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The state treasurer of Western Australia is joined by investors and financiers
to discuss post mining-boom investment opportunities in infrastructure

Moderated and written by Cherie Marriott

Q Treasurer, can you start the discus-
sion by telling us how the Western
Australian economy is tracking?

Mike Nahan: Overthe 10 yearsto 2012
2013, we witnessed agiant growth spurt
thatis possibly equivalent only tothe
1860s goldrush in Victoria. Business
investment, which was mainly driven by
new ironore, LNG (liquid natural gas)
and oil projects, was growing at over A$6
billion ($4.39 billion) ayear and peaked
in2012/2013 at amassive A$79 billion,
representingjust over 31% of our GSP
(grossstate product).

Now, of course, the commodities cycle
has turned and investment is coming
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down at arate of around 11% a year caus-
ing manytobe pessimisticaboutbusiness
investment. As a state government we
were never under the illusion that the cy-
cle would continue forever, soin 2008 we
decided we would underwrite a substan-
tial public sector investment programme.
‘We have invested A$46 billion so far and
thereis another A$24 billion allocated in
the forward estimates. Much of our infra-
structure programme hasbeen dedicated
toaccommodating an expanding popula-
tion by providinghousing, water, electric-
ity, roads and other utilities.

Qlsitrealistic to think the govern-
ment can offset the decline in private

investment with public projects?

Nahan: No, in order to match the current
rate of decline in business investment we
would have to double our Asset
Investment Programme and thisisn’t
goingtohappen. We need toride this out.
Ourfocusnowistodrive efficiencies in
the delivery and productivity of public
sectorinvestments. We want to get more
bang for our buck.

Q What opportunities exist for
private investors in Western
Australian infrastructure?

Nahan: We alreadyhave atrack record
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inworking with the private sector. We
have expanded our PPP (public-private
partnership) programme and have
recently awarded projects such asthe
Perth stadium and some schools. We are
inthe process of privatising the Perth
Market Authority, the Utah Point iron
oreportfacilityinthe Pilbara,and we are
readytolease the Port of Fremantle,
which includes the outer harbour. We are
alsointhe process of securitisingup to
40% ofthe A$4.2 billionloan book held
by the state-owned bank Keystart,
which provides homeloans to low-
incomeborrowers.

Q Are there any opportunities in the
transport sector?

Nahan: Yes, thisis one of our biggest
challengesinterms ofinfrastructure
investment - funding theincreased
demand for public transport.

Atpresentweareundertakingbothrail
androad expansions. Weareworkingona
series of transport links around the air-
port that will benefit from private sector
involvement to help drive down costs but
also offer innovation. We are hoping that
through funding negotiations with the
Commonwealth Government other
projects might also be able to proceed
sooner rather than later, such as the pro-
posedlightrail service.

Q To the investment managers
around the table, what exposures do
you currently have to Western
Australia and what appetite do you
have for further investment?
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Nik Kemp: We own astake in Perth
Airportwhichincludes aportion we
picked up through amerger with
Westscheme. We have an ongoing
appetite for infrastructure assets and we
see WA as amarket of interest. Just this
week weinvested in AirportLinkin
Queensland, which is reportedly worth
A$1.9billion. That gives anindication of
the size of our appetite.

The key for usis finding assets thatare
well packaged, have anacceptablelevel of
risk and are clearly defined. The recent
sale of Transgridin New South Walesisa
good example of awell-run sale process. It
had upwards of A$35 billion in capital
chasingit.

Jonathan Reyes: AMP Capital is
invested directlyinthe airportat Port
Hedland and, through ourlisted
portfolio, we have hold positionsina
number of energyinfrastructure assets
inW.A.Onthedirect side of the business
we areinterested inbuying assetsinthe
middle market where we can add value
by driving operational efficiencies. On
thelisted side, we would like to see more
privatisation opportunities gotothe
public market.

Trent Carmichael: Irepresent QIC,and
over time we have increased our focus on
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WA. Fundamentally we think the market
is attractive, particularly given the
state’s favourable demographics andits
skilled workforce. Pairing this with
relative housing affordability, we see
some sustainable long-term potential in
WA. The Port of Fremantle would be a
good fit for our client portfolios as we are
anexistinginvestorinlandlord portsin
Australiaand see these asattractive
long-terminvestments.

Ross Barry: First State Super has A$55
billionintotal funds and managesthe
defined contribution assets for over
750,000 members. We have atarget
allocation of around 25% to alternative
investments and infrastructureis partof
this.

Our approach to acquisition, however,
is opportunistic and we will only pursue
assets that present a compelling reward
forrisk. So far we have deliberately avoid-
ed many of the large tender processes be-
cause of the stiff competition and the high
multiples. However, we were successful
in winning the tender to build Sydney’s
new light rail system, which is currently
underway.

It’s important to remember that super
funds are focused on delivering value to
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their members over timeframes of 30 to
40 years or more. In this timeframe, we
are likely to pass through four-to-five po-
litical administrations, refinance the as-
setfive-to-sixtimesand deal with abouta
dozen big strategic planning issues. It’s

Ross Barry First State Super

important therefore to buy well and get
the structure and governance right — in
this sense, we would prefer to work with
local, like-minded consortium partners
including other super funds.

Kemp:In 2013 we investedin Port
Botany and Port Kemblain New South
Walesinaconsortiumincludinglarge
Australianinstitutional investors. Atthe
time, itwas termed a “social
privatisation” because the asset wentto
localinvestorsrepresentinglocal
stakeholders.

Q Treasurer, how do you see the
interplay between foreign and local
ownership of infrastructure assets? Is
it necessary to have foreign participa-
tionin the market?

Nahan:Itcan depend onthe particular
opportunity. When selling an assetyou
want to generate as much competitive
tension as possible to push the price up.
Foreigninvestors can play animportant
rolein creating competition. Politically it
cansometimesbebeneficial totransfer
ownership to Australian stakeholders
and workers. Having said that, the
Canadian pension funds —which are
veryactive in Australia - are agood fit for
usbecause ofthe similarities we share.
Theyhavebeenherealongtime and are
staffed by Australians. Global sovereign
wealth fundsalsohave arole to play.

If you take the sale of Fremantle Port,
for example, thisisaportwithlinkstothe
rest of the world. Therefore, it may make
sense to involve investors from, say,
Dubaior Singapore. On some of the small-
er deals, like Keystart and the Perth
Market Authority, we expect the buyers
will belocal.

Q Western Australiarecently lost its
AAA creditrating, how does that
change investor attitudes towards
the state?

Reyes: We are not anticipating areturn
toAAAsoon,sowearedefendingthe AA
creditasaworkablerating. Asalook-
through credit, AA seemslike amore
sustainableratingtous.

Nahan: State-based ratingsin Australia
arehigh comparedto statesinthe US
and Canada. Thereason forthisisthe
perception thatthe Commonwealth
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governmentwill bail outthe statesifthey
getinto trouble by transferring funds
directly tothe states or viathe grants
commission, which equalises theincome
the statesreceive on athree-yearly cycle.

‘We continue to face challenges on this
front with recent credit rating commen-
tary focusing on the impact of lower iron
ore prices on our revenue outlook. We
were collecting record revenue from min-
ing royalties during the boom and now
this has eased back. The credit rating
agencies are worried about our capacity
to cope with boom and bust volatility
which has always been an issue for
Western Australian public sector financ-
es and for the broader State economy. We
have dealt with some of these concerns.
‘We have brought expenditure down to a
20-year low while still maintaining our
capital works programme and we have
raised some more fromtaxes.

Ouraimistobe AAA again once we get
our share of GST revenue back. In three
years’ time we are projecting a A$2 bil-
lion-A$3 billion surplus according to the
forward estimatesinthe May Budget. But
it will take time to move back toa AAA
credit rating. We should also note that
AA+isstillanextraordinarily good credit
rating - Western Australiais a very safe
placetoinvest.

James Hoskins: Iamnotasovereign
analystsoIcan’tcommentonthe overall
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rating for Western Australia. Fromthe
point of view of rating individual
infrastructure assets, the staterating
doesn’tmake ahuge amount of
difference. Sure, it’s unlikely we would
rateindividual assets above the state
rating, but beyond that we consider
factorsthatare particulartotheasset,
such astheregulatoryenvironment.

For regulated assets, clearly we are
more comfortable where leverage is re-
duced to offset a higher proportion of un-
regulated revenues, as we would expect
unregulated revenues to be more volatile.
In WA we rate Perth airport and the big-
gest factor there is patronage - the
amount of traffic moving through the
airport.

Q For the financiers here, has the
ratings downgrade made a difference
to bank appetite for WA credit?

Emmanuel Alfieris: I don’tthink so,
particularly on smaller assets where the
bankbalance sheets are onthetable, like
hospitals, social housing or schools.
There’s plenty of liquidity in the banking
systemto support good deals and pricing
iscomingback now. Itis possible for
governments to add extravalue by
assigning some of the cash flow to the
SPV (special purpose vehicle) and
gettingaliftintherating. Clever
structuring canreally helpinthese
situations.

Q Would the super funds around the
table agree that funding conditions
are favourable?

Carmichael: It can depend on the nature
of'the cash flows, including whether they
areregulated. But, in general, equity
investors are always navigating that
spacebetween investinginalong-term
assetusing upfrontbank funding, where
thetenorstypically cut out at five to
sevenyears,and then assessingthe
refinancingrisk on aninvestmentthat
mighthave a99-yearlifespan. We seek to
diversify funding sources and this can
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lead usto go to offshore debt capital
markets where the tenors arelonger.

Kemp: Howwe manage refinancing risk
isalways akeyconsideration among
consortium partners. PPPsinparticular
areusuallyhighly geared and during
times of volatility — such asthe GFC - the
return onthese assets fluctuates wildly.

One of the ways to counter this volatili-
tyisforthe super fundstofinance some of
the construction debtthemselves. We put
some debtintothe East West Linkroadin
Melbourne and we are looking at more
opportunities like this. That means su-
perannuation fundsinvestingin 100% of
the capital structure, both equity and
debt.

Qs there a cap onyour level of
appetite for this type of all-in deal?

Kemp: Atthe momentwe arelooking at
opportunities above A$400 million, and
ideally around A$1billion per asset,and I
expect our appetite will change asthe
fund grows. Today we have over A$90

Emmanuel Alfieris Commonwealth Bank

“COMPETITIVE TENSION PUSHES

UP PRICES”

-Mike Nahan, West Australia treasurer
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billionin assets under managementand
infiveyearsweforesee having around
A$160billion, sowe maylook at bigger
opportunitiesinthe future.

Hoskins: Forrelatively simple projects,
such asaccommodation PPP’s
constructionriskisnotnormallythe
issue which drivestherating. Theratings
of availability-based projectsin
particularis normally driven byleverage.
Thereisnoreason why an appropriately
structured green field accommodation
projectincluding constructionrisk
cannotachieve astronginvestment
graderating.

Within the infrastructure space, there
are several keyissues at present. The first
is mitigating procurement and financing
costs, particularly for smaller scale
projectstryingto access the capital mar-
kets. In the UK, a large programme to
batch procure around 100 new secondary
schoolsisunderway funded by a single fi-
nancingvehicle using common documen-
tation. Aggregator Finance PLC issued
bonds and loans rated A-/Stable to fi-
nance each of 5batches of school projects.

The second issue, which is specific to
Australia, is dealing with the refinance of
a number of bank-funded operational
projectsandthe extenttowhich eitherthe
capital markets or direct pensionfunding
lendingis able to pick up the slack.

Q What other interesting funding
models or deal structures are being
trialled in the market?

Paul Kenny: Thereisadifference
between concession projects where

Trent Carmichael QIC
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investorstaketherefinancingriskand
the sale of utility assets where the states
assume some of the risk through
regulatorypriceresetsthatare
structured toreflectthe financing
conditionsinthemarketatthetime.In
instanceslike this,Iwonderif
governments are actually payingtoo
much fortherefinancing risk, and maybe
itwould be more economical for them to
assume more of the risk or actually take
outaportion ofthe debtthemselves.

Nahan: There have been anumber of
PPPswherethe governmenthastaken
some of the financing. On the stadiumwe
made acapital contribution of 60% of the
projectcostand the private partnership
financed 40%.

Alfieris: I've seen some interesting
structuresinsocial housing projects
wherebidding parties put forwarda
model, ratherthanaprice. The
government makes a call on which model
suitstheirneeds, includingthefinancing

package, and then effectively sets a price
band. Ifthe operating outcomesfall
undertheband, itis financed by the
government. Conversely, if revenue
outcomes shoot higherthan the top band,
asignificantportionis channelled back
tothe government, to avoid bidders
making asuper profit. This canbe an
interesting way of overcoming some of
therefinancingrisks.

Kenny: Astime goes on,I expect
governments will become more focused
onvalue capture. In any infrastructure
projectthere are anumber of different
beneficiaries, notjust the project
sponsors butthe surroundinglocal
businesses andland owners, for
example. Allens has worked with other
governments on developing policy
frameworksthatlook at the value
created by infrastructure projects and
identify the beneficiaries. Theideaisto
establish mechanismsthat capture
some ofthisvalue to assist with the
fundingtask on projects.
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“NEW POLICY FRAMEWORKS WILL
LOOK AT VALUE CAPTURE”

-Paul Kenny, Allens

Allan Wain:Iwantto askthe Treasurer
whetherthe Western Australian
government had considered taking
unsolicited bids from investors for
projects.Inthe United States atleast 20
states are now running formal
unsolicited bid programmes. Infact, they
favourunsolicited bids over auctions
which frankly they view asinefficient.
The reason we don’t see many US public
pension fundsbidding forlocal assetsin
Australiaisbecausetheyare
unconvinced by the auction process; they
view them as aggressive competitions for
assets with doubtful financial rewards.
Bidding for such assets canbe time-
consumingfor anuncertain outcome.

Nahan:Iagreethat consortiums can
spend enormous amounts of moneyin
thebidding process and we certainly do
acceptunsolicited bidsinrelationtoland
sales. Generally thoughIam sceptical
aboutunsolicited bids for PPPs and
social projectsbecausetheseare
intrinsically complex and transparency
isalsoanissue. Politicians are faced with
havingto defend their decisionstothe
broader electorate.

Q How should bid processes be run to
make them more fair and
transparent?

Barry: The Baird Administration and
the New South Wales government more
generally have done an outstanding job
for NSW taxpayers. A critical success
factor, particularly for PPPs, hasbeen
the extent of forward planningand
pre-tender work to de-risk many ofthe
projects.Inour experience there has
beenvery constructive engagement with
bidders and timelines and commitments
are always adhered to.Itisaprofessional
approachhelped by an internal team of
experienced former investmentbankers,
assetmanagers and project engineers
within Treasury and other departments.

Richard Wiles: Sale processes need tobe
streamlined to ensure the return
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dynamicsonaprojectdon’t shift
markedly duringthebidding phase. The
number of government departmentsthat
areinvolved on aproject should be
minimised where possible and those
departmentsthatareincharge shouldbe
encouraged towork togetherto
acceleratethe processtoachievean
outcomerelevanttothe market
conditions of the time.

Q Treasurer, can you wrap up by
telling us what opportunities lie
ahead in Western Australia’s infra-
structure sector?

Nahan:Down the track we will sell some
electricity assets but first we need to
overcome some impedimentsincludinga
pre-existing commitmenttothe
electorate notto sell.

‘We need to get popular supportfora
changeinthis stance and then we need to
change the way Western Power —the

Richard Wiles Commonwealth Bank
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polesand wires company —isregulated.
We are currently in the process of
moving Western Power from aboutique
regulator over tothe national Australian
EnergyRegulator.

Beyond the polls and wires, there will
be opportunitiesinroad projects and oth-
ersocial projects. FA
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