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Capturing 
value

At a roundtable in Sydney, fund managers 
and financiers talk to NSW Treasurer 
Gladys Berejiklian about public-private 
collaboration on the government’s ambitious 
infrastructure programme

which the government provided seed 
funding and private equity was used to 
fund the various stages. We have a 
number of education and hospita l 
projects underway such as the new 
Northern Beaches Hospital which is a 
PPP project. Recently we announced we 
will use PPPs to meet prison capacity 
needs.

Q What are some of the challenges 
inherent in executing such a large 
pipeline of projects and how are you 
working to alleviate these 
challenges?

berejiklian: We have been studying the 
experiences of similar jurisdictions with 
ambitious pipelines to make sure we don’t 
face the same challenges they have faced. 
For example, we are keeping a close eye on 
the supply of skilled workers. At the mo-
ment we have healthy rates of migration 
into NSW as the mining sector declines 
in other states and people are bringing 
their skills to our road and rail projects. 
We are also keeping an eye on our project 
management capacity. With so many 
projects underway, we also need to make 
sure we have great project managers and 
a good assurance model to ensure each 
project is on budget and on time. 

Q How do investors around the table 
rate nSW’s track record so far and 
are there areas where you would like 
to see more opportunities for the 
private sector to participate?

are talking about investing in projects in 
the social infrastructure space – projects 
that improve social outcomes for people. 

Q What is being done to encourage 
more investment in this area?

berejiklian: We are seeing more poten-
tial for private sector involvement in so-
cial infrastructure and social impact in-
ve s t ment .  T he c om mu n it y no w 
recognises the private sector can be an 
efficient provider of social services as 
long as the government is there as a regu-
lator. An example of this is UnitingCare 
Burnside’s New Parent and Infant 
Network (Newpin) that aims to restore 
children in out-of-home care to their 
families. Private investors put up the 
funds, the not-for-profit organisation ran 
the project and government got a better 
outcome. The restoration success rate 
was about 60% while investors got a re-
turn of about 8%. This kind of collabora-
tion allows us to open up more areas to 

“�The�privaTe�secTor�
Thrives�on�clearly�
defined�incenTives”
–Gladys�Berejiklian

private sector investment. I think we will 
see a lot more innovation in the future.

Q the government is also looking at 
private sector investment in low-in-
come housing, right?

berejiklian: Yes. We recently provided 
seed funding of just over A$1 billion for a 
social and affordable housing fund. We 
called for expressions of interest on how 
the private sector can utilise this fund to 
help us deliver additional social and af-
fordable housing. The target is 7,000 
homes in the first tranche. 

Q How do you structure these social 
infrastructure projects in a way that 
is attractive to private investors?

berejiklian: The private sector thrives 
on being given clearly defined incentives. 
In the case of the Newpin project, the tar-
get was to reunite children with their 
families and keep them there for 12 

Q let’s start with an update on the 
nSW Government’s infrastructure 
pipeline and how it is progressing?

Gladys berejiklian: When we came to 
government five years ago we started 
planning a 20-year vision for infrastruc-
ture. Now we are in a strong position to 
continue delivering our massive 
infrastructure pipeline because of our 
asset recycling strategy, careful 
management of the state’s finances and 
the strength of the NSW economy. We 
have successfully completed the lease of 
TransGrid, the first of three transac-
tions to lease 49% of the state’s electric-
ity transmission and distribution 
networks, and that delivered gross 
proceeds of over A$10 billion. All of 
these factors have placed the govern-
ment’s finances in an enviable cash 
positive position. Of course, that 
position will change as we start spend-
ing on new infrastructure projects. And 
all this has to be done while maintaining 
our triple-A credit rating and delivering 
healthy surpluses.

Q Can you outline some of these 
near-term projects currently 
underway?

berejiklian: In terms of rail, there is the 
Sydney Metro NorthWest. The first 
phase is due for completion in 2019 and 
we are planning the next phase, includ-
ing the second Sydney Harbour rail 
crossing. Then there is WestConnex, for 

months. Once objectives like this are 
made clear, private investors can use 
their knowledge and their financing 
skills to put a package together that offers 
a return. Having the government there as 
a regulator and a guarantor makes these 
investments highly desirable. 

Speedie: The risk profile on a 99-year 
port lease versus a social impact project 
is very different. The former is a hard as-
set that offers stable cash f lows and is 
therefore likely to attract a vast array of 
interested investors. Hospitals and so-
cial housing projects on the other hand 
appeal to a narrower but growing pool.

diana Callebaut: The NSW government 
is increasingly looking to combine the 
procurement of the delivery of infra-
structure assets and related “social” 
services into one project. Current exam-
ples of this include the Northern Beaches 
Hospital and the Grafton Correctional 
Centre. These projects are led by opera-
tors rather than infrastructure inves-
tors. Private investors are still interested 
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Michael Hanna: I don’t think there is any 
doubt that NSW is leading the country in 
terms of infrastructure investment op-
portunities. The current political admin-
istration is stable and talented, with a 
mature perspective on private finance. 
IFM Investors invests on behalf of a 
range of superannuation funds and we 
own a number of assets in the state. Our 
largest investment is NSW Ports which 
were privatised back in 2013. We have 
been delighted with the performance of 
the business so far. We also invest in two 
PPPs, Axiom Schools and Wyuna Water 
(which supplies 25% of Sydney’s drink-
ing water) and two toll roads – the M5 
South West and the Eastern Distributor.

Scott Speedie: NSW is a certainly a 
bright spot on the Australian investment 
landscape. More and more our investors 
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in these projects, but the money comes 
from a different pool of capital, or forms a 
different part of a fund’s portfolio alloca-
tion. For example, CBUS is one of the 
largest shareholders in Healthscope 
which is building and will operate the 
Northern Beaches Hospital project.

Q So how does a superannuation fund 
like CbuS gain exposure to social 
infrastructure projects?

Callebaut: Depending on your risk ad-
justed return expectations, there are a 
number of options. For example, CBUS 
recently partnered with a community 
housing provider and developer to re-
spond to the NSW government’s social 
and affordable housing EOI. Looking 
ahead we also intend to lead social infra-
structure project investments, such as 
schools, museums a nd convention 
centres.  

Ross barry: There is great scope to tap 
into the innovative spirit of private in-
vestors for social impact projects such as 

home-based aged care and youth home-
lessness, however I wonder if this is un-
duly restricted by the current bidding 
process for such projects. Is it possible, 
for instance, to open this up to a broader 
range of solutions and unsolicited bids? 
Does it need to be centralised within 
Treasury or can projects be worked up 
directly in collaboration with govern-
ment departments and authorities closer 
to the problem.

berejiklian: The social and affordable 
housing fund is being run by the 
Department of Family and Community 
Services but Treasury is also intricately 
involved. Last year we set up a dedicated 
Office of Social Impact Investment and 
we are aiming to deliver at least two new 
social impact initiatives a year. On the is-
sue of unsolicited bids, there is plenty of 
scope for us to consider ideas put forward 
from private investors. In fact, the 
NorthConnex road project is an example 
of an unsolicited proposal turning into 
an actual project. 

leisel Moorhead: We are an equity 
sponsor in the NorthConnex project 
which is a fantastic example of what can 
happen when governments and private 
investors collaborate together. We invest 
in projects all over the world and we can 
see the benefit that private sponsors can 
bring working with public governments 
to deliver innovative infrastructure 
solutions. 

Berejiklian: Unsolicited bids can be 
harder to achieve because the proponent 
has to demonstrate uniqueness and con-
vince us not to take it to tender. But, that 
said, it certainly isn’t impossible.

Q unsolicited bids aside, is the 
government open to receiving 
non-conformist bids on projects that 
have a clear scope?

berejiklian: There’s no doubt we need to 
be f lexible around tender processes. 
When we were looking at the contract for 
the Sydney light rail project we had an 

idea about the best way to deliver the 
project and after the private sector came 
back with feedback on various elements 
of the contract we agreed to alter the 
scope. We are open to scope changes, but 
we want to make sure we can communi-
cate these changes to the community. 
There is a fine line between a scope 
change and a non-conforming bid. If eve-
ryone in the market is telling us they be-
lieve a project should be approached dif-
ferently then we are prepared to listen, 
but for some things we can’t accept non-
conforming bids – either because they 
don’t meet our needs, they aren’t benefi-
cial for the public or they don’t comply 
with Australian building codes or other 
standards. 

Is there a potential for non-conforming 
bids to create too much uncertainty in 
the market?

Paul Kenny: Bidders are motivated to 
submit non-conforming bids for a variety 
of reasons whether it is to alleviate cer-
tain risks or manipulate the return dy-
namics, but I agree, non-conforming bids 
create disruption and uncertainty for all 
parties involved, not to mention in-
creased costs. We would always advocate 
for a more extensive market-sounding 
period prior to the bid process being 
launched rather than waiting until after 
the formal tender process has started.

tim Stewart: Investors would rather 

operate on a level playing field where there 
is certainty. The evolution of the PPP 
process in Australia has seen a big push to 
reduce costs by trying to commoditise the 
process. I think this might be going one 
step too far. There is always an inherent 
tension that needs to be met by a govern-
ment process. We need a level of innova-
tion to ensure that everyone benefits from 
a particular project, but bidders need cer-
tainty of process. Ultimately it comes 
down to each bidder deciding if this is the 
right asset for them, if they want to get in-
volved in the bidding process and if they 
can stomach the cost of doing so.

thomas Jacquot: The Australian mar-
ket definitely prefers a higher level of cer-
tainty in the scope of bids, but you have to 
question whether this limits possible in-
novation. One transaction that stands 
out as a great example of non-conformity 
is the bid to renovate the Home Office in 
the UK. The government initially said 
the plan was to refurbish certain offices 
around central London. But then one bid-
der came in with the idea of building an 

entirely new building on a piece of land in 
central London. Eventually the govern-
ment came around to the new idea. 
Interestingly, the UK National Audit 
Office, in its review of the transaction, 
recommended that government depart-
ments should always allow bidders to 
come up with new ideas as this project 
was clearly an example of a better out-
come for the public sector. I believe this 
type of flexibility is much easier in mar-
kets where PPPs don’t require the same 
level of engineering and financial com-
mitment at the time of the bid as required 
in Australia. 

berejiklian: One solution is to run a 
number of industry briefings before we 
start the process and get private sector 
input early.

Jacquot: Yes, I agree, but the problem 
with the market-sounding process is that 
bidders are only prepared to share a cer-
tain amount of information. They don’t 
want to give away any secrets when their 
competitors are in the room.

“non-conforminG�Bids�
creaTe�disrupTion�and�
uncerTainTy�for�all”
–paul�Kenny
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Q With non-conforming or unsolic-
ited bids there is also the risk of being 
taken to the cleaners, right, unless 
the government has the resources 
and the skills to evaluate proposals 
which are often highly complex?

Moorhead: It is important that govern-
ments have the resources and skills to 
evaluate unsolicited proposals and this 
was demonstrated on the NorthConnex 
project. Private sponsors can alleviate 
some of the risks if the government is 
clear about its performance criteria. 
This comes back to the Treasurer’s point 
about functional criteria and setting 
clearly defined targets, such as, we want 
to accommodate X-number of people in 
social housing in X-number of years.

berejiklian: The Treasury is slowly 
building its evaluation expertise. We 
have an infrastructure finance unit that 
looks at the bid process as well as the fi-
nancing solutions. 

Q What feedback do you get from 
investors about the cost of bidding 
for nSW infrastructure projects?

berejiklian: Overseas funds and firms 

sometimes complain about the cost of 
bidding, saying we require too much pa-
perwork and there are too many stand-
ards to comply with. On the one hand this 
ensures the integrity of the process, but 
we also want to keep competition alive. It 
is in the government’s interests to reduce 
bid c o s t s a nd fo s t er i nc r e a s e d 
competition.

Q turning now to value capture, how 
is the nSW Government attempting 
to recover some or all of the value 
generated from its infrastructure 
projects?

berejiklian: We have been talking about 
value capture since we came to govern-
ment and it is now becoming a large area 
of focus, especially on projects where 
there is potential for additional develop-
ment. The truth is, value capture can be 
hard to implement. We must ask: who are 
we capturing the value for and who gets 
the benefit of the value. The key is to edu-
cate the community about value capture 
and bring the public along with us. At this 
stage the Parramatta light rail project is 
probably the most suited to va lue 
capture.

Speedie: Finding the right model is a 
vexed issue. When you look internation-
ally there are a number of models to draw 
from. In the UK, the government took a 
view on the cross-London railway project 
and concluded the whole city would ben-
efit from such a large-scale development. 
It was able to charge a widespread levy as 
a result. The question is whether this 
type of model is directly replicable in 
NSW especially on smaller projects with 
a narrower corridor. The trick is not to 
disincentivise developers from adding 
value to the corridor which, over time, 
undermines the value of installing the 
infrastructure.

Kenny: There are eight to 10 different 
value capture mechanisms that can gen-
erate value from surrounding property 
and commercial developments, or cap-
ture value from the broader beneficiaries 
of new infrastructure. In many ways, us-
er-pays can be viewed as a value-capture 
mechanism. Whatever models the gov-
ernment uses, they should be formally 
defined in a clear policy framework. And 
this framework should be applied right at 
the beginning of the planning process, 

not when it comes to Treasury for 
funding.

Q levies or user-pays fees might be 
seen as unoriginal. Wouldn’t it be 
better to approach value capture 
through the lens of redevelopment 
potential?

Callebaut: The extension of London’s 
Jubilee underground tube line to Canary 
Wharf received £400 million from the 
commercia l proper ty developer of 
Canary Wharf. This can be a very work-
able option. However, the pre-requisite 
for success is strategic alignment of 
project specific planning, transport and 
social policy outcomes, and this can be 
challenging.

Hanna: The comprehensive redevelop-
ment of the old Spencer Street train sta-
tion in Melbourne has been a key driver 
in the significant redevelopment of the 
western end of the CBD a nd the 
Docklands precinct. IFM Investors is the 
100% owner of the interchange and it’s 
amazing to see how this urban precinct 
has flourished since it opened in 2006. 
We are a decade ahead of our patronage 
forecasts and are currently working on a 
master plan that could see a range of new 
capital works to accommodate this pas-
senger growth. In hindsight, it would 
have been wonderful to have some sort of 
value capture structure in place to pay 

“�iT�is�complex�
and�Time�
consuminG�To�
creaTe�a�Good�
value�capTure�
model”
–michael�hanna

for this master plan and the redevelop-
ment work. It is, however, complex and 
time consuming to create a good value 
capture model and there is little prece-
dent in Australia.

Kenny: Part of the problem is being able 
to bring the public along with you on the 
value capture journey. There is a percep-
tion in the community that value capture 
is just another way of saying “tax”, so 
there needs to be some way of explaining 
to people that the revenue generated 
from value capture is what is needed to 
keep t he i n f ra str uct u re pipeli ne 
flowing.

berejiklian: I agree, it is a cultural ad-
justment. The UK’s experience with the 
cross-London railway was one of organic 
acceptance. In the end, all businesses 
along the route in London – whether 
small or large – were happy to contribute. 
I agree that we need to have the conversa-
tion early in the process by letting people 
know that certain projects just won’t go 
ahead unless contributions are made.

barry: At the moment the value capture 
argument is caught up on the issue of how 
to carve up the value rather than how to 
create it. There is a great opportunity to 
build partnerships between government, 
capital providers, developers and end-
owners and take a 30-40 year view on ur-
ban planning goals to recreate suburbs 
that are carbon neutral, have sufficient 
parking, utilities and are linked to afford-
able public transport, parklands and oth-
er amenities.

Q What infrastructure projects would 
you like to see developed in nSW?

barry: I would like to see the government 
spend more time fostering economic 
hubs outside of the Sydney CBD. Housing 
is becoming unaffordable in inner-city 
areas and we hear rhetoric about a multi-
centric city but what is really happening 
to make this a reality? There are plans for 
infrastructure investments in the 
Western suburbs, such as the second 
Sydney airport at Badgerys Creek, but we 
don’t seem to have done a lot to build a 
critical mass of economic activity or cre-
ate jobs in those areas to stem the surge 
of commuters in and out of the CBD every 
day and the associated strain on trans-
port infrastructure.

Jacquot: The saying goes: build and they 
will come. However, there are too many 
examples of projects being built and the 
patronage not following. The stigma 
around failed infrastructure projects 
can hang around for decades – as hap-
pened with some of the early toll road 
projects in Australia.

Hanna: This is a great challenge for 

states on the eastern seaboa rd of 
Australia over the next 15 years. The 
t h ree la rgest cities of Br isba ne, 
Melbourne and Sydney dominate but as 
population growth continues it just isn’t 
viable to keep packing people into these 
cities. Progressive policies are required 
to encourage jobs and hence population 
g row t h in second-tier cities li ke 
Newcastle, Wollongong, the Gold Coast, 
Geelong and Bendigo. This could encom-
pass the setting up of special economic 
zones in these areas where major com-
mercial players are attracted by the offer 
of say, tax incentives for development, 
rents, staff and profits.

berejiklian: The NSW government un-
derstands this and we are trying to sup-
port jobs growth in outer areas by relo-
cating certain government offices and 
encouraging staff to move to western 
Sydney and the south and central coasts. 
In terms of the regions, NSW accounted 
for two-thirds of regional jobs growth 
nationally so there is a lot of activity 
there. And with the lease of our poles and 
wires businesses, we have committed $6 
billion towards building new regional in-
frastructure. FA
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