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Infrastructure

Minister backs
independent
agency to deal with
infrastructure

Fran O’'Sullivan

nfrastructure Minister Shane

Jones is plugging for greater in-

vestment by the “NZ Incs” — the

New Zealand Super Fund, ACC,
KiwiSaver Funds and major iwi — in
public infrastructure, and the creation
of an independent standalone agency
to accelerate progress.

“As the Infrastructure Minister, I've
got a strong feeling that as we've
increased the amount of dough going
to the Cullen Fund, I think there’s a
stronger case for NZ Inc investment in
this field,” Jones said.

“If we can use the pools of cash from
ACC, KiwiSaver and the Cullen Fund
I'll do it tomorrow. It’s just a matter of
how do you stay on the right ideologi-
cal side of the line of privatisation while
still using the innovation of the private
sector? It's work in progress.”

Since the 2008 Global Financial
Crisis, New Zealand’s population has
grown by around half a million people
— half of which was during the last
three years. This has increased
national demand for roads and passen-
ger transport, particularly in Auckland,
as well as more housing to accommo-
date the surge in population, schools,
hospitals and even prisons, along with
more commercial buildings.

At this stage the country just can't
keep up. With Finance Minister Grant
Robertson keen to keep NZ within the
targets he has set for reducing Crown
debt, and much of local Government
facing funding constraints, new
options are needed.

Infrastructure New Zealand has led
the debate. There is now a growing
consensus that when it comes to public

Model for the future shou

Fletcher Building chief executive Ross
Taylor says it's encouraging to see the
Government engaging with the con-
struction industry and the companies
that work on the larger projects to
understand the present issues and
work together to develop a sustainable
way forward.

“This is important for the industry
but equally important for New Zealand,
if the country wants to keep a vibrant,
robust domestic industry that can de-
liver medium to larger projects.”

That sustainable way forward could
see Government demanding that indus-
try invests more in building up the
construction workforce in return for
greater certainty.

Cabinet Ministers last week met key
industry players to discuss major dif-
ficulties affecting them during a
boomtime when even the country’s
largest construction firms have found
business difficult.

Infrastructure Minister Shane Jones
says a lot of firms are in a parlous state.

Shane Jones says as Infrastructure Minister, he has a mandate to be innovative.

infrastructure, the Government should
set up a standalone infrastructure
agency. Jones is on-song: “Since I took
on the portfolio I've been keen to move
infrastructure out of Treasury and give
it greater visibility in the form of a
standalone agency.

‘Tve always felt that given that
Jacinda (Ardern) gave me this role,
there’s no point holding it unless you're
going to use it and try to deliver
something that the industry and local
government as well, has wanted.”

The Infrastructure Minister has
been pushing a paper through Cabinet
and was hopeful that by the time he
gets to speak to Infrastructure NZ's
Building Nations Symposium in Auck-
land tomorrow, a preferred position
will have been reached. “As an advo-
cate for better treatment of infra-
structure issues, I think it needs to be
a standalone agency.

“That’s what I've rooted for.”
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to a spot that we
Ross Taylor

can recover from
the least-cost op-
tion and move to-
wards the full
economic life
cycle of a project. They were very overt
when they asked us to do that”

Since Mainzeal collapsed five years
ago there has been considerable indus-
try turmoil. Hawkins was snapped up
by Downer. Fletchers stepped away
from bidding on new vertical construc-
tion projects after projected losses of
around a billion dollars over two years,
on prime buildings like the Interna-
tional Convention Centre in Auckland
and the Christchurch Justice Precinct.

More recently, Ebert Construction
went into liquidation.

He stresses that using private capital
tobuild New Zealand schools, hospitals
or prisons is “off limits”.

“In relation to what's the mix of
funding for the other infrastructure
projects, I've got a mandate to be
innovative. Phil Twyford's already got
Treasury doing work to help him with
the construction-orientated infra-
structure, and that’s why I'm keen for
this infrastructure body also to have
akeyroleininnovating how the Crown
outsources some capital obligations on
these projects.

“Where do I think the bullet might
bite? I would say obviously in the new
infrastructure needed for KiwiBuild
and the rollout of our 100,000 houses.

“So, you'd have to imagine with the
new corridor Minister Twyford’s ex-
ploring — the Hamilton-Auckland cor-
ridor — I've got a lot of sympathy for
where he’s heading in his thinking.
We've already got the sunk costs of the

Jones makes clear the Government
wants to see changes in the construc-
tion sector, “We no longer have the
Fletchers of the world who have
battalions of men and women and
artisans and craftsmen and tradesmen
and vocationally-orientated people.”

He suggests the new model has
arisen where big firms are progress-
ively just project managers relying on
labour hire providers.

‘Tm really keen to see what the
Government can do in terms of chang-
ing that model. It possibly may be zero,
but then we do have a lot of power and
influence over our procurement poli-
cies, and perhaps the (standalone)
agency in the future can advise us on
how procurement can fulfil those
human capital outcomes.”

A new procurement model which
results in greater risk sharing is top of
mind for the industry.

Says Taylor: “From a Fletcher Build-
ing perspective we are very interested
in how this progresses as it is one of
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goldplated four lane highways, we
already have a trunk line going through
there. So, in terms of connectivity,
we've got a lot of key assets that are
legacy assets there.

“It’s certainly got my backing to look
at innovative infrastructure spending
options to create contributing suburbs
and contributing towns.”

Jones stresses the standalone
agency has to give confidence to in-
dustry and also local government and
overseas participants. ‘Tm really keen
for it to project a long-term pipeline of
what we're going to fund and what at
a local and national level of govern-
ment is high on our agenda.”

He contends that if there is an
independent entity it will attract
people who may not ordinarily want
to work in the Ministry of Business,
Innovation and Employment, Cabinet
Ministers’ offices, or Treasury.

“The upshot will be a blend of those

the things that will inform our future
decisions on what we do or don't do
in the vertical construction space in
New Zealand”.

ANZ's Paul Goodwin notes that since
Fletchers signalled some time ago they
were pulling out of vertical infra-
structure, the banking sector has
started to see a bit more discipline from
other construction firms as well.

“If you go back over the past couple
of years, they were all bidding for
everything at margins that would have
been OK if they hadn't been taking on
all the risk they were taking,” explains
Goodwin, who is managing director
Institutional NZ for ANZ. “But they were
taking all that risk with cost escalation
and variations and what have you, and
the whole thing has ended badly for
quite a number of contracts.

“A number of firms are now starting
to turn away things, so they are starting
to exercise the same sort of discipline
Fletchers did around their vertical con-
struction business. I think it will be

NZ Incs to invest?

of us who understand the stewardship
nature of the taxpayers’ money and
others who are a lot more innovative.”

A trip to Australia in April to assess
how that country deals with infra-
structure projects convinced him he
was on the right track. Both countries
have already supported the creation of
the Australia and New Zealand Infra-
structure pipeline, which provides a
forward view of public infrastructure
activity across Australasia.

Part of the reason Jones went to
Australia was to test the appetite of its
players to invest here. “I would say
most of them are donkey-deep in New
South Wales. There was no one who
was totally disinterested, but the siren
call came when people recited the
woes of Christchurch; they felt they got
burnt off in Christchurch — they
couldn’t work out who would make a
decision.”

At issue is the parting of ways
between the National Government and
Plenary Conventions New Zealand —
a private consortium made up of
Australian-based firm Plenary Group,
Christchurch’s Carter Group and Ngai
Tahu Property — over the Christchurch
Convention Centre. “Plenary told me
how gutted they were by the Christ-
church experience and advised me if
you want trans-Tasman development
in this field, learn the lessons of Christ-
church — or just go to the rugby league
and enjoy your trip to Australia.”

Jones says there will be an incred-
ible body of work for the new agency
to sink its teeth into. “So I've had to be
upfront. But if you're asking ‘is refined
procurement approach a part of the
agenda or the writ of this organisa-
tion?, the answer is yes.

“Will it radiate its influence to the
silos of government? Absolutely yes. I
don't think it’s credible for the agency
to totally eclipse what education and
health are doing, but I've been mightily
supported by senior ministers in those
fields to proceed with such an agency
to better guide both the delivery and
architecture of a programme and the
necessary contracts.”

d involve sharing the risk

forcing a shift in terms of how procure-
ment or the developers are engaging
with the construction firms.”

“Projects come with all types of risk,
adds Paul Buetow, Partner in Kensing-
ton Swan’s Construction and Major
Projects team. “Political risk as to
whether a project will go ahead. Timing
risk as to when it will be undertaken.
There is also consenting risk, manage-
ment of stakeholders and procurement
risk — will the model that is going to
be adopted be one that a contractor is
prepared to entertain? And, of course,
there is contract risk. Risk should lie
with the party best able to manage it,
but this is often not the case.”

The recent reliance on novated
contracts where, typically, construction
firms have shouldered too much
downside risk, is a major issue.

“I think certainly the Government’s
got a role to play here in terms of how
they procure projects,” says Goodwin.

”

continued on D10
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Affordable homes —

we can build them

$650,000 for a Kiwibuild is simply unaffordable for many New Zealanders
Stephen Selwood 100ks at what's needed to get build prices down.

Infrastructure
Stephen
Selwood

he Government’s trademark
KiwiBuild programme has
kicked off, and with around
40,000 registrations of inter-
est so far, it is clear it is delivering
to an underlying need for more
affordable housing in New Zealand.

Almost 25,000 of  these
registrations have been in Auckland,
which highlights how much pent-up
demand there is in one of the world’s
least affordable cities.

However, we also know we are
50,000 homes short of what we need
to house the Auckland population.
That’s not a guesstimate, but a well-
conceived assessment from the
Auckland Council.

Surely a KiwiBuild home is better
than living in a garage or with Mum
and Dad forever — why haven't these
other 25,000 households put up their
hand (not to mention more of the
200,000 households in Auckland
who are renting)?

The answer is, of course, that at
$650,000, KiwiBuild homes are not
yet affordable.

The council has shown that a
family would together have to earn
$118,300 to afford the $40k per an-
num mortgage repayments on such
a home.

Only 40 per cent of Auckland
households earn this much and most
of them own their own home. So we
have to do better. How much better?

In 1991, almost three quarters of
Aucklanders owned their own home.
If we were to deliver homes which
three quarters of Aucklanders can
afford, they would need to cost
$300,000.

This is what a truly affordable
home is in Auckland.

How on earth do we do that?

It's easier than you might think.

Let’s break down a home into its
three core components: the building
itself, the infrastructure (including
consenting) and the land.

Starting with the building, it cur-
rently costs around $2000/sq m to
build a simple standalone home in
Auckland. Apartments are more, say
from $2500-$4000/sq m depending
on how complex.

Long Lake/Woodmere Development Houston

180m? home |

450m? section |

NZ $290,000

The Houston example shows a $300,000 home is more than feasible

In 1991, almost three
quarters of Aucklanders
owned their own home.

If we were to deliver
homes which three
quarters of Aucklanders
can afford, they would
need to cost $300,000.
This is what a truly
affordable homeisin
Auckland.

That means a moderate 150sq m
standalone home or a not-very-
family-friendly 100sq m apartment
will max out the $300,000 limit of the
bottom quartile.

So build costs have to come down.

KiwiBuild will be a big asset in this
regard. The scale at which KiwiBuild
isbeing delivered is already attracting
investment in off-site manufacturing,
standardisation and much greater
building efficiency.

Our target should be $1200sq m,
which would bring us more into line
with overseas.

This means our 150sq m home will
cost $180,000, giving us $120,000 for
infrastructure and land.

Looking at land, KiwiBuild is inter-
esting because the Government is
targeting much redevelopment on
Crown land, which is very difficult to
value.

But we also know the Crown is
buying from the market at market
prices, which we can value.

To buy an old “quarter acre” sec-
tion in Auckland —1000sq m — today
costs a million bucks. Obviously more
if it's in Remuera and less it it'’s in
Papakura, but that’s a good approxi-
mation for the areas which are
priorities for KiwiBuild.

If four homes replace the one,
more or less as planned, the land
costs $250,000 per dwelling. This is
double the $120,000 available for our
affordable home.

If we instead assume 10 units
replace the one, land costs $100,000
per unit, improving affordability.

But there are now two problems.
Putting 10 units on 1000sq m will be
complex and consenting and con-
struction costs will increase. Instead
of $1200sq m to build, we're probably
back to $2000sq m(and the rest).

This means the dwelling size has
to shrink, which in turn drives up the

per-metre cost to build. It also means
things like car parking won't be avail-
able, so homes need excellent public
transport.

However, public transport of this
quality is only available in very cen-
tral areas where land costs much,
much more than 1000sq m.

This all kills the maths on a
$300,000 aspiration before we even
get to the second problem — which
is that the more dwellings there are,
the more infrastructure you need.

As a very rough estimate, about
$100,000 per unit is needed for infra-
structure and consenting anew home
in Auckland.

So is the dream of actually
affordable housing in Auckland dead
then?

Thankfully not. As demonstrated
by the Houston, Texas home in the
picture, a $300,000 home is more
than feasible — but we do have to
change how Auckland grows.

Affordable housing must be
targeted on greenfield land, not ex-
pensive brownfield land.

Unzoned greenfield land around
Auckland costs around $25,000 for
a500sq m section —a tenth of a 250sq
m section in a KiwiBuild priority area.

That’s one major advantage.

The other is that greenfield infra-
structure costs six to nine times less
than brownfield infrastructure.

Nimby objections, difficult consent
conditions, traffic control, noise con-
cerns, digging up concrete, avoiding
other infrastructure and many more
factors make retrofitting new devel-
opments in brownfield areas
horrendously expensive.

Further, if we do what the folk in
Houston do, we'd remove infra-
structure obligations from Auckland
Council and transfer them to a separ-
ate public entity.

That entity would roll out core
water and roads by borrowing on its
own balance sheet and repay debt
with a long term rate.

Homes could cost up to $100,000
less, though rates would be higher.

At $25,000 for land, $100,000 for
infrastructure and $1200sq m to
build, we can build homes for a
$300,000 cost.

If we wrap the infrastructure costs
into a long-term repayment, we're on
track to have homes sold on the
market for this amount.

This is what Aucklanders need, it’s
time we made it happen.

@ Stephen Selwood is Chief Executive
of Infrastructure New Zealand

Strong line-up to discuss infrastructure challenges

Infrastructure NZ's annual Building
Nations Symposium begins in Auck-
land today with 49 industry speakers
lined up to address the nation’s infra-
structure challenges.

Prime Minister Jacinda Ardern
and Ministers Phil Twyford, Grant
Robertson, Shane Jones and Nanaia
Mahuta will use the forum to
announce policy directions, whilst
National Party Leader Simon Bridges
will set out National’s view of the way
forward.

Graham Stuart, MP for Investment
from the United Kingdom along with
the CEOs of the Australian infra-
structure bodies, and a range of Infra-
structure experts from the United
States and the UK will share interna-
tional best practise with the record

Jacinda Ardern

breaking 600-strong audience.

The two-day conference covers
multiple streams focusing on techno-
logy, transport funding, enabling
growth, rail, water, governance, plan-
ning and funding, lifting capacity for
the sector, and regional infrastructure
development.

A broad mix of public and private
sector leaders including Bill Cash-
more, Deputy Mayor of Auckland;
Fergus Gammie, Chief Executive NZ
Transport Agency; Peter Reidy, Chief
Executive KiwiRail; Tommy Parker,
General Manager Infrastructure, Flet-
cher Construction and Adrienne
Young-Cooper, Chair Housing NZ will
all contribute to the debate.

Multiple panel discussions
combined with online live polling will

tease out the views of the delegates,
which will be collated into recom-
mendations for a way forward, as the
country grapples to ensure NZ's infra-
structure is not just fit for purpose,
but supports sustained improvement
in the quality of life for all New
Zealanders.

Profiling 41 industry sponsors,
Building Nations provides extensive
networking opportunities, including
breakfasts for the Women in Infra-
structure and Emerging Talent Young
Leaders networks, a cocktail function,
gala dinner and after match function.
New Zealand’s premier infrastructure
event has grown from strength to
strength, with the 2018 Symposium
lining up to be the most influential
to date.
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Fran
O’Sullivan

uckland’s rapid population

growth is posing challenges

over paying for upgrading

and upsizing infrastructure
to support the growing city.

At first blush, it seems daft to ques-
tion “What’s not to like about Auck-
land’s population growth which is fore-
cast to increase from 1.65m currently
to 1.95m by 20287

More people will lead to greater
diversity. A more vibrant city; even
(finally) an ‘international-style city’. It
will also spur economic growth. But
along with greater population comes
growth pangs as the Auckland Council
seeks to fund an infrastructure gap.

Funding gap
The figures tell the story. Auckland
Council's revenue from operating
sources is forecast to grow from $3.6b
to $5.7b over the 2018-2028 period in
which Auckland is predicted to add
another 300,000 people. Much of this
lift will come from rates and water
charges earned from the 120,000 new
dwellings forecast to be built over the
next 10 years. That’s a clear financial
upside. But as can be seen from
council’s revenue forecasts, there is
a financial challenge to be overcome.
This challenge is seen in the gap
between council’s budgeted levels of
capital expenditure and its forecast
net operating cash surplus (or funds
from operations).

Total capital expenditure is

Matthew Walker

budgeted at $25.6b over the next 10
years while total funds from oper-
ations is forecast at $12.4b.

This funding gap is concentrating
minds in council and central govern-
ment.

Auckland Council's Matthew
Walker says Council recently signed
off on a $26b capital programme for
the city over the next 10 years.

“‘But we know that many more
capital projects are not currently
funded through that programme,”
says Walker, whois acting group chief
financial officer at Auckland Council.

He points to Auckland Transport’s
Regional Land Transport Plan which
includes a a list of over $6b in projects
which are currently unfunded.

“If council, working with central
government, can identify and agree
on new structures to support the

funding of infrastructure projects that
don’t require council to take a central
role in financing or underwriting, we
have an opportunity to respond to
the city’s infrastructure needs with
more pace and certainty,” he says.

Debt Squeeze
Though funding from central govern-
ment through NZTA and developers
through development contribution
charges helps to close the $6b funding
gap, much of it must be funded by
borrowings which add to council
debt. Current outstanding debt for
council is $8.6b. Through the period
to 2028, debt is forecast to grow by
$4.4b to $13b.

The value of council’s total asset
base in 2028 is projected to be $77b.

But from 2019-2024, Auckland
Council has limited ability to take on

SPVs on the agenda

debt beyond these forecasts and re-
main within the prudential targets it
has set to maintain its AA credit
rating.

A key challenge for council is how
to continue to support the infra-
structure investment levels needed
in the city while still maintaining
prudent financial settings.

The council has been in discussion
on this challenge with government
officials for several years, talking
about new ways for central and local
government to partner to support
infrastructure investment in Auck-
land and other high growth cities
where debt levels within those
councils are already high.

Special Purpose Vehicles (SPVs)
The solutions being explored draw on
project financing disciplines, especi-
ally around the identification of speci-
fic revenue streams (Funding) and
connecting these to the providers of
capital, including institutional in-
vestors, bankers and the wider capital
markets (Financing) by using
innovative contracting models and
structures, such as SPVs, while under-
standing how legislation can support
these initiatives (Facilitating).

An early example is evident in the
Crown Infrastructure Partners (CIP)
model, where progress is being made
within greenfield housing sites.

The key elements that enable ac-
celerated investment through this
model include:

A. Opportunity for CIP and
developers to contract in a way so
up-front cost of bulk infrastructure
investment is recovered from new
home buyers through an annual
charge over along time, 25 years plus.

B. The level of this annual charge

being affordable to the market so
developers, who are entering into
larger-scale commitments through
the CIP model, have a commercial
proposition.

Other larger infrastructure pro-
jects outside greenfield housing sites
are also being considered. A key
challenge to consider in these
scenarios is how to secure the project
revenue stream. Council and its CCOs
are currently able to use their statu-
tory charging powers to recover the
costs of building and maintaining
public infrastructure. With some of
the larger, more complex projects it
is evident legislative changes may be
necessary to help resolve the
revenue stream challenge.

Walker says the specifics of SPV
structures as a response to the infra-
structure funding gap are still being
worked on.

“We know with most projects that
the growth profile of the underlying
project revenue source as well as
construction risk represent two of the
key risks successful SPV structures
need to resolve.

“The objective is to identify how
other significant participants can
credibly own these risks; it's about
drawing on well-understood project
finance disciplines and applying
these in a NZ setting.

“We know that long term investors
in superannuation, pension and in-
surance markets are keen to invest
directly into infrastructure projects
and understand the underlying
revenue profile.

“Depending on the nature of the
project, we think there may also be
an important role for central govern-
ment in helping to support key ele-
ments of project risk.”
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Get this show on the road

uckland’s traffic congestion
and transport infrastructure
deficit are legendary. There
is an unprecedented de-
mand for new infrastructure.

A key weakness has been getting
council and government focused on
delivery of outcomes with speed and
urgency.

There are lots of plans but no clear
outcome statement or confirmed road
map of the single joined-up transport
system and story needed to get Auck-
land in front of its population growth
curve. Auckland Business Chamber’s
Michael Barnett and EMA’s Kim Camp-
bell have advocated such ideas to
successive governments and councils.

Instead, Auckland Council's pre-
occupation is a defensive strategy to
keep its debt to revenue ratio to just
under 270 per cent, arguing that
borrowing more will jeopardise its
agency rating and therefore increase
borrowing costs.

Shovel-ready key projects like Mill
Road and Penlink have repeatedly
been pushed back.

Auckland Council has refused to
leverage capital from its huge asset
base, and been slow to adopt alterna-
tive “value-capture” revenue and pri-
vate sector capital tools used widely
elsewhere, including North America,
Britain and Australia.

In 2016 the Productivity Com-
mission issued a Better Urban Planning
Draft Report recommending that new
value-capture mechanisms should be
considered, noting that well-conceived
and implemented public projects can
increase land values by up to 50 per
cent.

Value-capture methods include the
sale of development rights and land
taxes that allow agencies to capture a
portion of the property value uplift
from those directly benefiting from
major public infrastructure
investments.

On the plus side, central government
has begun financing major infra-
structure projects by public-private
partnerships like Wellington’s Trans-
mission Gully and Auckland’s Puhoi to
Warkworth roading projects.

But there’s a way to go. Though this
procurement method has started to
bring the Government and private sec-
tor together to deliver key infra-
structure, it hasn’t yet been applied to
address the balance sheet constraints
Auckland and other local councils have
in trying to deliver major infrastructure.

That seems about to change. In the
nearly 12 months the Labour-led coali-
tion has been in office, it has been
deliberating on mandating a special
purpose vehicle (SPV), Crown Infra-
structure Partners (CIP) set up by the
previous National-led Government, to
fund infrastructure (roads, sewerage
and storm water systems) for new
housing developments in a procure-
ment method that takes debt and de-
livery risk away from the council for
core growth infrastructure.

While waiting for details on what
CIP’'s mandate will be, an option the
Government also has is to move the
funding of major infrastructure from its
own balance sheet to the private sector.

It is a procurement model that the
Spanish construction and transport in-
vestment conglomerate, Cintra, is suc-
cessfully applying world-wide, especi-
ally in the United States, to get critical
infrastructure funded and built with
pace and urgency.

Cintra’s US involvement includes a
50-year private-public partnership con-
cession with Texas state to finance,
design, construct, operate and maintain
a 90-mile toll road from north of
Georgetown to Seguin.

The terms of the concession agree-
ment transfer key risks — such as
construction cost, over-runs, construc-
tion delays, traffic and revenue risks
and financial risks — to Cintra.

The terms of the agreement also give
the state a share of the toll revenue over
the next 50 years, with that share

There are signs the long-time business call for private sector equity
to feature in a new transport infrastructure funding model will get
government support — but where’s the action, asks Tony Garnier
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(NTE is Texas’ North Tarrant Expressway, a 21.4km roadway from Fort Worth to eastern Tarrant County.)

Tolled Lanes Benefit

There has been a 72% reduction
in overall congestion as a result
ofvariable tolling on two
managed lane projects Cintra
has in Texas:

1.No additional lanes; improved

shoulders, road design helped
non-tolled lanes flow better

2.NonTolled Lanes (General

increasing as toll revenues reach cer-
tain levels, eventually reaching a 50-50
split with Cintra.

A step too far for a Labour-led Gov-
ernment? Perhaps. But encouraged by
business organisations, the group of
senior ministers driving the agenda —
Finance Minister Grant Robertson,
Transport and Housing Minister Phil
Twyford, Economic Development and
Environment Minister David Parker,
Regional Development Minister Shane
Jones — have all consistently talked
about turning on the tap of infra-
structure finance, and introducing
innovative funding solutions (for NZ
Inc) like “infrastructure bonds” and
“value uplift capture”.

Government has set a target of re-
ducing Net Crown Debt to less than 20
per cent of GDP: surely a strong incen-
tive for it to issue a serious invitation
to private sector equity investors to
help fund the projects?

Notes Barnett: “There is no shortage
of cash and no shortage of private
sector interest to invest. Whether it is
the NZ Super Fund, iwi and other Kiwi
institutions or it is China or Spain or
anywhere else, it doesn't matter pro-
vided it works and delivers the desired
result, and fast”

Meanwhile, on the congestion
“crisis” front
Government has talked up Auck-
land’s $1.3 billion transport congestion
cost as a “crisis.” The message from
senior ministers is that to solve the
crisis the city needs more focus from
central government. Business agrees.
If Auckland becomes gridlocked
and is choked by growth, then New
Zealand will be stuffed. But where’s
the commitment and strategy to
address congestion as a crisis in need

Purpose or GFP) traffic 147%
higher than before

construction

3. General Purpose congestion
down from 29% to 9% (time
spent traveling at speeds below
50 mph)

4.72% reduction in overall
congestion

of urgent action — a here and now

agenda?
Since 2014, successive govern-
ments have been investigating

options to manage congestion on the
motorway network. A group of
officials are looking at a GPS-based
toll network or transport pricing sys-
tem on the premise of delivering
something in the next 10 years.

If Auckland becomes
gridlocked and is choked
by growth, then New
Zealand will be stuffed. But
where’s the commitment
and strategy to address
congestion as a crisis in
need of urgent action —a
here and now agenda?

Meanwhile Auckland’s new stop-
gap regional fuel tax, supposedly de-
signed to generate revenue to help
ease congestion, is already garnering
criticism as unfair in terms of its
impact on the less well-off.

Another criticism is that any bene-
fits or reduced congestion from the
tax is years away. Council’s debt
constraint means it cant or won't
spend the money before securing the
tax revenue, which will take time to
raise and there is no clear evidence
that, in the face of Auckland’s inexor-
able growth of motor vehicles on the
city’s roads, congestion will in fact be
eased, or by when.

What business wants is an attack
on congestion that gets immediate
results and also gives relief to low-

Phil Twyford

income households that depend on
a car to travel to work.

Animmediate option for Auckland
is to expand the gantry-based toll
system at the Puhoi tunnels across
the motorway network.

Cintra operates motorway net-
work tolling systems in cities across
Europe, United States and Australia.
In a possible adaption for Auckland,
Cintra’s system of dynamic tolling
used in two Texas PPP concessions
would offer a balance between toll-
free and tolled lanes which are
managed with the toll price increas-
ing during peak periods.

Instead of every motorway lane
being tolled, Cintra reports that a mix
between free and managed lanes —
or low and high-priced lanes — is
especially successful in that it gives
choice to users. There is always a
“free” lane available for the low-paid
sector and those not in arush to catch
a plane or get to work.

Notes EMA’'s Campbell: “Waiting
around for credible GPS-based tech-
nology is like waiting for a train to
nowhere. The gantry system that
operates for the Puhoi tunnels is
proven — A toll can act as a sort of
user-pay regional tax where ‘if you
don't buy you don't pay’”

Hebelieves Aucklanders are ready
for a network congestion tax. It would
convey to central government that
Auckland is genuinely prepared to
pay its way for a more successful city.

Where does transport
infrastructure funding and
financing fitinto Government’s
wider agenda for Auckland?

As spelt out in a recent Cabinet paper
and under-reported keynote speech
by Twyford, the Government wants

a joined-up urban development sys-
tem linking transport, housing and
urban planning — not just for Auck-
land, but across New Zealand.

Legislation establishing an Urban
Development Authority (UDA) is due
in Parliament shortly. The Authority
is expected to have all the powers of
a local government to drive urban
development, including:

@ Infrastructure funding and fin-
ancing — to enable a more responsive
supply of infrastructure and appro-
priate allocation of costs; and,

@ Transport pricing — to ensure
the price of infrastructure promotes
efficient use of the network.

The Government wants transport
planning and investment to lead
urban form, not follow it.

In a bid to get an aligned process
in place between Government and
Auckland Council, a new Supporting
Growth Alliance has this month been
formed to take responsibility for plan-
ning and confirming around 60 trans-
port projects to support Auckland’s
urban growth.

The Alliance will support the de-
velopment of the huge residential
and business growth already under
way in the priority areas identified in
Auckland’s Unitary Plan — Wark-
worth, Silverdale-Dairy Flat, Whenua-
pai-Hobsonville and Takanini-Drury-
Paerata where it is estimated around
30 per cent of the region’s growth will
occur over the next 30 years.

The idea is that all four growth
areas will build on Auckland’s
proposed rapid transit network for
the future, including Light Rail to the
northwest.

As a collaborative consortium of
government and professional service
firms, the Alliance will be responsible
for the whole approach, to identifying
and protecting routes for the trans-
port network while providing
efficiencies in the planning process.

Notes Twyford: “Previously we
haven’t been able to provide cer-
tainty to communities, landowners
and other stakeholders about trans-
port infrastructure to support de-
velopment. Now we can start to
answer some of their questions.”

It has taken two years of Welling-
ton-Auckland agency talk to get to
this point, and the establishment of
the UDA is on a 2019-2020 timeline.

To get Auckland’s transport sys-
tem in shape to cope with the city’s
inexorable growth, Government is
playing a long process-centric game
using existing organisations. It is an
approach with obvious risks.

The tangle of multi-agencies, coun-
cil and local board groups that oper-
ate under what Barnett calls a “busi-
ness as usual” culture make it difficult
to build and maintain momentum to
get things done with speed and cer-
tainty.

To meet the business call for ur-
gency, the government should take
a further step, says Campbell — estab-
lish a single, empowered and ac-
countable Auckland-Wellington
transport authority tasked to get
things done faster, and report
milestones achieved to the Govern-
ment and public monthly.

They have both publicly indicated
their frustration that none of the five-
or-six “shovel ready” projects that the
Government inherited have started.

If the Government is hell-bent on
having concrete outcomes to cel-
ebrate before the next election, it will
probably therefore depend on what
progress is achieved by NZTA over
the next 18 months on the “game-
changer” rapid transit network the
Government has tasked it to plan and
build. (See story, D16)

@ Tony Garnierisan Auckland-based
business consultant



Infrastructure

Partnership Is close to stalling

t a time when there is a
clear need for investment
in new infrastructure, and
maintenance of existing
infrastructure,  the  partnership
between public and private sectors to
fund infrastructure is close to stalling.

It shouldnst be this way, but invest-
ment in infrastructure in this country
has always been captive to a lack of
long-term thinking.

The current debate over the Cen-
tral Rail Link is a good example, but
this unfortunate Kiwi tradition of not
wanting to gold-plate infrastructure
goes back to the construction of the
Auckland Harbour Bridge and be-
yond.

New Zealand is also playing infra-
structure catch up and the Govern-
ment has a massive challenge to
urgently address historic
underinvestment.

While strong population growth
has increased the Governmentes tax
take, public and private infra-
structure spending has been flat in
nominal terms over the past two
years.

According to MBIEes recent
National Construction Pipeline Re-
port, infrastructure investment
projections are dramatically down
from 2017 and are set to flat line over
the next five years.

The question is how to manage
infrastructure investment and plan-
ning through a bumpy and change-
able political environment.

With New Zealandss short three-
year political cycle, projects are
halted and reviewed each time a new
Government takes office, adding
months and even years on to
timelines of projects that are eventu-
ally approved.

Infrastructure
Paul Goodwin

The Waikeria Prison expansion
and Waterview Tunnel are good ex-
amples.

This is highly inefficient and we
must adopt a model so that inter-
generational assets can progress not-
withstanding our electoral cycle.

Maori have always adopted an
inter-generational approach to their
decision making , the rest of the
country would do well to take a leaf
from their book.

Today, we have a National Infra-
structure Unit, however its recom-
mendations arenet always adopted.

Planning capabilities in Govern-
ment departments could also do well
to lift to the robust, national long-term
planning levels we are now seeing

How do we go about finding a
long term solution for infrastructure?

with local government.

An independent infrastructure
body that provides strategic advice
to Government and helps build sup-
port for bi-partisan projects through
strategic long-term planning could be
a solution.

As advocated for by Infrastructure
New Zealand, it would be arms-length
from Government and provide ad-
vice for how to best structure and
procure projects, off or on balance
sheet.

Its procurement specialists could
provide advice for how to best deliver
projects. It would then be up to the
Government of the day to decide how
it is funded.

Public-private-partnerships (PPPs),
are not the only model, but have been
successful in engaging the private
sector and should remain an option
for their efficiency, risk sharing and

We could be increasing near-term debt
targets to fund critically important
Infrastructure while the Government

books are in good form and interest

rates are low.
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whole of life saving benefits.

An independent infrastructure
body has been successful in political
systems like ours ,, Australia, UK and
Canada , where theyeve helped Gov-
ernments deliver complex infra-
structure projects and limited the risk
of cost blow outs.

For instance, in Scotland the Gov
ernment must publicly state why it
wonet follow the recommendations of
Scottish Futures Trust. This would go
a long way to prevent objections to
infrastructure  or  procurement
methods on pure ideology and tend-
ency for each Government to focus
on their epet projectsZ.

However setting up such an inde-
pendent body at arms-length from
government has adownside. Itmeans
the Government of the day could find
it difficult to respond urgently to a
project that may be a high priority for
the public but makes little sense
financially or when compared with
other initiatives.

Another area the Government is
undoubtedly considering is the task
of balancing critical infrastructure
spend with fiscal responsibility tar-
gets , with a publicly quoted target
of net Crown debt at 20 per cent of
GDP within five years.

The Government does have a size-
able pipeline of infrastructure spend-
ing budgeted, but there are several
areas, including hospital and schools,
where urgent repair is required.

That, as well as general mainten-
ance of infrastructure, is estimated to

Auckland
Council _°C

cost an additional $10 billion, which
wonet necessarily add to the pro-
ductive potential of the economy but

is essential to at least maintain pro-
ductivity at current levels.

Given all this we could be increas-
ing near-term debt targets to fund
critically important infrastructure
while the Government books are in
good form and interest rates are low.
Unlike borrowing for tax cuts or social
spending, borrowing for infra-
structure is an investment in future
economic growth.

The IMF finds infrastructure
spending is more effective than other
fiscal spending in terms of delivering
GDP growth dividends.

We believe that increasing debt, be
it from Government or the private
sector to fund infrastructure makes
sense as long as pragmatism is ap-
plied, it is spread across the country
(not just Auckland) and projects are
phased appropriately relative to cap-
acity constraints.

Building a robust pipeline of infra-
structure projects begins with rigor-
ous planning, however ensuring criti-
cal projects are prioritised requires
advice from an independent body.

Weell be much better served by our
infrastructure investments by remov-
ing the politics and listening to expert
opinion on funding mechanisms, be
it public or private capital. The
relaxing of Government debt targets
will also help spur more investment
now.

These are ideas worth considering
so we move out of infrastructure
catch up mode and into investments
which are future-proof and capable
of handling a growing country.

Paul Goodwin is Managing Director
Institutional NZ, ANZ
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