or the Air Canada Centre in TO.

All of these locations were ones we looked at from 1987 to 1989 before we decided on the current location for the Palladium—in Kanata along Highway 417 with its ‘own’ interchange.

First, here are a few observations that came primarily from Gino Rossetti, the Detroit-based architect who was the architect-of-record for the Palladium and who pioneered the concept of consecutive rings of suites with his successful first effort at stadium and arena design—the Palace of Auburn Hills where the Detroit Pistons play. A city needs an arena site that has:

1. A large horizontal surface for parking;
2. A site that is not less than 85 acres and preferably 100;
3. Access to a major transportation corridor;
4. Access to public transit;
5. A site that would allow the structure to be half in the ground and half above the surface to distribute guests more efficiently and to make the building more human scale.

Other things on our collective wish-list included:

a. Access at grade;
b. Double loaded storefronts at grade so that on days when the arena was dark, there would still be life in and around the facility;
c. Opportunity for architectural signage to maximize that revenue stream;
d. A curtain-wall entrance that left no doubt as to how to access the arena.

Let’s first look at some of the alternative sites. Lebreton Flats is owned by the NCC and the NCC informed us that they had a (very) long term plan for the site that did not include an arena, even if was going to be a ‘very nice arena’, it was still just a rink to them. The NCC felt that national priorities such as a new museum (which turned out to be the War Museum) or a new SCC (Supreme Court of Canada) building would take precedence. They gave us two opinions—a private view which just said “No.” And a public version: “We’ll study it.” In bureaucrat’ese, that is the same as a “No.”

We also looked at the Lac Leamy site where the Casino du Lac Leamy is now. It’s a beautiful site, next to water, close to a major highway and just five minutes from the Parliamentary precinct. Better yet, it was for sale at that time. After all, you can’t build on a site that doesn’t belong to you (i.e., in the case of NCC ownership of Lebreton Flats).

But there were already two NHL teams in the Province of Québec (unfortunately, the Nordiques have long since moved from Québec City to Denver) and the majority of our potential fan base did not want to see a third team headquartered there while Ontario only had one team.

What about locating the team at Lansdowne Park? There were two significant issues with that choice. Firstly, there are more lawyers living in the Glebe than practically anywhere else in Ottawa. How would they and the Glebe community react to having another two million visitors descend on their neighborhood? I can tell you from hard experience—not well. The planning for a new arena might have taken years to get approved, if ever.

Secondly, the NCC would never allow OC Transpo to run buses on Queen Elizabeth Drive. Hence, the only way to get people in and out by public transit would be Bank Street. The MAXIMUM number of people that OC can run up and down Bank Street would be about 2,500 pph (people per hour). For an arena with a 20,000 capacity, it would take four hours to exit everyone from the building using buses and another three hours or so to get them there in the first place, if you were to rely on public transit for, say, 50% of our attendance at a game or an event. (Arrivals tend to be more spread out than departures since, if you lose to the New Jersey Devils in Game 7 of an Eastern Conference Final as the Sens did, EVERYONE wants to go home at exactly the same moment. Hence, departures for OC buses on Bank Street would have been problematic since the mix with cars would effectively lock down the street.)

Now that tells you something about why the ACC and the Bell Centre are downtown arenas. We could have built the Palladium on a downtown site if Ottawa had a big time people mover like the Métro in Montréal or the subway in TO. Those two systems can move between 20,000 and 30,000 pph—a huge increase from what OC can do.

When we used to go to Montréal to see Expos games, we used to drive to downtown, have dinner and then take the Métro to the Big ‘O’; we would never think of taking our car. 

But I can tell you that if we relied on buses, we would have had one sellout—opening night and after that, there would have been a fan revolt.

Even in 1987-1989, we thought the event horizon to get a rapid transit system here in Ottawa was a generation away and given the way our City is currently proceeding (or not proceeding), I am not holding my breath to see a high capacity light rail system appear in Ottawa any time soon.

In fact, people coming from Orleans by car would have taken more time to get to Lansdowne Park than to get to SBP—sure, they can get to the Queensway and Bank Street in 20 minutes but threading their way off the Queensway and hunting and pecking their way to a parking spot, who knows where, could easily take more time and gas than going to the Kanata site.

So why not build a big, multi-level parking garage somewhere? Well, for the reason discussed above, you can’t actually park more than 7,000 vehicles vertically. Since everyone will leave at the same second the team loses in overtime to the Maple Leafs, a multi-level garage will simply not work. It will become grid locked. If you have ever been in the Rideau Centre on Christmas Eve (the only time of the year when men outnumber women there) and everyone leaves at the same time (i.e., closing time), the public garage becomes such a nightmare that the cops have to come and untangle the mess—one car backing out while another is moving forward on every level results in an unsolvable puzzle. I know, I was in just such a mess one Xmas eve.)

So I knew when we were looking for a site that we needed one that we could own, that would have enough room for 7,000 cars and 500+ buses on one level. The soil conditions had to be right to bury half the building. (If you have ever been to Madison Square Gardens, you already know what a pain it is when everyone has to go UP to get to their seats for a Knicks game or whatever.) There had to be room for a new interchange and there had to be more than one way to get to the site. It couldn’t be imposed on existing communities who would react in NIMBY fashion to the extra traffic and noise that would be generated by a MCF (Major Community Facility).

(Communities are now being built around SBP by Mattamy, Minto, Richcraft and others but the key difference here (a matter that caused me a great deal of worry at the OMB Hearing that would eventually approve the construction of the Palladium) is that people who buy these homes are self-selecting to be near SBP. We are not imposing on an existing community. We believed that this would happen—if you look at our original plan called West Terrace (now expanded on and improved by the City of Ottawa and called the Kanata West Concept Plan Area), it called for significant residential development as well as other employment and commercial development.)

Well, we looked for a long time for an appropriate site and we didn’t find one—the CCEA did that for us. The Central Canada Exhibition Association has thought about moving out of Lansdowne Park for quite a while. Their Board found the site where SBP is now—not me. One day I woke up to read in a local newspaper that the CCEA had optioned a site of some 500 to 600 acres at Huntmar and the Queensway. I jumped in my car and drove to the Huntmar overpass; I stood on the bridge looking east. I could see the homes of Kanata marching like ants over Moodie Hill towards me and I knew that the CCEA had beaten me to a great site.

I silently saluted them and cursed them too. 

I told the guys at Terrace Investments Ltd., the first parent company of the Sens. We were all disappointed.

But a couple of months later, for reasons known only to the CCEA, their Board decided to release their options on these lands. Again, I read about that in the same local newspaper. By 10 am, Jim Steele (still with the Sens) and I were sitting in one of the local farmer’s homes drinking rye and trying to convince the family to sell their lands to us.

Fortunately, many of these fine people did—we ended up with 600 acres.

Now, finally, I have to deal with the real estate play. 

We told only a few people what we were doing—Des Adam, then Mayor of Kanata knew as did Jimmy Durrell, Mayor of Ottawa and Andy Haydon, Chair of the RMOC.

We told them and then Premier of Ontario, David Peterson, that they each had a magic wand and we wanted them to use it—we said that private money would buy the team ($50 million) and build the building ($240 million) but we needed three things from Government*. One, we needed the Palladium site (100 acres) and the remaining lands (500 acres) rezoned for a MCF and for other uses. Two, we needed public monies to fund the new interchange (a $30 million cost) because the day the interchange was completed, it would have to be given to MTO (the Ministry of Transportation for Ontario) for $2 and you can’t finance something you don’t own—it would be like me putting a mortgage on your home. Three, we needed their support to tell the NHL what a great place Ottawa is, how much hockey is loved here and what a great place Ontario is to invest in. Alberta had two teams, Québec had two teams but the largest (and, at that time) the richest Province only had one.

(*We told Mr. Peterson that this was not another Sky Dome which cost the Ontario taxpayer about $450 million in losses.)

We asked them to focus their wands on the Palladium lands and, presto, the lands (after all due process) would be rezoned. The average price we paid for the lands was $12k per acre and we made no secret of the fact that, after rezoning, we hoped the value would increase to $112k per acre (lands in the area are now trading for $300,000 to as much as $546,000 per acre). The $100k per acre increase in value multiplied by the 500 acres of ‘surplus’ land we had bought (and which we planned to resell) would exactly equal the $50 million purchase price for the NHL expansion team.

But we told the guys we wouldn’t keep that money—we would put it in Brinks trucks and take it to then President of the NHL, John Zielger’s office on Park Avenue in Manahttan and give it to him. In return, we would get a (pretty crappy looking) piece of paper called a NHL franchise under the NHL’s Plan of Sixth Expansion. We would put Ottawa on the map and it wouldn’t cost the City of Ottawa a dime.

We won local votes in Kanata and at the RMOC by a margin of 32 to 1 and we obtained the agreement of the Liberal Government of Ontario to our three requests. Things were looking pretty good in the summer of 1990.

But for some reason, Mr. Peterson decided to call an election two and a half years early and, with a nearly impossible splitting of the vote, Bob Rae and the NDP came to power later that summer with a majority in the Legislature based on 35% share of the total vote. 

As a result, after we won a conditional franchise for Ottawa in December 1990, we knew that we faced a brutal 13 and a ½ week OMB Hearing where we would faceoff with our own Provincial Government who would: a) not support a franchise for Ottawa, b) use all the power of the Provincial Government to defeat the rezoning of the Palladium and the surrounding lands and c) not pay for any public infrastructure (aka, the Palladium Drive interchange).

It is, to this day, the only interchange in Ontario built privately.

I was on the stand for three and half days of examination and cross examination along with Doug Logan of Ogden Corp., our arena manager. Doug got so sick of the proceedings that, during a break in the hearing, he offered us $20 million to relocate the franchise to a recently completed Ogden building in Anaheim. Imagine, the Sens could have been the Ducks and maybe, in a parallel universe, we actually won the Stanley Cup in 2007. I told Doug: “We didn’t Bring Back the Senators to play in Anaheim.”

Anyway, when our lawyer told us we were losing the hearing, I decided to make a public offer—if the OMB would approve the 100 acres for the Palladium, we would try to keep the other 500 acres in agricultural use for a generation. This would allow the NDP, hockey fans and Ottawa to find a win, win, win solution. The NDP could claim they had preserved farmland for a generation (even though Cyril Bennett, who had tried to farm the land and whose lands the Palladium actually sits on today, told the OMB that his land was heavy wet clay and the most money he had ever made in a year from the farm was less than $10,000.) Hockey fans would have another NHL team to cheer on. And Eastern Ontario would get our ‘Honda Motor Car plant’—much needed (union) construction jobs in what was then a pretty tough recession.

The offer was rejected by the NDP and the matter was litigated to a conclusion. The Board ruled that the MCF zoning for the 100 acres needed for the Palladium could proceed. But it was silent about the fate of the other 500 acres. Plus we would have to pay for the new interchange. Consequently, we wrote down the value of our land holdings by $50 million and took another equity hit of $30 million (the value of the interchange). That is why we have NHL hockey in Ottawa today, why other people own those lands now and why yours truly is the Entrepreneur-in-Residence at the University of Ottawa’s Telfer School of Management and a real estate Broker and not involved in hockey or land development.

Prof Bruce, Founder, Ottawa Senators. 

Ps. I had a hand in the traffic solution for SBP. Our original plan included a connection to Highway 7 by extending Huntmar south to intersect with Hazeldean Road (which the NDP also opposed) and a slave on-ramp to Highway 417 from what is now Parking Lot 9. The Huntmar extension was finally completed by Mattamy and opened in 2008 but the on-ramp from Lot 9 does not yet exist. I didn’t realize the on-ramp was left out until one event day, I parked in Lot 9. It took me 45 minutes to get out of there—I couldn’t believe it. When I got home, I looked up the plans and realized the slave ramp had been left out. It turns out MTO wouldn’t allow us to build it—the distances between the Palladium Interchange and Terry Fox Drive were too close to permit it, in their view. Ridiculous. The ramp would only be open for 45 minutes after major events when traffic speeds are reduced from 100 kph to 45 kph and, obviously, safe distances are likewise reduced. So there is hope yet for Lot 9 parkers that this can be rectified as SBP undergoes further development.

Pps. I stood on the Huntmar overpass one other time with Gino Rossetti. The first time he saw the site, he loved it. There is only one problem he told me: “The Highway has to be at least eight lanes.” I replied: “Gino, you know that and I know that but that is the last time you ever say that out loud because if the Province ever hears that, they will make us pay not only for the darned interchange but also for a brand new Highway and that will certainly sink the boat.” One day, the transitway will extend to SBP (for buses, not LRT) and you will be able to travel from the core to SBP on a double decker bus without ever mixing with cars. This will be a major improvement; I believe that the City has made such a mess of LRT that it should focus right now on the doable—finish the bus transitway to Kanata, Orleans and Barrhaven before doing anything else.

Prof Bruce @ 1:07 pm 
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Buyer Agency 
Posted on Wednesday 22 April 2009 

For Residential Real Estate
When you think you might be in the market for a new home, look for a REALTOR who is the right fit in terms of personality and experience in representing you as your Buyer Agent. 

Look for someone who is thorough—there is lots that can go wrong in these transactions. 

A Buyer Agent will have access to the backend systems of MLS.ca (called MLX) and can help you find the right home in the right area at the right price. He or she will do a CMA (Comparative Market Analysis) for you so you know what comparable homes are selling for in the immediate area. 

By narrowing done the choices, you will save a lot of time and aggravation.

Your Buyer Rep does lots of these deals so he or she can help with: a buy low/sell high strategy, arranging for a building inspection and building inspector, selecting a mortgage broker, determining your closing costs (like legals and LTT, Land Transfer Tax) and help in the negotiations as well as the legal agreements that go along with these negotiations and completion of the transaction.

I recommend that your principal residence is put in the name of the spouse or partner who runs the lowest risk of being sued assuming you are in a long term relationship. It is a bit of a creditor proofing strategy for you and your family. If you are not sure, put it in your own name or in joint names.

Your principal residence should be in your own name(s) because, in Canada, the capital gains from the sale of your principal residence is tax free.

Any business or any other real estate you may buy should probably be in a personal holding company. This has some tax advantages as well as income splitting possibilities and represents the possibility of diversifying your portfolio.

To learn more about creditor proofing, see: http://www.dramatispersonae.org/CreditorProofing.htm. 

One final note, although your Buyer Agent represents you, he or she almost always gets paid by the Seller so it costs you nothing to have a professional REALTOR represent you in most cases. If you think you can negotiate on your own, remember the Seller’s agent may not be representing you and that agent will get the entire commission so you haven’t saved any money or time and you may have deprived yourself of representation. Plus REALTORS are insured, so if anything goes wrong, you may have something to fall back on. Litigation is a very expensive alternative.

Prof Bruce

Ps. The reason I am so strongly in favour of using mortgage brokers is explained elsewhere on my blog. See: http://www.eqjournalblog.com/?p=34.

Pps. Get yourself a good real estate lawyer. One who provides value for service and cares about you as a client.

Ppps. Here is why I think real estate investing can be a good idea: http://www.ottawarealestatenews.ca/WhyInvestInRealEstate.html. And here is why home ownership has been a boon to the economy and the sub prime mess is blamed on the wrong people: home buyers (http://www.eqjournalblog.com/?p=169). 

Prof Bruce @ 11:24 am 
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Value Proposition 
Posted on Monday 20 April 2009 

Of a Commercial REALTOR
The value proposition of engaging a Commercial REALTOR as well as owning your own real estate can be summarized as follows:

1. The Agency has access to MLX, the back end system of MLS.ca, as well as a list of established Sellers. More than two thirds of all real estate transactions are derived either from web based searches or from existing clients’ inventory.

2. A Commercial REALTOR typically does dozens of Agreements per year and develops a facility with these agreements that is unmatched even by most lawyers. 

3. The probability of completing an Agreement is significantly higher through their involvement. Real estate transactions are the only area of commerce where, by law, the Agreement MUST be in writing. Real estate is complex and a lot can go wrong*. 

(* The list of what can go wrong is endless. Due diligence is especially important in terms of building inspections, examination of leases, timely fulfillment of Conditions, completing financings, arranging for Seller Take Back Mortgages, environmental audits, ensuring that chattels and fixtures are properly accounted for and included, examination of maintenance records, understanding building systems, examination of contracts and sub-contracts for property management and maintenance, equipment rental agreements, appraisals, providing law firms with the paperwork to complete deals on time, etc.)

4. Legal disputes are also a costly reality: for example, many arguments revolve around fixtures, chattels or outbuildings in dispute. REALTORS are insured in Ontario to provide Sellers and Buyers with additional protection. Deposits are held in trust accounts, which are also insured.

5. The Agency brings a sense of what the market is doing at any given time. CMA (Comparative Market Analysis) gives Buyers the confidence that they are entering into a sound arrangement. 

6. Spreadsheets that estimate the Internal Rate of Return (IRR) for a project are one of the key decision tools that a Buyer needs to have. The IRR takes into account the three types of returns that real estate provides: cash on cash returns, forced savings (the pay down of the mortgage principal each month) and real estate inflation.

7. There is also the additional potential financial advantages of owning real estate including the sheltering of income using depreciation reserves.

8. One other item needs to be mentioned and that is the value of a professional’s time. It takes time to gain the expertise of a REALTOR and also it takes time to sell or buy a property. Professionals are often better off using their time more productively in the things that they do for a living rather than trying to be REALTORS.

9. The Agency will do most of the negotiating. It is not easy representing yourself and many Canadians find it difficult to negotiate aggressively. Buyers often do not feel comfortable representing themselves.

10. It may also take longer to source your own property, negotiate the Agreement and complete it if you go without representation. 

11. Owning your own real estate can alleviate future rental increases, provide for security of tenure, allow the owner to develop brand equity in the location that they can retain over long periods of time, diversify their asset mix, provide for retirement, make the operating business more sellable and/or provide for a hierarchy and diversity of ownership that makes tax sense and operating sense.

12. Real estate investing is quite stable in Ottawa—it is get rich slow.

13. It can be less expensive to own than to rent.

14. Owning your own real estate gives you more financial flexibility too—if there is a sudden need for cash, you can re-mortgage your property to obtain that.

15. Interest rates are hitting historic lows and prices have come off their peaks. You make money in real estate when you buy not when you sell. That is, buy low, sell high. Or buy when everyone else is selling and sell when everyone else is buying.

Prof Bruce
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Time Travel Explained 
Posted on Monday 13 April 2009 

This blog entry is for Lostaways and, if you don’t know what that is, please don’t read any further.

Time travel is interesting to Hollywood writers because it always ends in a paradox. If Marty McFly never goes back to 1955, does Chuck Berry ever pen “Johnny B. Goode”? Marty hears Chuck’s tune, learns how to play it in 1985 and goes back to 1955 where he plays it at his Dad’s high school graduation. One of Chuck’s relatives is there also performing, hears Marty play it, likes it and gets Chuck on the phone to listen to ‘his’ tune, which Chuck then writes. Who actually wrote the tune?

Well, in a recent episode of LOST, Sayid Jarrah goes back to 1974 in order to kill evildoer, Benjamin Linus. Sayid shoots the young Ben to prevent all the cruel things that Ben will do later on as an adult. But Ben, the kid, is an innocent.

Can Sayid change the past? In fact, he only wounds Ben. Then Kate and Sawyer can’t bear to see an innocent child die so they take him to the mysterious Richard who takes him to the Island’s wizard (Jacob) to heal him. But nothing in life is free—Ben must pay with his soul.

So did Ben become evil because Sayid shot him or did Ben’s evil doing cause Sayid to shoot him? Who is responsible?


One way to look at time travel is that these characters all live in a Möbius strip universe—a two dimensional universe that has only one side. It twists (once) and loops back on itself so the answer is that there is no paradox: they follow each other endlessly on a loop with no cause or effect. It just is.

Prof Bruce

ps. if this is an accurate description of time travel, it also answers the question– can you change the past? The answer is: “No.” If you exist in a Mobius Strip universe, you follow exactly the same path forever; it has no beginning and no end. So Sayid was going to shoot the young Ben because adult Ben was evil, the adult Ben was evil because Sayid shot him as a child and this can not be changed.

pps. Time travel would also be the best way to get around the local galaxy or even nearby galaxies that are/will intersect with our general position. Just pop yourself out of time (either forward or backward) for a bit and then pop yourself back in and low and behold you are millions of light years away from Earth. (As suggested by Andrew Firestone, Canberra, Australia, May 2010.)

Prof Bruce @ 3:02 pm 
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Private Sector Participation 
Posted on Monday 13 April 2009 

Whatever the City does with Lansdowne Park, I hope there is private sector participation in its redevelopment.

When the Sens were at the Civic Centre, the City offered to build 16 boxes at a cost of $12 million or $750,000 per suite.

Instead, we asked the City if we could have a bash at it—the Sens would build them and when it was time to leave, the suites would be left behind for the benefit of other users, especially the Civic Centre’s other main tenant—the Ottawa 67s.

Well, the Sens and their contractor, PCL, built 42 boxes at a cost of $3.2 million or $76,000 per box including full F, F&E (Furniture, Fitup and Equipment). That’s a factor of 9.8 times more efficient than the City’s price. Now that is a lot. 

As a result, it took the Sens 1.2 seasons to recover the costs of construction through suite leases. It would have taken them 7.7 years if the City had built them. But the Sens were only in the Civic Centre for 3.5 years so the costs would NEVER have been recovered. 

Governments seem to better at governing, making policy, enforcing it, taxing, redistributing and so forth but bad at the doing of a thing or the running and operating of a thing. Leave that to the private sector and overall welfare will increase, in all probability.

Prof Bruce

Ps. If you want to see the spreadsheet for the Civic Centre project, you can download it in .xls format at: http://tinyurl.com/cm6umt.

Prof Bruce @ 2:20 pm 
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Stock Market Investing 
Posted on Monday 13 April 2009 

I know practically nothing about investing in the stock market, other than what my father told me—it is primarily a vehicle for insiders to make money.

But if you are going to invest in the markets, there may be a few things you can do to help yourself do better than you would if you simply took your money to a casino (where the house always wins) or stuck it in your mattress. A Doctor I know invests in the top 20 mutual funds and he changes the mix (i.e., changes the basket of funds as some float to the top and others fall out of the top 20) two to four times a year. That is his formula and he swears by it. Maybe it works, maybe it doesn’t. I would be concerned about the costs of churning your portfolio that often—the transaction costs and the tax implications.

BusinessWeek (April 6, 2009) printed a one page article that seems to me more promising. I summarize their findings here:

1. They follow the John Neff investment program and also Warren Buffett.
2. They first looked at the ratio of price to earnings divided by their 12 month growth rate.
3. Then they looked for growth in profits and sales of at least 7% over the past three years.
4. Then they screened for companies that had positive free cashflow over the past year.
5. Next, they needed to see operating margins higher than the median for their industries.
6. They looked for strong brands and strong franchises.
7. They looked for firms with less debt than the median for their industries.
8. They looked for companies where growth was accelerating. (Their three year growth rate was higher than their seven year rate.)
9. They looked for companies with a minimum ROE (Return on Equity) of 14%.
10. They looked for projected growth rates of 10% or more.

This left them with a list of eight firms: Coca Cola, Apple, Fastenal, Intuitive Surgical, Microsoft, Noble Corp. and Precision Castparts. These were distilled from their 2009 list of 50 Top Performers.

What this tells you is:

• look for companies that can grow from within;
• that means they fund growth from earnings and don’t have to borrow money or issue stock to grow or invest;
• this is similar to bootstrap entrepreneurs, of course, applied on a massive scale compared with the typical entrepreneur.

A couple of things that are missing from the BW analysis includes: a) Warren Buffett likes to invest in firms that pay dividends (this gives his firm, Berkshire Hathaway, some cashflow and he may reinvest those dividends in that stock or others) and b) he does not like to churn his portfolio. The reason is he does not believe in paying more transaction costs that he needs to and he doesn’t want to pay the IRS any taxes. If he doesn’t sell and book a gain, there are no capital gains taxes to be paid…

What all of this should tell you is that it is no joke to want to be a successful investor in the markets. It requires as much learning and study and research as most other professions. And you can’t just execute a strategy and walk away—you need to be on top of this the way you are in your real, day-to-day job.

It is not for the faint hearted or the lazy person. 

Prof Bruce
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OMB Process 
Posted on Monday 13 April 2009 

For people in planning and development in Ottawa, they have to know or will certainly come to know a great deal about the OMB (Ontario Municipal Board). Ottawa is one of the jurisdictions in Ontario that sends the most appeals to the Board. Why that is, I don’t really know but I suspect it has something to do with the highly educated population here, many of whom have very secure jobs and have enough spare time to want to participate in the planning process and, sometimes, to meddle.

Some of the appeals are meant to derail or delay a competitor. Some are done out of spite. Some are based on NIMBY behaviour. And a few have merit. In more than 25 years of working in the development industry in Ottawa, I have never launched an OMB appeal against a neighbour or a competitor. I prefer to work things out by negotiation.

However, don’t expect the reverse to be true. One neighbour of ours appealed the location of the ingress/egress for a small plaza we planned to construct. It took eight months to get before an OMB Panel Member and the neighbour (who was also a competitor) showed up drunk. The Hearing lasted less than 20 minutes. We won. His only objective was to delay our building and it worked.

It costs someone like that NOTHING to appeal a planning decision to the Board. He doesn’t hire a planner, a lawyer, traffic consultants or other specialists. He represents himself. We, on the other hand, have to take the matter seriously and do all of that—spending $30,000 and eight months getting ready for a 20 minute Hearing. Plus there is the cost of an eight month construction delay.

In any event, here is a basic primer on the OMB process in Ontario, circa 2009:

1. A Staff report goes to a Committee of Council or the Committee of Adjustment (COA) for discussion, public input and possible approval.
2. If approved, a decision of a Committee of Council (but not a decision of the COA) goes to full City Council for approval within two weeks.
3. If approved by Council or the COA, any person or public body may appeal the decision to the OMB.
4. Note, if Council or the COA does NOT approve the report or fails to make a decision, that too can be appealed to the OMB. (This is often what developers do when Council and Staff or the COA try to kill a project by delay when they don’t like something.)
5. In most cases, appeals must be made to the OMB no later than 20 days after the day the council/planning board or approval authority (e.g., COA) gives its notice of decision on the planning proposal.
6. If the OMB decides that the appeal is frivolous, vexatious or made only for the purpose of delay, the Board can dismiss the appeal.
7. The Ontario Municipal Board may dismiss all or part of an appeal without holding a hearing if an appellant did not make an oral or written submission indicating an objection before the decision of Council was rendered, and, in the opinion of the Board, the appellant does not provide a reasonable explanation for having failed to make a submission.
8. Most OMB appeals are first heard in mediation to see if matters can be resolved by negotiation.
9. Failing this, a hearing date is scheduled.
10. Note an OMB Decision can itself be appealed if a party thinks that the OMB decision made an error in law. They can, within 15 days of the decision, ask Divisional Court if they can appeal. Some decisions of the Board are not subject to review or appeal. 

The Board is faster than it was ten years ago—the time for an appeal can be as little as six months or as much as 18 months but most are now being resolved in less than a year. 

Prof Bruce

Prof Bruce @ 9:37 am 
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Negative Cost PR 
Posted on Friday 10 April 2009 

I spend a lot of my time devising with my consulting clients, students and those that I mentor, value propositions that involve negative costs.

That means that when someone buys a product or service from you, you can demonstrate (usually using a spreadsheet) how that the purchase price of the goods or services they are buying from you represent a negative cost to their business or to them.

If you truly understand your clients or customer’s businesses or personal needs, you should be able to demonstrate in a very clear and concise way how this happens to be true.

A small not-for-profit is demonstrating how this can work outside the sphere of sales—in PR, for example.

They are using an online eBay- based auction to not only raise needed funds for their organization but to create national and international awareness of their mission. 

Their costs break down this way:

a. Unique URL and website design: $3,000;
b. Cost of acquiring goods and services for auction from sponsors and celebrities: ZERO (they are donated);
c. Cost of hiring a part time PR specialist to arrange for media releases and interviews: $2,500;
d. Cost of hiring a social media expert: $2,000;
e. Cost for live event to close auction, food and beverage: ZERO (it is sponsored);
f. Cost for live event to close auction, hall: ZERO (it is donated);
g. Cost for tech equipment and lighting for event: $1,800;
h. Cost for event producer: $1,700;
i. Contingencies: $2,500.

So the total cost of the event is around $13,500 and they expect to raise $90,000 which is about right—if you run a charity or a NGO or a not-for-profit, you should aim for this type of efficiency—your cost of funds should be about 15%. Of course, we all hear about stories where charities are getting less than 50% from their fundraisers. This should be unacceptable.

But here’s the neat thing about this: this organization will get an incredible national and international boost to their image form earned media (media interviews) and social media chatter and its cost will be negative—a negative $76,500 to be precise.

Prof Bruce
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Decisons, Decisions 
Posted on Wednesday 8 April 2009 

In the field of entrepreneurship, there are many times when you are faced with making a decision fraught with danger and uncertainty.

For a recent example, I turn to a young client of mine who has to choose between a possible face value for a return on her investments in the amount of $278,000 sometime in the next two or three years versus a certain return today of just $28,000.

It looks like a no brainer—why would she exchange $28,000 today for $278,000 over the next two or three years?

The answer lies in a triple play—the mixture of discount rates, probabilities and expected values.

Alternative A—Stay the Course—means she and her partner will have to wait for two properties to sell before she gets any money. Her partner is in charge of selling those properties and she thinks she can get that done within two years—one property will take two years to sell and the other will take one year. She has a discount rate of 9%, so a $250,000 gain, two years out is worth about $210,000 today and a second gain of $28,000, one year out, is worth around $25,700 today.

This isn’t too bad and if the discount rate was the only factor coming into her decision making process, she would definitely be better off waiting for these events to happen.

But there are two more factors she has to take into account—a. the properties might not sell (or they might not sell for as much) and b. her partner and her creditors might act in a way that is contrary to her best interests and attempt to keep all of the gains for themselves. In other words, she doesn’t trust the partner or her creditors even though she feels she is entitled to half the net proceeds from these two sales.

She assigns a probability for the larger of these sales happening within two years at 50% and the probability of its distribution by her partner and her creditors at 25%. For the smaller property, she thinks it is 90% likely to sell within a year and, again, the probability of its distribution by her partner and her creditors is 25%.

Thus, the expected value of these transactions in today’s dollars is $32,600 and her half share is worth $16,300—a far cry from the nominal face value of $278,000 for the whole enchilada.

What if she instead made a deal with her partner and her creditors—to take over the smaller property and give up her rights to the larger one? She would be trading a $278,000 potential (total) gain for $28,000 today. But since the probability of a sale becomes 100% if her partner agrees and because it happens today instead of a year or two from now, the expected value of her position is $28,000—nearly twice what it would be if she ‘stayed the course’.

Here is the spreadsheet I used to calculate the above:

Alternative Description Projects X and Y

A Property 1 

Stay the Course $250,000.00
Time to receipt of cash 2 years
Discount Rate 9%
Probability of sale 50%
Probability of Distribution 25% 

Discounted Value $210,420.00
Expected Value $ 26,302.50 

Property 2 

Stay the Course $28,000
Time to receipt of cash 1 year
Discount Rate 9%
Probability of sale 90%
Probability of Distribution 25% 

Discounted Value $ 25,688.07
Expected Value $ 6,300.00 

Total Expected Value $ 32,602.50 

Your Share $ 16,301.25 50%
Face Value $278,000.00 

B Property 2 

Bail out Now $ 28,000.00
Time to receipt of cash 0 years
Discount Rate 9%
Probability of sale 100%
Probability of Distribution 100% 

Discounted Value $ 28,000.00
Total Expected Value $ 28,000.00 

Your Share $ 28,000.00 100%
Face Value $ 28,000.00 

(You can download the spreadsheet in .xls format here: http://www.ottawarealestatenews.ca/DecisionMakingModel50_50Partnership.xls.)

This shows how probability and expected value can make a seemingly insane decision to give up a shot at a large gain for a much smaller one, eminently reasonable.
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Recurring Revenue 
Posted on Monday 6 April 2009 

As I get older, I have come to gain more respect for enterprises that generate recurring revenue. As an entrepreneur, one who tends to live by his wits, the concept of having an enterprise that produces predictable revenues looks pretty appealing.

This happens (mostly) because the enterprise has control over some type of factor of production—for a restaurant, that might be its location, its menu or its franchise. For a tech company like, say, a domain name registrar, it is a client base that has to renew their domains each year and the fact that it is a pain to transfer domains from one registrar to another. For IBM, it might be their services revenues and for a software company like say Intuit, it might be the annual updates their users need for its tax preparation software.

Whatever it is, if you build a business and it has recurring revenue, that is a big plus because: a) it gives you a stable base to build off of, b) you can take some risks in developing new products or services and still have a business if it doesn’t work and c) you are able to make at least some type of reasonable prediction about future revenues and, hence, you can have some control over costs and your own destiny. 

It is also one way to build a business that will survive you as the Founder. If you are the engine of your business, as you would be in, say, the consulting business or the real estate agency business or the hair dressing business or the registered massage therapy business, when you leave, the business pretty much stops. As a result, these businesses have very little residual value and are hard to sell when you leave or retire.

So when building your business model give some extra thought to this.

When Mozilla.org first built and released their open source Firefox browser, there couldn’t have been much thought given to this. They kind of begged for donations and looked for free worker bees in the tech community to assist in its development.

But today, you can see Yahoo’s search bar embedded in each Firefox Browser download. I would guess that Mozilla raises a ton of money from that—something for each download of the browser and something for each search originated through its toolbar. That is regular income and would make Mozilla’s life a lot easier.

There is nothing wrong with this—if you want to do good works, you need to raise some funding, why not this way? One of the arguments against this particular initiative is that I have noticed it is harder to install Google’s search bar in my updated Firefox. If this is Mozilla’s doing abetted by Yahoo that kind of defeats the purpose of OS.

