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High Speed Rail and Regional Development

e Seed funded and helped manage start up private group looking to promote
high speed rail and associated real estate development investments in
regional towns between Sydney Canberra and Melbourne.

* One of three private sector groups in the market at the time looking to bring
infrastructure and real estate investment together to provide a private sector
solution using Land Value Capture.
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Australian Prime ffinister’s Comments

1
Whatever benefits employees may secure through negotiation or arbitration will be immediately eroded by the

costs of living in their cities.

Increasingly, a citizen's real standard of living... (is) determined not by his income, not by the hours he works, but by
where he lives.

While land prices vary from city to city, and State to State, the leap in land prices in Sydney is an indication of
what will happen in every Australian city if the national government fails to act.

Spiralling land costs are depriving many young people of any opportunity to acquire their own home.

We shall co-operate with the States, local government and semi-government authorities in a major effort to
reduce land and housing costs.

After land and housing, there is a third basic element of the city — its transport.

Australia must overcome the tyranny of the motor car, or face the destruction of its major cities as decent centres
of our culture, our community, our civilisation.

The national government must now accept a share of responsibility for the public transport systems of Australian
cities.”
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Transport & The Economy
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Long run impacts of transpdfttdnnectivity —
CityLink and Western Ring Road, Melbourne

City shaping power.

“The research has emphatically endorsed arguments... that major infrastructure projects

can, quite literally, re-sculpt the pattern of metropolitan development.”

(SGS Economics & Planning, Long run economic and land use impacts of major infrastructure projects, Final Report, Dept. of Transport )

SUMMARY OF BENEFITS TO METROPOLITAN MELBOURNE, 2011 (SMILLION)

Benefit CityLink Western Ring Road

Project Conceptualisation 1969 1954

Project Completed 2000 1999

Productivity Improvements 51,395 5228

Move to More Productive Jobs 57,547 £2,216

Total GVA Uplift 59,023 52,593 CityLink grew population and
New lobs 70,300 24,900 land values in Prahran,

New Households 58,200 @ Hawthorn, Southbank most.
Freight Improvements 581 5149 WRR grew population and
Freight Travel Time Savings -0.8% -1.6% land values in Whittlesea,
Human Capital 514 55 Moonee Valley, Craigieburn
Land Value Improvements (529,545 D (510,174 most.

Source: 565 Economics & Planning
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Transport Connectivity aidesdgglomeration benefits

Melbourne Effective Jobs Density
Economic activity [ Melbourne Productivity 2011-2012 ] Percentage of jobs that can be reached in 45

per working hour i
2011-12 minutes by car

->59{J
--'1;3[] -90 hi[port $63
0 s70-80
$60-70
550 - 60
$40-50
< $40
Insufficient data

Dockland zBD $86
$103

0 10

0 kilometres =. 9

L~ ol

d Dandeﬁong

J-‘—"\«\,\ South bar:lk
$76
Clayton

- !
_w_,_/ \J\ Dandenong $44

Source: Kelly and Donegan 2014 & Grattan Institute 2016. l‘/\

Newhaven




Inquiry into the role of transport connectivity on stimulating development and economic activity
Submission 80

Downside of agglomeration — housing affordability

Percentage of houses sold which were affordable by low-moderate income purchasers
Melbourne, 1981-2006

1981 & 2006
M 45 - 100%
W 20- 44%
5- 19%

Up to 5%

Source: Hulse et al. 2010.

Newhaven



Inquiry into the role of transport connectivity on stimulating development and economic activity
Submission 80

Funding Transport Infrastructure
Land Value Capture
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Land Value Capture (LVC)

What is it really?

It has three distinct criterion:

1. Itisinfrastructure (i.e. road, rail service, hospital) increasing
land values in the surrounding area AND

2. The capturing of the uplift from base values (via tax, levy,
charge or profit) AND

3. Hypothecating the captured value to finance the infrastructure
cost
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Two types of LVC: First is ‘Marginal Value Capture’

Value capture funding model Value Capture

Program Ends

$$ Annual Precinct 1
Revenue

Value Capture
Program Commences

v i Revenue Base

_ (reverts to
$100 Authorities)

Pre-program Base Year Precinct Revenue

Revenue (Retained by Authorities)
Bond/Loan $0 ' At
n oan
Proceedas I l . l I
-$12 — BASg 5 10 15 20  YEARS
YEAR 4+ 4 4+ 3 e

Capital Investments in
Key Precinct Improvements

Source: J. Langley, AECom, ‘Roadmap to Value Capture’ June 2015
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What causes land value uplift?

==='Base' |and value increase due to

Planning changes have the _
population growth

largest impact

==\/alue uplift due to incremental
infrastructure investment and
urban mangement

=\/alue uplift due to transformative
infrastructure investment - 'city
shaping' projects

Land value $S$$

=m=\/alue uplift due to planning
I approval allowing a change in the
type or intensity of land use

Time

Source: SGS Economics & Planning 2016.
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The regions provide a solid staging ground for LVC

Total land value for Victoria (S billions)
$1,000
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Rapid transit can leverage the m2012
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metropolitan land values @ Change
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Source: SGS Economics & Planning and ABS National Accounts
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Two types of LVC: Second is ‘Origin Value Capture’

Example Green Field Site
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Site is 32km from CBD

32min Car journey
outside peak hour

No Rail connection

No public Transport
Size 12.6 ha

Yield 180 dwelling lots
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Two types of LVC: Second is ‘Origin Value Capture’

Example Green Field Site- Value Change and Tax Regime

2016
I§01I1D o Structure Post Civil Works
re Precinct Structure Plan

$3.15m p/ha
$350,000 p/ha P/

$24,480 per lot SZZ0,000 per lot
Stamp Duty, Land Tax Stamp DUty Capitals Gains Tax, Land Tax Stamp Duty, Capital Gains Tax, GST

1999 2014 End Value p/lot
$315,000 Post Precinct Structure Plan $220,000-
$25,019 p/ha $450,000 p/ha $80,000 civils & other =

$1,750 per lot 531,475 per lot Profit $140,000
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Land Value Capture & Transport Finance

‘Origin Value Capture’

Original Value per lot $1,750
End profit per lot ~$140,000
Uplift (LVC) $138,250
Uplift percentage 7,900%

Lot Contribution for Transport $30,000-550,000
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Land Value Capture — 2" Tier City Opportunities

Australian east coast 2"d Tier Cities house prices (nominal prices), 1992-2014

National capital

cities median
700000 @  «— (719"
Steepest increases
600000 in Gold-Coast,
Sunshine Coast —— 2nd Tier Cities
500000 and Wollongong — Average
400000 — ﬁ__.
a e e — Albury/Wodonga
< 300000 _. y offers cheapest
/ ’__'__.-:—_—__"—".:-r—-— == housing of east
=09000 / / coast 2" Tier Cities
100000 __ﬂ'—-:_"!‘———'—_-__-'_—!—- —
0
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1993 1995 19497 1999 2001 2003 2005 2007 2009 2011 2014
- House price = Gold Coast-Tweed == bowcastle m Wollongong
= Sunshine Coast  Geelong - Townsville - Cairns
- Toowoomba == | aunceston = Albury-Wodonga Average non cap majors

Source: Derived from ABS Data by RP Data Pty Ltd, 2014

*Source, National capital cities median: RP Data CorelLogic, 2016.
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Financing Infrastructure:
What can the
national government do today?
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Australia’s infrastructure investment market

Australia-Based Infrastructure Investors by Type

There have been

593 completed

infrastructure deals
in Australia since
2006 for a reported

AS228bn.
(Preqgin 2016)

S L o
| S
»* *
= Superannuation
Scheme
= Asset Manager
= Wealth Manager
Insurance Company
= Government Agency
u Invastiment Company

Bank/Investment Bank

= Endowrment Plan

Source: Pregin Infrastructure Online

1+1

CANADIAN EXPERIENCE

e 10 largest public pension
fundsl in Canada, each with
S15B+ in AuM.

* Top Ten have ~32% of assets
invested in alternative classes
(e.g. infrastructure, PE, real
estate)

e Alarge proportion of assets
managed internally which is
generally much more cost
effective

Top Five Australia-Based Infrastructure Investors by Current Allocation

Investor

Location

Current Allccation to

Infrastructure (A$bn)

AustralianSuper Melbourne, Victoria Superannuation Scheme 9.0
Future Fund Melbourne, Victoria Sovereign Wealth Fund 82
Qic Brisbane, Queensland Asset Manager 57
First State Super Sydney, New South Wales Superannuation Scheme 5.1
QSuper Brisbane, Queensland Superannuation Scheme 39

Newhaven

Source: Preqin Infrastructure Online
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BUT Greenfield infrastructure is hard-
How do we engage capital markets ?

Example: Melbourne East-West Link Business Case

Construction Operating
1.8 N y
@ period period
L2 A I
5 16 | N )
2
5
S 14
&
Funding Ga
12 | g ap
10 Typical PPP Govt. Net toll
Capital Contribution revenues
0.8 -
O&M and toll
0.6 Capital costs able collection costs

to be funded from
future net toll
revenues

Australia-Based Unlisted Infrastructure
Fundraising by Project Stage Preference, 2006 - 2016 YTD

0.4

0.2 (As at August 2016)
80%
0.0
L RN R A AL e S R A R S I R S 70% =
NN
AT AT AT AR AT AR AR AR ADT ART AR AR ADT AR AD AR Y AR AR 4P AP
60%
Source: East West Link Business Case 2013.
50%

“Credit assessments have tightened
up and even good credit profiles
require substantial risk mitigation in
development and operating
phases”.

Proportion of Funds Closed

Grant Samuel, 2013 Brownfield Greenfield Secondary Stage

Project Stage Preference
Source: Preqin Infrastructure Online
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Greenfield Infrastructure Constraint— The Cost of Money

Corporate Sector Spreads to Treasuries (bp)
250 * Thereisa0.5%to 1.0%
m"A" Industrials m "BBB Industrials" 1"A Banks" o "BBB Banks" C°St£i?edbet"f"ele” "j
" " " " " e " " ] rated industrials an
200 [ "A Financials & "BBB Financials | "A Utilities [1"BBB Utilities ‘BB’ rated industrials.
* This grows to ~2.0%
150 increase as ratings fall
to single ‘B’.
100
50 -
0 -

(Source: Bloomberg LP, Raymond James)
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Lowering the Cost of Money - Credit Enhancement

A credit enhancement is a method whereby a company attempts to improve its
debt or credit worthiness. Through credit enhancement, the lender is provided

with reassurance that the borrower will honour the obligation through
additional collateral, insurance, or a third party guarantee.

Innovations in debt finance for infrastructure

Objective: Credit Enhancement

1. Direct credit: Partial “patient” credit: United States’ TIFIA
2. Cushions: Subordinated debt: Europe’s PBCE

3. Credit guarantees: Partial credit guarantees

4. Insurance wraps: Bond Insurer guarantees repayments

5. Securitization: Pooling, and tranching: Infra Debt Funds

21



Inquiry into the role of transport connectivity on stimulating development and economic activity
Submission 80

Lowering the Cost of Money - Aust. Credit Enhancement

particular for projects requiring large volumes of long
term debt funding through the ability to:

* access a greater variety and deeper funding markets

* raise larger volumes of debt

BBEB

* secure loans with longer tenors

Aust. Medium
BB Term Note (MTN) US 144a Source: Grant Samuel, 2013
market under HUSTLB
S2bn in size B Aus MTN
B
M Bank

1,000 2,000 3,000 4000 5000 6000 7,000 8000 9,000 10,000

Source: Grant Samuel

Potential Cost Benefits to State’

Credit enhancement during the construction phase through the provision of
guarantees could provide a 75-200bps improvement in cost of debt.

Infrastructure project debt _
Credit enhancement 1,000

Construction period

Credit support could generate savings to the State of c.5300-600m over the
construction period for a c.55bn project reflecting:

lower cost of debt during the construction period

revenue generated by the State through the provision of guarantees Funding cost savings 0.75% — 2.00% 188 - 500

removal of the need to refinance the facilities post construction to State revenue from guarantee

capture lower funding costs as a project transitions to its operational
phase and a stronger risk profile.

Refinancing cost savings

ol
inm 1 W
(%]
3 B
L=
Foud
(9]

Cost Benefits to State 288 - 600

Source: Grant Samuel, 2013

Source: Grant Samuel
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Lowering the Cost of Money - Aust. Credit Enhancement

“Bond ‘wrapping’ is a type of credit enhancement whereby a bond insurer guarantees to meet interest and
principal payments if the issuer cannot. In Australia, credit wrapping is primarily used by lower-rated

(generally BBB) investment-grade corporates — typically airports, utilities and infrastructure related issuers —

to obtain a higher rating on their bonds.”
(RBA 2008)

The Australian project bond market effectively Availability public private partnership debt type
closed at the end of 2007. This was largely due 2000 - 2013:
to the global financial crisis: the demise of most c
of the monoline insurers; and the re-pricing of
risk more generally. B Wrapped Short term
Graph B2 5 T Bonds baknk loans
. take
Domestic Non-government AAA Bond Spreads* I Loans .
1-10 year bonds, spreads to swap, 5-day moving average prominence
Bps Bps 4 T
B Bonds
120 | 120 & -
Credit-wrapped*™ J hdd
80 80
f 2
40 r_ﬁu._ r’v‘hJM“A 40
W 1 >
0 0
Other AAA 0 -
P O N SEEEEEEEEEEEEY
2002 2004 2006 2008 Summgmmuggoumw
* Excludes asset-backed securities
** AAA at issuance
Sources: RBA; UBS AG, Australia Branch Source: RBA 2008 and |A Review of Infrastructure Debt Capital Market Financing 2014.
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European Investment Bank: Project Bond Credit Enhancement

There are two variants of Project Bond Credit Enhancement:

funded and unfunded.

Funded
Public bond
Issue or
private
placement
Project /”
Project s
Costs ]

1
i EIB sub-debt =

' European
e

Project
Bond
Investor(s)

—

Curapmur
B

Equity
Funded PECE - example®:

Sources of funds: Without EIB funded With EIB funded PBCE
PBCE (EUR m) (EUR m)

Senior Bond 100 833

Funded PBCE facility o 16.7

(subordinafed)

Equity 20 20

Total sources of funds 120 120

Newhaven

“€230 million of EU funds,

acting as a first loss piece, could
enable European Investment Bank to
provide €750 million of Project Bond
Credit Enhancement.

This could leverage

financing to infrastructure projects
worth more

than €4 billion across transport,
energy and IT.”

(A. Deep, Financing Infrastructure: the role of pension
funds, Harvard Uni. 2016)

Source: European
Investment Bank, 2012, An outline guide to Project Bonds
Credit Enhancement and the Project Bond Initiative
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European Investment Bank: Project Bond Credit Enhancement

Unfunded

Public bond

F'rcject issue or

private
Bonds placement Project

(Target rating Bond
. based on Investor(s
Project market ?
Costs conditions)

—

: i S | | o
Equity E,' < | 2
tee :

L ——
Unfunded PBCE - exﬂmpre‘:
Sources of funds: Without EIB unfunded With EIB unfunded PBCE

PBCE (EUR m) {EUR m)

Senior Bond 100 100
Equity 20 20
Sub-total 120 120
Unfunded PBCE facility (Letter o 20
of Credit)
Total available funding 120 140

Newhaven

“Its main benefit is enhancement in the
credit ratings of bonds, thereby widening
access to sources of finance and to
minimize overall funding costs, whilst
increasing the tenor and liquidity of
infrastructure finance.”

(A. Deep, Financing Infrastructure: the role of pension funds,
Harvard Uni. 2016)

Source: European
Investment Bank, 2012, An outline guide to Project Bonds
Credit Enhancement and the Project Bond Initiative
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Lowering the Cost of Money — USA Credit Enhancement

United States: TIFIA
(Transportation Infrastructure Finance and Innovation Act)

The TIFIA credit program is designed to fill market gaps and leverage substantial private co-
investment by providing supplemental and subordinate capital.

The Transportation Infrastructure Finance and Innovation Act of 1998 (TIFIA) provides Federal credit
assistance to major transportation investments of critical national importance, such as: highway,
transit, passenger rail, certain freight facilities, and certain port projects with regional and national
benefits.

The TIFIA credit program offers three distinct types of financial assistance, designed to address
projects’ varying requirements throughout their life cycles:

e direct loans (up to 35 years and 49% of cost)
e loan guarantees

e standby lines of credit (up to 10 years and 33% of cost)

Each $1 of Federal funds can provide up to $10 in TIFIA credit assistance, and leverage $30 in
infrastructure investment.

Newhaven
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Conclusion

» Agglomeration is a phenomenon that is not slowing

» The costs of this trend are high: lost productivity, housing unaffordability, poorer health outcomes and decline
in material living standards.

» Transport connectivity can provide economic development on a large scale for cities and regions.
» Funding of all infrastructure is by the community- either by way of taxes or user charges.
» Land Value Capture from transport infrastructure delivery can be a third ‘leg’ on the funding stool.

» The national government can support Land Value Capture best by working with State governments in
providing greater cohesion in transport and urban planning.

The national government can assist transport infrastructure programs directly by way of:
Direct injection of capital or land in return for project equity
Credit enhancement by way of sub-debt (at 15-20% of project cost)
Credit enhancement by way of loan guarantee (at 10-20% of project cost)
JV with State governments in patronage risk, availability payments etc.
Mandate value-capture schemes for appropriate projects where Federal grants are paid
Accelerate the Tax Loss Incentive scheme to allow year on year tax rebates to projects during ramp up

Superannuation measures that encourage allocated pensions over lump sum payments

Tax preferred status on long dated bonds with benefit linked to holding period

Assist with streamlining of Commonwealth and State environmental protection and planning processes

Newhaven




Inquiry into the role of transport connectivity on stimulating development and economic activity
Submission 80

References

Ahrend, R. (July 2015). What makes cities more productive? Agglomeration economies and the role of urban governance: Evidence from 5 OECD
countries, Special Economics Research Centre, OECD.

Craig, H. (2014). A Wrap Revival? Kanga News, edition October 2014.

Daley, J. (September 2016). Economic, social and political geography, Grattan Institute.

Deep, A. (2016). Financing Infrastructure: the role of pension funds, Harvard University.

Department of Infrastructure and Regional Development. (2015). State of Australian Cities 2014-2015, Progress in Australian Regions.
European Investment Bank. (2012). An outline guide to Project Bonds Credit Enhancement and the Project Bond Initiative.

Herbert Smith Freehills. (December 2013). Submission to the Productivity Commission Inquiry on Public Infrastructure.

Infrastructure Australia. (2014). Review of Infrastructure Debt Capital Market Financing.

Langley, J. (June 2015). Roadmap to Value Capture, AEcom.

Lee, C. (December 2013). Submission to the Productivity Commission Inquiry on Public Infrastructure. Assured Guaranty Ltd.

Mazzei, A. and Spiller, M. (2015). Stranded: Youth and spatial disadvantage in Melbourne. SGS Occasional Paper.

Preqin. (October 2016). Pregin Insight: Alternative Assets in Australia.

Productivity Commission. (May 2014). Inquiry Report, Public Infrastructure, Volume 1 & 2, No. 71.

Productivity Commission. (April 2014). Research Report, Geographic Labour Mobility.

Reserve Bank of Australia. (2008). Statement on Monetary Policy August 2008, Table B1, page 51.

SGS Economics & Planning. (2012). Long run economic and land use impacts of major infrastructure projects.

Spencer, A. (September 2016). How to pay for a compact city. SGS Economics & Planning.

Whitlam, G. (1972). Speech delivered at Blacktown, NSW.



Inquiry into the role of transport connectivity on stimulating development and economic activity
Submission 80

Newhaven

WEALTH

Newhaven Wealth
Level 2, 132-136 Albert Road, South Melbourne VIC 3205
+61 3 8692 5888



	Investing in our future
	Our Case Study
	Slide Number 3
	Transport & The Economy 
	Slide Number 5
	Slide Number 6
	Slide Number 7
	Funding Transport Infrastructure �Land Value Capture 
	Land Value Capture (LVC)
	Slide Number 10
	Slide Number 11
	Slide Number 12
	Slide Number 13
	Slide Number 14
	Land Value Capture & Transport Finance
	Land Value Capture – 2nd Tier City Opportunities
	Financing Infrastructure: �What can the �national government do today? 
	Slide Number 18
	Slide Number 19
	Slide Number 20
	Slide Number 21
	Slide Number 22
	Slide Number 23
	Slide Number 24
	Slide Number 25
	Slide Number 26
	Slide Number 27
	Slide Number 28
	Slide Number 29

