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1 EXECUTIVE 
SUMMARY

The community’s hunger for new and upgraded infrastructure  
is insatiable.

Whether it is worsening congestion driving increased demand  
for new roads and rail lines, or a growing population demanding new 
schools, hospitals and kindergartens, the wish list for Victorian 
infrastructure is never ending.

According to the Property Council’s Finding $50B Report, the 
Victorian Government will need to find $50 billion over the next ten 
years to fund the infrastructure required to accommodate the State’s 
modest growth projections. Worryingly, this figure does not take into 
account the need for critical public works or the cost of any potential 
disaster recovery.

With forecasts such as this, no government can be expected to meet 
infrastructure demand using its limited resources alone.

Soaring infrastructure demand combined with spiralling recurrent 
health, ageing and education costs, make the task of funding both areas 
using traditional state government means impossible.

Too much public debt risks the credit ratings of the state budget. 
And forever increasing taxes undermines the State’s critical business 
competitiveness. If the Victorian Government is to meet future 
infrastructure expectations without undermining its economic vitality,  
it must find another way.

The Property Council’s Finding $50B Report shows how.
In a detailed and systematic way, Finding $50B identifies  

14 alternative funding and financing mechanisms which can be  
adopted by the Victorian Government to tackle its ever growing 
infrastructure obligations.

New and innovative mechanisms from around the world have been 
analysed and case studies detailing how they have been successfully 
applied have been prepared. Our research findings are very exciting.

Whether it is public transport and road upgrades in the United 
Kingdom, the 61 kilometre Seoul-Chunchoon Expressway in South 
Korea, or the San Francisco Courthouse in the United States, a vast array 
of proven alternative funding and financing mechanisms are ready to be 
introduced into Victoria to help it manage its infrastructure needs.

Requiring a mixture of state, local and Commonwealth cooperation, 
these alternative mechanisms can provide the funding and financing 
tools necessary to move projects off the drawing board and into the 
marketplace.

In order to provide a practical flavour to Finding $50B, the 
Property Council has applied these mechanisms to five distinctive 
projects which remain on the Victorian community’s long term 
infrastructuce wish list (see next page). These are:

 – The North East Link;

 – E-Gate;

 – Grade separations;

 – Station redevelopment; and

 – Activity centre

By applying the 14 funding and financing mechanisms to these five 
projects, Finding $50B demonstrates how the Victorian Government 
can meet future infrastructure demand without unsustainably drawing 
upon its traditional methods of support – increased taxes, higher debt 
and / or rising Commonwealth financial dependency.

It is the Property Council’s hope that Finding $50B will give  
the Victorian Government the confidence it requires to pursue new 
methods for funding and financing its infrastructure ambitions.

Victoria is a great state with an amazing future in front of it. Finding 
$50B presents several new ways to help make it greater. We commend it 
to all Victorians aspiring to a better infrastructure future.
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Appropriateness of funding and financing mechanisms for selected projects

Mechanism North East Link E-Gate Grade Separation Station 
Redevelopment Activity Centres

State Government Focused

Special Purpose 
Borrowings

Appropriate Appropriate Possibly appropriate Possibly appropriate Possibly appropriate

Capital Recycling Appropriate Appropriate Appropriate Appropriate Appropriate

Special Incentives Appropriate Appropriate Appropriate Appropriate Appropriate

Minimum Revenue 
Guarantee

Appropriate Unlikely to be appropriate Possibly appropriate Unlikely to be appropriate Appropriate

Toll Equity Loan 
Agreement

Appropriate Unlikely to be appropriate Possibly appropriate Unlikely to be appropriate Unlikely to be appropriate

Local Government Focused

Tax Increment 
Financing

Appropriate Appropriate Appropriate Possibly appropriate Appropriate

Special Assessment 
Districts

Appropriate Appropriate Appropriate Possibly appropriate Appropriate

Any Government Level

Certificates of 
Participation

Appropriate Possibly appropriate Unlikely to be appropriate Appropriate Appropriate

Joint Development 
Company

Possibly appropriate Appropriate Unlikely to be appropriate Appropriate Appropriate

Commercial 
Developments

Unlikely to be appropriate Appropriate Unlikely to be appropriate Appropriate Appropriate

Any Government Level - Funding

Social Impact Bond Unlikely to be appropriate Possibly appropriate Unlikely to be appropriate Unlikely to be appropriate Appropriate

Alternative User 
Charges

Appropriate Unlikely to be appropriate Appropriate Unlikely to be appropriate Unlikely to be appropriate

Not for Profits Unlikely to be appropriate Appropriate Unlikely to be appropriate Unlikely to be appropriate Appropriate
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2.1 Infrastructure plays a vital role  
in Victoria’s development
Infrastructure is essential to securing Victoria’s future 

competitiveness and liveability. Adequate and well-functioning 
infrastructure connects people to jobs, goods and services, provides 
access to international markets, facilitates the rapid flow of information 
and ideas, and provides essential services to households and businesses. 
Over the last two centuries, both private and public sector investment in 
social and economic infrastructure has been central to driving Victoria’s 
growth and development, and to improving living standards. 

The contribution of infrastructure to productivity improvement and 
lowering the cost of doing business has been shown to be economically 
significant. An extensive and efficient infrastructure system is critical for 
ensuring the effective functioning of the Victorian economy, and is an 
important factor in determining the location of economic activity and 
the kinds of sectors that can develop in our State. Infrastructure also 
delivers agglomerative benefits that underpin the formation of business 
clusters, innovative capacity and help make cities and regions more 
efficient and effective. 

Victoria prides itself on its liveability and Melbourne consistently ranks 
amongst the most liveable cities in the world, which not only ensures it is 
able to attract a steady supply of highly talented workers, but also provides a 
range of social benefits to residents. The Victorian community relies upon 
access to services and infrastructure, including transport, education, health, 
recreation, water, power and telecommunications. Adequate infrastructure 
has a significant impact on social cohesion, quality of life, health and 
wellbeing and is essential to the development and regeneration of urban 
areas, which can help to ease housing supply and affordability pressures.

The importance of infrastructure to competitiveness and liveability, 
and the need to achieve improved outcomes in relation to both, has been 
acknowledged by all levels of government.

2.2 The State’s growing  
infrastructure task
There are clear signs that 

Victoria’s infrastructure system is not 
functioning as well as it could. This is 
evidenced, for example, by increasing  
levels of traffic congestion, failures in 
public transport service delivery and bottlenecks  
that, on occasion, occur in our major port. There are also sizeable 
pressures arising from population growth and urbanisation, Victoria’s 
changing demographic profile and the potential for significant 
infrastructure impacts as a consequence of climate change. All told, these 
factors point to the need for greater spending and better ways to invest  
in high-quality infrastructure projects that will deliver social and 
economic benefits and ensure that Victoria is able to keep pace with 
expected growth. 

Deficiencies in infrastructure stock
Much has been made of a large shortfall in the nation’s investment in 

infrastructure and perceptions of deterioration in the quality of the 
existing infrastructure stock. Like most Australian States, Victoria must 
deal with the costs and challenges associated with enhancing and 
renewing its aging infrastructure, which is straining to meet expanding 
industrial and demographic demands and community expectations. 

In its 2010 Infrastructure Report Card, Engineers Australia stated 
that “critical aspects of Victoria’s infrastructure are barely adequate to 
meet current needs, let alone future needs”. The infrastructure backlog 
stems in part from the unavoidable lag between the timing of 
infrastructure investment and increased demand for infrastructure 
triggered by growth; however, a lack of sustainable funding sources  
is also considered to be a significant obstacle to greater supply. 

2 VICTORIA’S 
INFRASTRUCTURE 
FUNDING AND 
FINANCING 
CHALLENGE

The lack of sustainable infrastructure funding and financing mechanisms is a 
significant obstacle to reducing Victoria’s growing infrastructure shortfall and 
meeting future demand.

There are clear signs that 
Victoria’s infrastructure 

system is not functioning  
as well as it could.
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GFC Impact
The GFC had a fundamental impact on the funding of public infrastructure in Victoria and many of these impacts continue to the present 
day. In particular, government was impacted by a downturn in revenues including via GST, a more critical approach by ratings agencies in 
assessing sovereign risk, a permanent increase in the cost of private sector bank debt (due principally to increased regulatory requirements 
under BASEL provisions), and a reduction in reserves and access to Federal funding due to quantitative easing and stimulatory measures at 
the height of the GFC. In addition, the trend of productivity improvement had slowed down considerably during the early 2000’s such that 
the need for efficiency improvements to sustain the county’s competitiveness was becoming more crucial, particularly with the rapid increase 
in excess capacity in world economies as a result of the GFC slowdown. Melbourne in particular has also witnessed an accelerated trend  
in population growth compared to the rest of the country which again has placed pressure on infrastructure, both social and economic. To 
complete the picture, Victoria has traditionally had the strongest emphasis on a manufacturing base to its economy, and due to productivity 
and competitiveness issues, the sustainability of this sector is also under enormous pressure, again impacting Gross State Product and 
requiring change in terms of efficiency and focus. This also impacts infrastructure requirements and the need for flexibility.

Government was impacted 

by a downturn in revenues
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Estimates of ‘unmet’ infrastructure demand vary and tend be  
based upon the cumulative costs of a pipeline of multiple investment 
projects, rather than a detailed assessment of needs, how they might  
best be met and international benchmarking. Infrastructure Partnerships 
Australia estimates that Australia has an infrastructure shortfall of some 
$800 billion. 

There is also a line of argument that perceived deficiencies in 
Australia’s infrastructure stock are not so much about a lack of 
investment, as about a lack of price signals that enable more efficient  
use of the infrastructure we already have. Price signals can contribute  
to better matching of the demands of users with available capacity,  
and is particularly pertinent to Australia’s transport networks. 

Population growth and urbanisation
Assuming a medium level growth scenario, the Australian Bureau of 

Statistics (ABS) estimates that by 2054 the population of Victoria will 
reach 8.4 million people, an increase 
of nearly 2.7 million people (or 47 
per cent). Significant costs will be 
associated with meeting these  
future requirements while also 
ensuring that infrastructure service 
levels and standards of living are 
maintained. 

Urbanisation is a significant driver of infrastructure spending and 
Victoria’s population is increasingly concentrated in Melbourne. In the 
five years to June 2012, Greater Melbourne had the largest growth of any 
capital city in Australia, with an increase of more than 400,000 people.  

ABS medium level projections indicate that by 2054, the city will grow  
to close to 6.7 million people, and account for close to 80 per cent of the 
State’s population. A 2012 study by Essential Economics estimated that 
the cumulative cost of providing critical infrastructure to support an 
additional 50,000 people in metropolitan Melbourne is $3.1 billion, or 
$62,000 per person1. Applying this ratio to the State’s annual average 
growth from 2014 to 2054, $4 billion of investment would be needed 
each year. 

To address the costs associated with urban expansion arising from 
population growth and urbanisation, urban consolidation has been a 
major planning policy in Melbourne for the best part of three decades. 
Taking advantage of ‘spare’ infrastructure capacity has been the central 
rationale for urban consolidation. In practice, however, this logic may not 
hold, given that considerable increases in demand for public transport, 
roads and essential services has brought much of this infrastructure to 
capacity with relatively modest consolidation outcomes.  

Demographic change
Growing demand for aged related services and dwindling tax 

revenues as a consequence of an aging population is placing even greater 
pressure on governments’ ability to fund the infrastructure needed to 
support population growth. 

The 2010 Intergenerational Report (IGR) projects that over the next 
40 years, the proportion of the population aged over 65 years will almost 
double to around 25 per cent, with growth of the working population 
expected to slow to almost zero. This will have a profound effect on the 
economy, our living standards and the capacity of government to fund 
services and infrastructure.

By 2054 the population  
of Victoria will reach 8.4 

million people

 Serious 
population      growth and urbanisation
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Despite the recent superannuation reforms, the ageing population 
will result in a greater demand for age pensions and health and aged care 
spending. Taking all of the major public expenditure factors together , the 
IGR anticipates that spending by the Australian Government will exceed 
the amount it raises in taxes by around 5 per cent of GDP by 2041-42.

Climate change
There is consensus among many scientists that Australia’s climate  

is likely to change over the next century. Research suggests that climate 
change could have considerable impacts on the infrastructure sector,  
for example through damage caused by potential natural disasters and 
coastal inundation, reduced reliability of electricity transmission and 

distribution networks as a 
consequence of higher temperatures, 
and the impacts of variable rainfall on 
the water sector. 

The impacts of climate change 
could require increases in capital 
expenditure to cover the costs of 
adaptation and mitigation, as well  

as disaster recovery.  Analysis by the Climate Institute indicates that 
Melbourne might have up to $2.2 billion in exposed infrastructure assets. 
A rise in average global temperatures of a few degrees could see that 
exposure increase to a much larger figure. 

2.3 The need for change
The Victorian Government’s fiscal strategy is to improve 

public finances in order to preserve its credit rating, which is currently 
the highest stable rating of all Australian States.  Ratings can clearly have 
an impact on the cost of funds to the State and are important to retain 
business confidence and capacity to invest; however, there is risk that  
this strategy will result in the scaling down of otherwise productive 
investments in public infrastructure.

Given what we know about the long-term social and economic 
benefits of infrastructure, the short-term focus on generating budget 
surpluses and maintaining credit ratings is not facilitative. 

Upwards of $50 billion is 
needed to fund Victoria’s 
infrastructure over the next  
10 years
It is estimated that the Victorian Government will need to find 
around $50 billion to fund the infrastructure required to 
accommodate the State’s growth projections to 2024. This is based 
on the assumption that historical infrastructure spending as a 
proportion of Gross State Product will be required to continue to 
sustain baseline growth. In reaching this figure, infrastructure 
spending over the 10 years between 2002 and 2012 was reviewed 
using data from the Victorian Department of Treasury and 
Finance, which indicated that the Victorian Government’s annual 
investment in infrastructure has averaged 1.3 per cent of Gross 
State Product during this time. Applying the 1.3 per cent ratio to 
Treasury’s GSP growth projections of 2.75 per cent a year, yields a 
total investment need of $52.1 billion from 2014 through to 2024, 
with an average annual investment of $4.7 billion. If we apply the 
average of 1.65 per cent of Gross State Product that occurred over 
the five years from 2008 to 2012, then that investment increases to 
a total $69.9 billion for the same period, with an average annual 
spend of $6.4 billion. These figures do not take into account the 
shortfall of critical public works that has been identified in a 
number of recent studies, nor the costs of climate change adaptation 
and mitigation, nor any potential disaster recovery.

Notwithstanding this paradox, governments are disinclined to relinquish 
their role in setting the agenda for infrastructure investment, or to 
moderate the level of intervention in infrastructure markets - granting 
that the role of government to protect the public interest and in 
broad-based planning is essential. 

Melbourne might 
have up to $2.2 billion 

in exposed 
infrastructure assets
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 Declining sources of revenue  
and rising costs

‘Business as usual’ funding, which relies 
largely upon government funding 
infrastructure projects, significantly limits  
the capacity of government to fund the 
infrastructure that the community desires  
or needs without significant borrowings. 
Operating surpluses provide a source of 
funding from which the Government can 
deliver necessary infrastructure without 
borrowing; however, State revenue growth  
has fallen significantly. The Victorian 
Government’s capacity to fund new 
infrastructure is also constrained by growing 
expenditures on services. 

This situation has been further 
exacerbated by the last decade of wage growth 
(particularly within the construction sector). 
Indeed, over the last four years, construction 
prices have risen markedly, when compared  
to other sectors of the economy. As can  
be seen in Figure 2, over the four years  
from September 2009 to September 2013, 
construction prices for roads and bridges 
increased by 20 per cent. In the same period, 
non-residential construction prices grew by just over 16 per cent.  
Year on year growth for both indices averaged five per cent and four  
per cent respectively.

When coupled with the level of governance and approvals required, 
this makes infrastructure very expensive. The cost of infrastructure  
can also be higher than necessary as a consequence of government 
requirements, that may not optimise the form and efficiency of 
infrastructure. There is a line of argument that private sector investment 
leads to more economically optimal outcomes through greater focus on 
efficient infrastructure provision and greater alignment with demand 
based on market signals.

The new reality is that the full quantum of public investment for 
many capital-intensive projects will not be met without making use  
of new approaches to funding and innovative sources of revenue. The 
Victorian Government simply does not have capacity within its budget 
to fund the infrastructure 
required, even if borrowings 
were to increase. Given the 
state of public finances, it is 
predominantly the private 
sector that will have to fill 
the capital expenditure 
funding gap. 

The Victorian 
Government simply does 
not have capacity within 

its budget to fund the 
infrastructure required
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Efficiency and equity issues
Infrastructure systems are expensive to build and maintain but are 

generally free or relatively cheap to use. Much of the infrastructure that 
government has provided in the past has been a general cost to the 
public but has benefited particular parts of society. This distorts values 
and demand and has an economic impact. 

A direct connection between the infrastructure users and 
beneficiaries through payment can provide strong signals and incentives 
for efficient infrastructure investment and use of infrastructure. There 
have been many discussions and diverging views in Australia about how 
to set an efficient framework for the pricing of infrastructure use. Many 
of the charges that are currently in use are characterised by differences 
between what various individuals pay and the benefits they receive from 
infrastructure investment: some pay too much, others not enough and 

others nothing at all. Here there 
is also an equity problem.

The property sector, in 
particular, carries a significant 
proportion of the infrastructure 
funding burden associated with 
urbanisation through developer 

contributions. This scheme attempts to capture the value propagated by 
public infrastructure through levying and taxing beneficiary properties; 
however, it tends to capture only a narrow component of the overall 
costs of growth and development. Since the early 1980s, the range of 
infrastructure subject to contributions from developers has expanded 
considerably. These costs are inevitably capitalised into house prices, 
with consequential impacts on affordability. There are also inefficiencies 
associated with the timing of contributions, which do not allow 
payments to be defeased over time to reflect the long-term nature  
of infrastructure, and hence, act as brakes on investment.

The benefit principle is used to justify development contributions 
and other forms of user charges. On this basis, the real cost of 
infrastructure provision should be apportioned equitably to those who 
benefit from and use it. To facilitate improved equity and greater 
economic efficiency, better mechanisms are needed to align payment 
with the users and beneficiaries of infrastructure. An efficient and 
equitable solution would involve differentiated charges that vary over 
both space and time for the full range of infrastructure beneficiaries. 

Shortcomings of conventional approaches 
Infrastructure projects have traditionally been financed by 

government and more recently, since the late 1990, through the private 
sector via bonds, equity capital and bank loans of various types depending 
on market appetite and the distribution mechanisms available in the 
finance world. Many of the more exotic private sector instruments fell 
away with the GFC, including wrapped bonds, the use of high volume 
wrapped bank debt, covered bond applications etc. The market as it 
stands now in Australia is limited to fairly traditional bank debt and 
industry equity (including institutional equity from entities such as 
managed funds). The risks that the providers of such financial products 
were willing to accept prior to the GFC was also more extensive. Again  
in this regard, greenfield user pays projects are not currently bankable, 
refinancing risk is an issue for banks and equity, swaps can no longer be 
issued with a long economic tenor and bank debt tenors in this country 
have fallen from 30 years to well under ten years. Pricing in the bank 
market has also probably risen to a new permanent threshold level. 
However, these sources of finance, government sources in particular, are 
under pressure. The changing global financial context has impacted the 
outcomes of PPP transactions in particular (which have been the main 
vehicle for private involvement in public infrastructure) and generally  
the availability, cost and appetite for providing private finance. 

Governments no longer have the capacity to fund infrastructure that 
they had in the past. This is due to a number of factors but they include:

 – Reduced receipts from taxation including GST

 – Increased debt levels during the period straight after the GFC

 – An adverse attitude to funding off government balance sheet

 – A concern about the political and actual ramifications of increased 
liabilities, the reaction of ratings agencies and the potential impacts 
of increased pricing diminishing net revenues still further.

 – A perceived infrastructure deficit where a backlog is placing high 
demands for capital investment in the immediate future

In particular, availability PPP’s do record as a liability on government 
balance sheets so they represent a financing mechanism; they do not 
provide government with an alternative funding mechanism.

The property sector, in 
particular, carries a significant 

proportion of the infrastructure 
funding burden
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In Australia, as well as other jurisdictions, many PPPs have also  
been criticised for providing  poor value for money in the long run. 
Similar criticisms have been made of Alliancing approaches to project 
delivery. The PPP model, which is much used by Victoria, is currently 
reduced to an availability style model that defers government funding, 
but still results in government funding and on balance sheet recording. 

There is also a criticism that government based processes have 
become increasingly bureaucratic and expensive whereas some private 
sector led approaches to financing may provide a solution to this. Banks 
remain reticent and are still largely focussed on the mortgage market  
and retail banking, so alternative forms of debt and funding that may  
not be accessible via government mechanisms or current processes  
are attractive.

2.4 The way forward
Looking across the full range of economic, social and 

environmental factors affecting the infrastructure sector, the current 
public policy, regulatory and planning framework does not appear 
adequate to tackle the multiple challenges facing infrastructure 
development into the future. 

In 2012, the Federal Government’s Infrastructure Finance  
Working Group (IFWG) released its Infrastructure Finance and 
Funding Reform report, which made a series of recommendations for 
consideration by the Infrastructure Australia Council.  The IFWG 
report is one of a growing number of publications written about the 
need for greater infrastructure investment and the means by which to 
fund and finance it, yet solutions to both redressing the infrastructure 
deficit and securing sustainable sources of infrastructure investment 
remain scarce or under 
debate. 

The Victorian 
Government has been at 
forefront of innovation 
in funding and 
delivering infrastructure 
in Australia for over two 
decades. Through 

continued funding and financing innovations, greater private sector 
involvement could be leveraged to help deliver Victoria’s infrastructure 
agenda. Such an approach would require adjusting prevailing mindsets 
about the government, private sector and community’s role in 
infrastructure markets, and developing new forms of partnership 
between government and industry. 

Victoria must embrace bold reforms
A continuation of existing policy approaches will impact Victoria’s 

competitive position and community wellbeing. Without effective 
infrastructure in place, the costs of private entrepreneurial activities in 
the State will grow and the quality-of-life benefits available for household 
consumption will diminish. Given that the demand for infrastructure is 
projected to increase significantly in the coming years, addressing the 
constraints on the capacity of the government to invest in infrastructure 
is imperative. The infrastructure funding and financing challenge 
constitutes a powerful argument for new directions and an expanded  
set of financing and funding tools.

The current position of most governments in Australia is to engage 
private sector financing to supplement sources for the provision of  
public infrastructure. This has been prioritised more than ever since  
the GFC of 2008, but the rules of engagement and the value for money 
issues have also changed, requiring new models that are appropriate to 
government and private sector needs. 

The Victorian Government has 
been at forefront of innovation 

in funding and delivering 
infrastructure in Australia  

for over a decade 

Multiple challenges facing infrastructure development
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It is both timely and important that the government consider 
alternative funding streams and new financing approaches to enable it  
to meet current and future infrastructure needs. Of course, this should  
not give rise to inefficient or inequitable new taxes. Rather, governments 
must more actively embrace new opportunities to partner with the  
private sector to fund infrastructure development and develop alternative 
delivery models to ensure the risk profile delivers the best overall project 
outcome for the State. Addressing Victoria’s infrastructure challenge will 
require bold reform and much greater private sector involvement. 

The private sector  
is ready

The private sector has made 
clear its expertise and appetite for 
investment, but opportunities are 
limited owing largely to the inability to offer and structure investment 
opportunities that reflect project characteristics and market conditions. 
There is a high level of private sector money supply – as usual in Australia 
driven by our superannuation requirements and the increase since the 
GFC in household savings. Equity in particular is looking for yield and 
the instability of the financial markets is less attractive to funds looking 
for stable long term annuity income streams. There are benefits in 
involving the private sector in forms of financing and development  
that do not go through the budgeting process of government. 

Government support is emerging
At the Federal level, the Government has signalled that it will be 

seeking increased private sector financing and delivery of infrastructure. 
To help the Commonwealth achieve this, the Treasurer of Australia 
recently requested that the Productivity Commission undertake an 
inquiry into ways to encourage private financing and funding for  
major infrastructure projects.  The inquiry examined ways to reduce 
infrastructure construction costs, address barriers to private sector 
financing, and assess alternative infrastructure funding and financing 
mechanisms.

In Victoria, there is growing acceptance of the need for alternative 
funding and financing of infrastructure. Securing Victoria’s Economy is 
an initial policy statement on the Government’s intention to work more 
effectively with the private sector to deliver new infrastructure projects. 

The recently released Plan Melbourne also presents the case for 
alternative mechanisms. It discusses a number of opportunities  
for user-charging in the development of funding models for major  
urban transport projects and growth area developments.

 Collaborative and practical solutions are  
now needed

Meaningful and directed dialogue between government and 
industry has the potential to implement alternative funding and 
financing models that offer innovations in risk allocation and revenue 
generation in this new environment. This is particularly true for projects 
at the margins that have the potential to attract private sector funding by 
commercialising all or some part of the project, or by aligning funding of 
infrastructure more closely to those who benefit most to generate stable 
and sustainable source of revenue to fund infrastructure. 

There is a pressing need to progress alternative funding and financing 
mechanisms beyond policy and concept to practical, “bankable” delivery 
models. Government, industry and the community must widen the 
discussion about equitable and sustainable sources of infrastructure 
funding and overcome the barriers that are limiting the ability to expand 
much needed infrastructure in 
Victoria. The intention of this report 
is to move the discourse from the 
theoretical to the practical, and to 
initiate a discussion that will facilitate 
tangible solutions to meeting 
Victoria’s infrastructure challenge.

The private sector has 
made clear its expertise and 

appetite for investment

The intention of this 
report is to move the 

discourse from the 
theoretical to the 

practical
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3.1 Well-functioning infrastructure 
markets 
Well-functioning markets are characterised by the optimal 

allocation of resources and competitive efficiency by providing 
opportunities for investment while meeting public interest objectives. 
Infrastructure has traditionally been viewed as a sector where 
competitive markets cannot function effectively. As a consequence, 
governments in Australia have taken on the responsibility of owning  
and operating much of the country’s infrastructure. 

Government fiscal constraints, 
growing acceptance of users  
and beneficiaries paying for 
infrastructure and recognition  
of private sector efficiency in 
infrastructure delivery and 
operation have led to increased 

private involvement in the provision of infrastructure. In Australia and 
internationally, financing and funding alternatives have proved successful 
in providing infrastructure both effectively and efficiently, and building 
revenue sources sustainably into the provision of infrastructure to help 
fund it over the long-term. The most successful of these are characterised 
by efficient investment that allocates resources to infrastructure projects 
delivering high benefit to cost ratios (compared to other alternatives), 
efficient financing that minimises the lifetime financing costs of the 
project, and efficient funding that aligns forms of payment to the users 
and beneficiaries of infrastructure. 

Well-functioning infrastructure markets are able to operate with 
minimal government intervention when there is sufficient competition 
to enable the supply and consumption of infrastructure services in 
response to price signals that reflect the long-term cost and optimal 

utilisation of assets. Infrastructure markets have developed significantly 
along these lines in recent decades; however, there is considerable 
potential for expansion here in Victoria, and throughout Australia.

3.2 Increased infrastructure 
investment
It makes economic sense for government infrastructure 

spending to be confined to needs that are truly public, and for the  
private sector to fund infrastructure where a commercial rate of return 
can be earned while also meeting public interest objectives.  There is 
considerable potential for projects (or parts of projects) capable of 
generating a commercial rate of return to be delivered with minimal 
impact to the State’s balance sheet, which can provide the government 
with additional capacity to fund new infrastructure that is unable to  
be developed in a commercially viable format. 

There are also significant 
funds tied up in commercially 
viable government-owned 
businesses and assets that 
could be ‘recycled’ to fund 
other investments. Greater 
private sector involvement combined with ongoing government 
investment can bring forward much needed projects, thus increasing 
Victoria’s aggregate infrastructure program and its associated economic 
and social benefits.  

3 BENEFITS OF 
ALTERNATIVE 
FUNDING AND 
FINANCING 
APPROACHES 

Alternative forms of  funding and financing involving the private sector can ease 
the demand on government resources and enable crucial social and economic 
infrastructure to be provided when and where it is needed most.

In Australia and 
internationally, financing 
and funding alternatives 
have proved successful

There are also significant funds 
tied up in commercially viable 

government-owned businesses
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 Employment benefits of increased infrastructure 
investment 

Private investment in infrastructure can greatly increase the number 
of jobs that can be created. If combined with government led removal of 
obstacles that can sometimes fetter project delivery, private capital could 
increase jobs at an even faster rate while pursuing more infrastructure 
projects over a shorter time period.

For many infrastructure projects, a large component of direct 
spending will be within the construction sector. Jobs in the construction 
work-force and throughout the infrastructure chain of production, 
increase when infrastructure activity increases. A theoretical model-
based assessment of the impact of infrastructure spending on 
employment indicates that US$1 billion spent on large projects in 
advanced countries generates around 28,000 direct and indirect jobs  
in approximately equal proportions2. 

In Australia, recent calculations of employment multipliers suggest  
a more modest impact. Multipliers for the 2,200 projects comprising the 
2009-10 NSW infrastructure program indicated that for every $1 billion 
of spending, around 13,000 full-time equivalent (FTE) jobs are created 
per annum. This comprises around four direct full time equivalent 
(FTE) jobs, a flow on production-induced effect of around six FTE jobs 
and a consumption induced effect creating around a further three FTE 

jobs for every $1 million invested. While these multipliers reflect the 
sectoral composition of this particular infrastructure program, and 
estimates of job impacts are only an exercise in approximation, they do 
demonstrate the scale of impact that greater infrastructure investment 
could make towards employment.

 Productivity benefits of increased infrastructure 
investment

The current overriding policy priority for Australian governments is 
the promotion of sustainable economic growth, and new and renewed 
infrastructure is at the heart of economic growth. As well as being a 
direct contributor to GDP in its own right by expanding the economy’s 
long-term productive capacity, infrastructure spending underpins 
investment across the economy. Infrastructure can also result in reduced 
transaction costs for industry, contribute to better functioning of markets 
and facilitate competitive interactions between firms. 

The idea that more spending on infrastructure improves 
productivity is intuitively reasonable, but by what means these effects  
are achieved, and the ultimate reasons behind it, are not universally 
understood. Notwithstanding this, studies examining the economic 
effects of large-scale infrastructure investments have confirmed the 
significant output contribution of infrastructure. Research by the OECD, 

Employment 
Benefits to be 

had!!!
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which considered the impact of investment in six infrastructure asset 
classes on the GDP of 21 countries, found that the vast majority  
showed a return on infrastructure investment over and above that of  
the investment in the capital stock more generally3. 

A 2009 U.S. study by the Political Economy Research Institute 
showed that a sustained one-percentage point increase in the growth rate 
of core economic infrastructure leads to a 0.6 percentage points increase 
in the growth rate of private sector GDP4. Using a large cross-country 
dataset comprising over 3,500 annual observations, a later study by the 
World Bank’s Macroeconomics and Growth Team placed the output 
elasticity of infrastructure in a range between 0.07 and 0.10 percentage 
points5. These results are not surprising given that business activities are 
almost always accelerated by underlying infrastructure networks for 
water, energy, telecommunications and transportation. 

 Social benefits of increased infrastructure 
investment

Social benefits for households tend to be excluded from productivity 
studies that currently dominate literature, in part because the value of 
‘unpriced’ goods is difficult to measure. The social benefits of public 
infrastructure are nonetheless likely to be very significant because 
households are heavy users of infrastructure systems.

Aside from the effects of infrastructure development on aggregate 
income growth, another stream of recent literature has examined its 
effects on income inequality. The underlying idea is that infrastructure 
development can have a positive impact on the income and welfare of 
the disadvantaged over and above its impact on average income6.  
Conceptually, infrastructure developed under certain conditions helps 

  Social benefits tend to be 

excluded from productivity studies
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poorer individuals and areas of 
social disadvantage to connect  
to core economic activities,  
thus allowing greater access  
to employment and other 
productive opportunities.

Infrastructure development 
can also have a disproportionate 
impact on human capital accumulation and health outcomes, and hence 
on economic participation, job opportunities and income prospects. 
Both economic and social infrastructure increase people’s access to the 
basic resources required for living, and when infrastructure is of good 
quality, well located and provided in a timely manner, it can lead to lower 
costs of living which can in turn help increase access to home ownership. 
Available evidence suggests that infrastructure investment can also 
generate wealth through increased returns on private assets, which 
reflects into an improvement in living standards. For example, proximity 
to public transport raises the value of both residential and commercial 
real estate.

3.3 Economic efficiency 
The Australian Productivity Commission7 notes that decades 

of experience has revealed a number of problems arising from public 
provision of infrastructure. In particular, isolation from market signals 
and commercial disciplines (including from capital markets), resulting in 
high cost and poor quality services, a lack of innovation and sub-optimal 
investments. These factors notwithstanding, government ownership 
persists in many infrastructure asset classes that have the potential to 
deliver a commercial rate of return. 

There is substantial evidence that economic efficiency can be 
improved by transferring assets to the private sector. Through global  
best practices, experience and innovation in design, finance, 
construction, operation and maintenance, private investors can often 
bring greater efficiencies at a lower cost to the procurement of 
infrastructure assets and services creating disciplines and benchmarks 
around spending and development.  Private financing vehicles can also 
influence efficiency by imposing greater discipline on infrastructure 
investment and funding decisions.

Sustainable use of capital
Sustainable use of capital occurs when sound decisions are made in 

the choice of infrastructure investment projects, when projects are 
procured efficiently and subjected to sound internal budgetary control, 
and when a budgetary process allocates recurrent funding to ensure that 
assets are maintained in order to meet acceptable service levels. 

Major infrastructure investment decisions by government can be 
subject to political distortion, which can lead to sub-optimal allocation of 
scarce public capital. Notwithstanding recent government commitments 
to transparency in relation to major project decision-making in some 
jurisdictions and instances, very little information is disclosed about how 
investment decisions are made. This is exacerbated historically by the 
blurring of responsibility for infrastructure between the Commonwealth 
and the States, and the loosening of budget constraints at a state level, 
which has reduced the electoral accountability of State Governments 
and obscured the opportunity costs that may be associated with 
infrastructure development.

Infrastructure 
development can have a 
positive impact on the 

income and welfare of the 
disadvantaged
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The private sector functions with capital markets discipline, which  
in theory ensures that funding is efficiently allocated to investments that 
yield more than their costs in net present value terms. Capital markets 
provide ‘signals’ through financial supply decisions that encourage and 
incentivise the efficient and sustainable use of capital. When combined 
with explicitly stated public policy objectives, the private sector is able to 
respond efficiently to market demand, potentially undertaking activities 
that customers value and which maximise public benefit. 

Government, on the other hand, can  
be inefficient and subject to cost 
unpredictability – the private 
sector in a properly managed 
competitive environment 
can yield efficiencies  
if married with innovation 
and risk transfer. Studies 
carried out mostly in the United 
Kingdom and in the United 
States have shown that private infrastructure investments are typically 
delivered at a lower cost than government investments, with some 
government investment costs up to 40 per cent higher than those of the 
private8 sector. Although the private sector may be subject to a higher 
cost of capital, this can be more than offset by efficiency advantages of 
private investment, reduction of the regulatory burden by government 
and due diligence activities required by the financing mechanism9. 

Sustainable funding mechanisms
The first step in paying for infrastructure is identifying a funding 

mechanism. In the context of infrastructure development, a funding 
mechanism refers to a revenue stream or source of funds. Sustainable 
and efficient forms of funding are those that align the benefits provided 
through infrastructure services to users and beneficiaries.

Economic principles hold that it is more efficient for those who use 
and benefit from public infrastructure to also pay for it. In the absence of 
this approach, some taxpayers end up paying for infrastructure that they 
may not use or benefit from, or benefit from only marginally.  This 
invariably leads to tax distortions and the absence of price signals that 
can help reduce demand for infrastructure. 

In principle, the infrastructure funding shortfall in Victoria could  
be attributed to inadequate payment mechanisms, rather than a deficit  
in infrastructure spending. Funding infrastructure through efficient 
payment mechanisms has the potential to raise significant revenues that 
could recover capital costs and might - if a number of conditions are met 
- enable full recovery and generate a commercial rate of return. Private 
involvement can help manage the transition to user-pays investments. 
This would enable a reduction in taxes that are currently used for the 
public financing of infrastructure (but which are largely unrelated to the 
costs of infrastructure use), or redirection of those funds to other parts  
of the economy. 

The Australian Productivity Commission observes that funding 
from users and beneficiaries of infrastructure, combined with public 
funding, can provide greater efficiency than straight-out funding of 
infrastructure through budgetary processes. User and beneficiary charges 
also provide clear demand signals for infrastructure, something that is 
lacking when government relies on tax based finance. 

Efficient pricing and investment can cut the need for public 
investment by reducing congestion and higher lifecycle costs as a 
consequence of  ‘over use’ of infrastructure. Adopting user and 
beneficiary payment mechanisms would enable Victorians to make 
informed choices about the costs of various infrastructure investments, 
balanced against the benefits. In the long run, sustainable funding 
mechanisms hold the prospect of reforming infrastructure markets  
in a manner that would greatly increase efficiency and equity. 

Sustainable use of infrastructure
In a market economy, decisions and behaviours are heavily 

dependent on market prices. At present, most users of infrastructure in 
Victoria (and more broadly, in Australia) have few incentives to consider 
how the cost of growth relates to the infrastructure and services that they 
use. This absence of price signals impairs the efficient distribution and 
consumption of infrastructure services. 

It is sometimes argued that a remedy against over-consumption is to 
simply provide more infrastructure. Notwithstanding the need for 
additional infrastructure in Victoria for other reasons, this statement is 
generally untrue. For example, road users may be discouraged from using 
a congested road; however, in the absence of pricing, there is a ‘latent’ 

Studies carried out ... have 
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demand which is triggered once extra capacity becomes available. In the 
long run congestion will persist. This same logic applies to all forms of 
infrastructure and all those who use and benefit from it.

It has been shown that if infrastructure is provided efficiently, and is 
priced through an economically efficient and equitable form of charging, 
that both the amount and the use of infrastructure would be extended  
to the point where the costs of doing so are no longer outweighed by  
the benefits. Pricing could lead to more sustainable use of Victoria’s 
infrastructure networks and hence savings in the costs associated with 
providing and maintaining infrastructure.

3.4 Better use of public funds
Government capital sources are constrained and need to be 

focused on enabling and in providing infrastructure that benefits the 
State as a whole, but which may not be directly commercially viable. The 
use of private capital allows government to avoid taking on more debt to 
fund projects. Private investment can provide billions of dollars of new 

infrastructure funding while 
supplementing funds provided  
by government. In some cases, 
government funding may not be 
necessary for project delivery, 
depending on the nature of the project. 

Private investment also evades any dilemma that the State might 
have in delivering infrastructure that might otherwise have been 
delivered more efficiently and effectively by the private sector, which 
invariably leads to forgone opportunities to direct funds to troubled areas 
of the economy. The State can settle into the role of protecting the public 
interest, providing a safety net for the disadvantaged, and meet growing 
demands for social expenditures arising from demographic change. 
Increased private investment should, however, not serve as justification 
for the State (and the Commonwealth) to sidestep investment in 
infrastructure from regular budgets, as budget support can provide 
powerful community and incentivisation to achieve government  
policy outcomes.

Pricing could lead to more 
sustainable use of Victoria’s 

infrastructure networks

   Absence of price signals of 

infrastructure services
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4.1 Alternative models
Victorian state and local governments have traditionally used 

a range of funding and financing mechanisms to develop infrastructure. 
These have included, as sources or mechanisms:

 – Taxes, rates and Commonwealth grants;

 – Stamp duty and other sector specific taxes;

 – Borrowings by a government treasury department or an 
associated trading entity;

 – Direct user charges (such as water charges and toll road charges);

 – Indirect user charges (such as fuel and registration taxes);

 – Specific (or special) purpose levies (such as the Fire Services 
Levy and the Melbourne congestion levy on off-street parking); 

 – Developer contributions / impact fees (such as the Growth 
Areas Infrastructure Contribution; 

 – Private sector concessions with user charges such as BOOTs and 
BOTs (CityLink and EastLink)

 – PPPs, with availability payments made by the government or a 
government-related entity (for example the Peninsula Link and 
proposed for East West Link); and

 – PPPs, partially funded by development rights associated with the 
“core” PPP (including the Melbourne Convention Centre).

Associated with some of this have been varying levels of government 
support to enhance the risk profile to engage private finance and 
funding, as well as value for money outcomes. These have included 
sharing refinancing risk for private sector funders, supporting 
syndication risk to enable large scale underwriting risk in the private 
sector, government contributions of various forms, whether that be  
for ‘State Works’ or a form of construction take out.

Literature reviews, interviews and direct experience show a number 
of alternative mechanisms that have been used in various jurisdictions. 
The applicability of and the necessity to adapt, offshore models to be 
viable in Australia often arises due to different legal, financial and policy 
landscapes. However, generically they include:

State government focussed 
1. Special purpose borrowings – borrowings allocated to a specific 

project rather than going into consolidated government funds;

2. Capital recycling – selling existing publicly owned assets to create 
funds for new developments; 

3. Special incentives or financial instruments – tax relief,  
and other preferential treatment to investors in certain assets;

4. Minimum revenue guarantees – guaranteeing the project will 
achieve a minimum revenue amount for a predetermined period  
of time;

5. Toll equity loan agreement (“TELA”) – similar to a minimum 
revenue guarantee, but structured as a loan rather than a straight 
payment, and therefore recoverable by government;

Local government focussed 
6. Tax increment financing / Growth area bonds – receiving  

an upfront payment through securitising the increased property  
rates that will flow following infrastructure development;

7. Special assessment districts / special levies and charges 
districts / business improvement districts / targeted rates 
– increased levies on property owners or property rates in a local area  
to pay for new infrastructure directly related to that locality;

4 ALTERNATIVE 
FUNDING AND 
FINANCING 
MECHANISMS 

For every problematic example of alternative funding and financing there  
is a successful counterpart. Real examples and real experiences can provide 
government and the private sector the courage to successfully harness 
alternative mechanisms.
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Any government level
8. Certificates of participation – borrowings also repaid by a specific 

project, but from leasing the project (usually a building) to the 
government, rather than operating the infrastructure. The investor 
provides funds to an SPV, that then enters into a lease with the 
government entity;

9. Joint development company / local asset backed vehicle 
– operating in a true partnership with a private sector developer  
to build new assets;

10. Commercial developments, including air rights – granting 
some rights to a private sector developer, such as a lease or land,  
in return for the developer improving or constructing public assets, 
and possibly contributing to other local public infrastructure;

Any government level - Funding
11. Social impact bonds – investors fund a programme or 

development, but only receive payment if certain end objectives  
are achieved, rather than just from provision of the service;

12. Alternative user charge models – examples include network  
tolls, differential pricing, area charging, etc.;

13. Not for Profit sector – utilise existing community organisations  
to develop and/or operate public assets.

There are several alternative mechanisms 
which we believe are not readily transferable 
to an Australian context (at least not without 
substantial domestic policy reform).  
They are as follows:
Asset value capture mechanisms (“AVC”) 

AVC aims to capture the uplift in land values for properties in an  
area where new public infrastructure is constructed. This funding 
mechanism is founded on the premise that assessors are able to identify 
the area affected and calculate the increase in capital value arising from 
the addition of the new infrastructure. This increase in value is then 
captured through a tax, levy or charge. A form of AVC presently exists  
in Australia in the form of land taxes and municipal rates which 
automatically increase in line with property values. On disposal of 
affected properties, increases in value will be caught by the existing 
Capital Gains Tax or income tax regimes. Although discussed to some 
degree later in the document in order to be comprehensive, the Property 
Council of Australia will not consider any form of AVC until substantial 
reform is proposed to the nation’s existing tax base. Only in the event  
of a comprehensive review and subsequent reform would the Property 
Council reconsider its opposition to additional taxes such as an AVC.

Transportation Infrastructure Finance and Innovation Act 
(“TIFIA”) debt (US) 

The TIFIA program provides US Federal credit assistance (a loan  
or guarantee from central government) to nationally or regionally 
significant transportation projects. The program is designed to fill market 
gaps and leverage private co-investment by providing projects with 
supplemental or subordinated debt. This is a method enhancing the 
attractiveness of an investment to the private sector by tranching the risk 
and by government supporting the high risk end of the spectrum.

Private activity bonds (“PABs”) 
A US scheme for tax-exempt bonds where a local government  

entity issues to raise funds for a private company to build specific 
infrastructure, such as the Pocahontas project in Richmond, Virginia. 
Investors in the bonds have tax exemption if a public benefit can be 
illustrated and the bonds are repaid by the project, usually without any 
government guarantee. 
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A number of new funding models are also currently under 
consideration in a number of jurisdictions, and may be transferable to 
Victoria, but are not further discussed as they are not currently tested. 
For example, productivity incentive payments – the NSW government 
has proposed that some of the benefits from State-funded infrastructure 
that flow to the Commonwealth (such as increased GST and income 
tax) be redirected to the States.

In a similar vein, but outside the control of the State of Victoria, 
whereas most of the States are in the position of having limited 
headroom in their financial metrics before facing either a change in 
watch status or a potential downgrade, which under current policy  
they are very keen to avoid, the Federal balance sheet has significant 
borrowing headroom. The increased use of Federal borrowings is not 
discussed as an alternative form of funding in detail, as any concept of 
utilising this or implementing some mechanisms utilising this would 
require a significant change in Federal policy. However, one thing that 
might be considered would be for the Federal Government to effectively 
grant each State a fund to be invested in recyclable assets and to be paid  
a dividend on the successful privatisation of such assets after they have 
been derisked. This might be a one-off mechanism but would at least 
start a potential chain reaction.

Each of the mechanisms 
have been analysed based upon 
their individual merit and 
application to funding and 
financing, with limited regard 
for existing forms of 
infrastructure charging. If the 
paradigm of where funding 
comes from is to change in the future, there needs to be a focus on 
developing a system that is equitable and not vulnerable to ‘double 
dipping’ through the application of multiple taxes and charges that  
are ostensibly for the same thing, such as developer contributions  
and value capture levies. 

4.2 Special purpose borrowings
Special purpose borrowings are debt raised by a government 

or government-related-entity for a specific investment, rather than as part 
of general core borrowing. Reports indicate that Infrastructure Bonds are 
currently being considered by the Federal 
government to help fund major 
infrastructure projects. Ordinarily, these 
bonds would be issued to fund economic 
infrastructure, with cash flows generated by 
the project used to repay the debt, although 
they could be repaid through general taxes.

4.2.1 Case Study: Denver International Airport

Infrastructure project type Airport
Year of commencement 2013 (last round of debt raised)
Location Denver, Colorado, USA
Form of government Democratic
Project size US$720m funding raised

Special purpose borrowings are not currently used in Australia, 
where governments now tend to borrow through central borrowing 
authorities (such as TCV), but their use is still prevalent in the US 
municipal arena, where they are referred to as revenue bonds (as distinct 
from general obligation bonds which are repaid from general 
appropriations rather than a specific project).

Denver International Airport, owned by the City of Denver, is the 
largest airport in the USA by land area and the fifteenth busiest airport in 
the world. In July 2013, the Airport raised US$720m of Airport System 
Subordinate Revenue Bonds, with the funds to be mainly used to help 
pay for the airport’s six-year capital improvement plan including 
elements of the South Terminal project, a new parking garage, extending 
a concourse to add five gates, and other projects. This was the Airport’s 
first issue of subordinated bonds, which were rated A2 by Moody’s (with 
corresponding ratings from Standard & Poor’s and Fitch), one notch 
below the senior bonds ratings. The subordinated bonds were issued  
at an interest rate of 4.94 per cent, for an amortising term of 20 years. 

Each of the mechanisms 
have been analysed based 

upon their individual 
merit and application to 

funding and financing
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4.2.2 Lessons Learned and Project Outcome
Special purpose bonds have been used more commonly  

in countries with a federal system of government (such as Canada and 
the US) than in countries with more centralised systems of government 
(such as France, New Zealand and the UK). Usage is particularly 
prevalent where local authorities are responsible for major local 
infrastructure developments. This is probably partly the cause of the 
decline in their use in Australia, where State and Commonwealth 
governments fund major projects that can be used across municipalities, 
with municipalities only ultimately responsible for local, less expensive 
infrastructure (except Brisbane). Through borrowing through central 
borrowing authorities, Australian governments have seemingly 
determined that cheaper funding is more valuable than risk quarantining. 

The use of special purpose bonds may be attractive to access 
alternative types of private sector finance, but it is likely that the bonds 
will still be on the government’s balance sheet. There is however, a trend 
in Australia whereby Government Owned Enterprises, which are 
corporatised government businesses, are being encouraged by central 
governments to borrow directly. Some of the Western Australian ports 
are good examples. This can quarantine recourse to the State, but rarely 
convinces the rating agencies that those financial obligations are not 
effectively guaranteed.

4.3 Capital recycling
Governments around Australia have been considering their 

role as long-term natural owners of certain assets. There is a definite 
Federal Government stated agenda in this regard. Up to the 1980s, 
governments were heavily involved in most aspects of the Australian 
economy, owning banks, insurers, telecommunications and airlines, as 
well as being the primary owners of infrastructure assets such as utilities, 
roads, rail and ports. While governments have sold most of their 
non-infrastructure businesses, a number of states still own significant 
infrastructure assets that could be sold to private sector owners, with 
limited public policy detriments. Where packaged correctly, selling these 
assets can provide significant funds that can be utilised to develop 
greenfield projects that are outside the risk appetite of the private sector. 

Asset sales also have the benefit of providing funds at the time of 
choosing of the vendor, enabling funds to be received at a point in time 
when they are needed for the development of the greenfields project, 
rather than being built up progressively over time. Once the funds are 
raised and while they are being recycled they do not introduce any 
further liability to the government balance sheet. They are a form of 
alternative funding, although in the end the recycling effectively replaces 
one public asset with another.

As well as providing funds to build new infrastructure, private sector 
ownership can also result in efficiency gains. This can arise through 
increased efforts to lower costs, faster responses to changes in customer 
demand, and better capital allocation decisions, free of the influence of 
public policy objectives (which can be implemented more directly).

4.3.1  Case Study: Sale of Port Botany and  
Port Kembla

Infrastructure project type Port
Year of commencement 2013
Location Sydney, NSW, Australia
Form of government Democratic
Project size A$5.07bn 

With the sale of Port Botany and Port Kembla, the NSW 
government stated that the funds would be used for capital recycling. 
The sale of 99-year leases for the ports generated over $5bn, with $4.3bn 
earmarked for new infrastructure including the West Connex motorway 
and upgrades to the Pacific Highway. The State retained responsibility for 
publicly sensitive functions such as maritime safety and security, and will 
continue to have regulatory oversight. 

As a derivative of this, governments intend to continue to recycle 
capital once infrastructure is de-risked in their hands. For the East-West 
Link, there is an option being retained by government to sell the tolling 
revenue stream post construction. In the case of WestConnex, the state 
will potentially build and toll, but sell/privatise sections of the project 
once traffic approaches “maturity.”
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4.3.2 Lessons Learned and Project Outcome
Most infrastructure assets 

have inherent monopoly characteristics, 
which has in large part been used by 
governments to justify public 
ownership. However, experience shows 
that regulation can effectively be used to 
prevent abuse of monopoly power. This 
has been through price setting (electricity networks), price monitoring 
(airports), and operational standards and requirements to provide a 
range of non-commercial services (such as the telecommunication’s 
universal service obligation). Regulation has been critical to gaining 
public support for privatisations.

In the previous decade, many of the assets sold by Federal and State 
governments were used to repay pre-existing debt. In this case, since 
governments seem committed to retaining debt at a “sustainable level,” 
funds realised from privatisation or asset sales should be able to be 
directed at “new” infrastructure.

The NSW Coalition Government appears to have learned from the 
issues associated with its predecessor’s electricity privatisations. The 
funds from the port sale were clearly marketed to the general public as 
being used to provide further infrastructure for the benefit of the state, 
unlike the funds from the electricity sales that were viewed as a vanilla 
fund raising exercise relating to assets which people have more direct 
exposure to, underlining their concerns. The issue here concerns 
stakeholder management, and generally the public seems to react better 
to contributing public or private funds where they see a specific benefit. 

4.4 Special purpose financial 
instruments or other special 
incentives
Governments have a long history of providing incentives to 

certain sectors of the economy to pursue public policy objectives. These 
have included direct subsidies, tax offsets, guarantees, tax reductions, 
grants, etc. These measures can be attractive as they can be directly 
targeted at influencing a particular investment or behaviour, but can 
sometimes be criticised as enabling the government to “pick winners.”

The Federal Government has implemented two previous schemes 
aimed at promoting infrastructure development – Develop Australia 
Bonds (“DAB”) and the Infrastructure Borrowings Tax Offset Scheme 
(“IBTOS”).  The Federal Government has also recently implemented  
tax loss incentives for Designated Infrastructure Projects to encourage 
private investment in infrastructure projects. Similar to IBTOS, 
developers must apply to participate, rather than having automatic 
access. The scheme is targeted at nationally significant infrastructure, and 
provides eligible entities the ability to uplift the value of carry-forward 
tax losses by the ten year government bond rate and exempts the entity 
from the continuity of ownership and same business tests when 
accessing those carry-forward losses.  This has the by-product of 
providing for greater liquidity for change of ownership and financing 
over time which can appeal to some investors such as managed funds 
who often shy away from unlisted assets due to liquidity reasons.

4.4.1 Case Study: Waratah Bond Series

Infrastructure project type General
Year of commencement 2011
Location NSW, Australia
Form of government Democratic
Project size Open ended 

The NSW government launched its Waratah bond series in 2011, 
expecting to take around four years to raise $200m from investors. The 
bond programme was initially targeted at NSW residents, “enabling 
mums and dads to invest in critical infrastructure for NSW” through 
proceeds being deposited in the Restart NSW Fund. However, the 
programme initially drew little interest from investors, possibly due to 
banks offering term deposits at higher interest rates, while still benefitting 
from the Commonwealth’s bank deposit guarantee which was put in 
place during the GFC.

Interest in the Waratah bonds 
increased significantly following the 
introduction of Significant Investor 
Visas (Business and Innovation 
(Provisional) (subclass 188)  
and Business and Innovation 
(Permanent) (subclass 888) visas) 

Regulation has been 
critical to gaining 
public support for 

privatisations.

Interest in the Waratah 
bonds increased 

significantly following the 
introduction of Significant 

Investor Visas
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in November 2012. Eligibility for these visas was conditional on those 
seeking permanent residency investing a minimum of $5m in approved 
Australian assets.  For those migrants seeking to settle in NSW, the NSW 
government insisted that at least $1.5m be used to invest in Waratah 
bonds, locking in cheap finance. At the end of October, the NSW 
Minister for Trade and Investment announced that of 239 potential 
migrants nominated by the State, 15 had so far been successful and a 
further 26 achieved preliminary approval from the Department of 
Immigration and Citizenship, contributing $50m to the programme. 
However, the NSW government has not stated exactly which 
infrastructure projects the bonds will fund, weakening their marketing 
pitch that the “every dollar will be going towards critical infrastructure 
across the state.”

4.4.2 Lessons Learned and Project Outcome
Investment incentives can be perceived as inequitable where 

there is not clear evidence of the wider value they provide. This became 
apparent during the period of the IBTOS regime, where particularly after 
the first insolvency of Sydney’s Cross City Tunnel, the media 
characterised the scheme as enabling private sector operators and 
significant investors to be subsidised by the Commonwealth.  The public 
good arising from the developments was not effectively communicated 
as being greater than the incentives to the private sector. To gain public 
support, it appears that incentives must be appropriately targeted to  
the desired assets, but not subject to monopolisation by a small subset  
of the population. 

4.5 Minimum revenue guarantee
Following the failure of some toll roads in Queensland and 

NSW due to traffic numbers being well under those forecast prior  
to construction, investors are currently understandably reluctant to 
invest in greenfields toll road projects. As an example, just after the 
Brisconnections toll road failed to syndicate its debt, the Victorian 
Government elected to enter into a standard PPP arrangement with  
the winning consortium, to build and operate a toll-free road with the 
State making availability payments (subject to abatement for non-
performance) to the PPP concessionaire. If it had been brought to 
market under the tolling and demand risk model, the market would 
almost definitely not have undertaken it. 

Instead of making straight availability payments, other jurisdictions 
have elected a model to award concessions to build new toll roads with 
varying levels of minimum revenue guarantees. These are usually of a 
cap-and-collar nature, whereby while taking some of the risk that traffic 
does not meet expectations, the state would share the upside benefit of 
increased revenue flows. This model was originally intended to be used 
in the PTC rail privatisation in Victoria, which was to have involved a 
“run-off ” subsidy arrangement using private expertise to drive patronage 
growth and “self-sustainability.”

4.5.1 Case Study: Seoul-Chunchoon Expressway

Infrastructure project type Toll road
Year of commencement 2009
Location Seoul, South Korea
Form of government Democratic
Project size 2 trillion won (~$2.1bn)

Toll Road in Seoul, 

South Korea
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Following the 1997 Asian financial crisis, 
South Korea undertook a number of new 
initiatives to increase private sector interest in 
their Private Participation in Infrastructure 
programme. One of these measures was the 
provision of a minimum revenue guarantee, 
whereby the government would guarantee the 
projected revenue of the project. Legislation 
permitted guarantees of up to 90 per cent of projected revenue for 
solicited projects, and 80 per cent for unsolicited projects. Where  
a guarantee was provided, the legislation also required that the 
government limit the amount of above-plan revenue that the project 
developer could retain, however the cap was at a minimum of 110 per 
cent of projections for solicited projects and 120 per cent for unsolicited.

Seoul-Chuncheon Expressway is a 61.4 km toll road, providing a link 
between Seoul and Gangwon Province. The expressway provides an 
alternative link between the east part of Seoul and Chuncheon through 
Kyunggi province, where the regional expressways and highways 
experience heavy congestion, especially on weekends. Construction 
began in August 2004, and was successfully completed in July 2009.

The expressway benefits from a guarantee for the first 15 years of the 
30 year concession, commencing at 80 per cent decreasing by 10 per cent 
at five year intervals on a run-off basis. The revenue cap also increases at 
five years intervals by 10 per cent, starting at 120 per cent. The cap-and-
collar in this project has a knockout such that if revenue is below 50 per 
cent of projections, then the revenue guarantee does not apply. 

4.5.2 Lessons Learned and Project Outcome
The minimum revenue guarantee system was abolished in 

South Korea in 2009, partly due to the perception of a creation of a 
moral hazard due to the low risks ultimately borne by the private sector. 
The system was replaced 
by a new risk sharing 
structure where the 
government assumes a 
portion of investment 
risk, but limited to what 
its costs would have 
been for a publicly 
financed project.

The key difficulty in implementing a minimum revenue guarantee, 
regardless of the sector in which the project operates, is in developing 
reasonable forecasts on which to base the guarantee. The recent  
history of toll roads in Australia suggests that forecasts have been 
unreliable, hence the desire of the private sector to shift this risk back  
to governments. Without a suitably structured knockout mechanism 
similar to Seoul-Chuncheon Expressway, the government potentially  
has a significant contingent liability. 

As far as the PTC was concerned, the patronage never increased to 
the level that allowed full reduction in the government subsidy streams.

4.6 Toll Equity Loan Agreement 
(“TELA”)
A TELA is similar to a minimum revenue guarantee, but  

only has a floor, not a cap / revenue sharing concept to benefit 
government. It is also structured as a loan, rather than a guarantee. The 
TELA does require repayment in theory, as a form of low priority debt. 
Under a TELA, a government entity agrees to pay the project the funds 
required to meet its costs (potentially including capital costs and debt 
servicing costs) if toll revenues are insufficient in any year. Repayments 
on the TELA loan are generally subordinated to project senior debt. The 
government entity’s obligations to make advances under the TELA can 
correspondingly be subordinated to any other debts it has, or subject to 
other government requirements. This type of structure has been 
examined in Australia in the past, but more interestingly in Queensland 
by requiring the private sector to take the higher risk and return piece 
rather than the government.

The key difficulty in 
implementing a minimum 

revenue guarantee, regardless of 
the sector in which the project 

operates, is in developing 
reasonable forecasts on which  

to base the guarantee

Existing toll roads 
in Melbourne
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4.6.1 Case Study: Texas Grand Parkway

Infrastructure project type Toll road
Year of commencement 2013
Location Houston, Texas, USA
Form of government Democratic
Project size US$1.07bn construction cost

US$2.9bn finance raised (road is 
being constructed in stages)

The Texas Grand Parkway is a partially complete ring-road around 
Houston. The first section opened in 1994. Construction on three 
further sections commenced in 2013 (one in January, two in July).  
The project is operated by Grand Parkway Transportation Company 
(“GPTC”) under a concession from the Texas Department of 
Transportation.

The construction cost was funded by GPTC issuing US$200m of 
first tier bonds, and $2.6bn of TELA backed bonds. The TELA-backed 
bonds priced at 5.15 per cent for 30 years, also in July.

The Department’s obligation to make advances under any TELA 
calls was subject to biennial legislative appropriation, as the Texas 
constitution prohibits the state’s highway fund (the major source of 
funds available to the Department) from being used to guarantee loans. 
The Department was also able to issue other debt instruments in its 
name that would be senior to its TELA obligations. TELA is a funding 
mechanism as it is a form of de-risking and therefore of attracting private 
capital into an otherwise unattractive investment.

4.6.2 Lessons Learned and Project Outcome
The flexibility of TELA 

arrangements is probably their greatest 
strength, with the ability to subordinate 
the payments, provide a flexible limit 
that suits the government’s abilities to 
fund it, and the explicit ability to make 
the advance of funds subject to 
budgets, providing significant comfort 
to government that they are not bearing undue risks. Whilst these 
arrangements have only been used for roads so far, there appears to  
be no material reason why a similar structure could not be applied to 
other concessions where the SPV is bearing demand/revenue risk.

4.7  Tax incremental financing / 
Growth area bonds
Tax increment financing (“TIF”) or growth area bonds 

(“GABs”) are essentially a securitisation of a future taxation revenue  
base that will flow from the development of infrastructure in an area.  
If new infrastructure is developed, it would usually increase the value  
of properties in an area and/or promote new developments, as has  
been seen with property along the EastLink corridor in Melbourne  
(and prior to that along the Western Ring Road), and these increases  
in value would drive increases in property rates. At a State level, the 
securitised cashflow could also be sourced from some other increase  
in government revenues, such as increased mining royalties flowing  
from a port or utility development.

Like value capture levies, TIF assumes that infrastructure has a 
positive effect on property values, and so results in increased revenue 
from tax (the ‘tax increment’). Once the region where the TIF applies 
has been determined, the level of taxes is frozen (either at a nominal or 
real base), with additional revenue above the frozen level ‘ring fenced’ for 
development funds. Governments then borrow funds from the capital 
markets, using these ring-fenced funds to repay the borrowing.

A TIF scheme can also be used in conjunction with a value capture 
levy or a special assessment district so that the size of the TIF scheme 
can be increased even further.

TIF has mainly been used in the US, but is also in use in Scotland 
and likely to be used in England (following passage of the Local 
Government Finance Act in 2012), and is also currently under 
investigation in New Zealand.

4.7.1 Case Study: Portland Streetcar

Infrastructure project type Public transport
Year of commencement 2001
Location Portland, Oregon, USA
Form of government Democratic
Project size US$103m 

The flexibility of 
TELA arrangements 

is probably their 
greatest strength
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The Portland Streetcar project discussed in the previous example 
also incorporated the use of TIF to fund development costs. The TIF 
raised 21 per cent of the funds. As with the special assessment districts, 
owner-occupiers were exempt from the tax hike, increasing public 
support for the measure. The TIF was backed by increased taxes from 
two local tax districts (separate to the special assessment districts). As 
well as the special assessment districts and the TIF, the project was also 
financed by new bonds (backed by revenue from parking rate increases), 
other transport funding (regional and city) and land sales, showing that 
different financing and funding methods can work together.

4.7.2 Lessons Learned and Project Outcome
One potential weakness of  TIF is that it can only recover the 

perceived benefits of the infrastructure – i.e. if property values don’t 
increase, or new development does not occur, then property values will 
not increase and there will be no increase in rates/taxes to repay the TIF. 

Timing of the base setting can materially affect the size of the  
tax increment. Unless an infrastructure project is a surprise to the  
market, then the property value (and hence property rates base)  
will already incorporate much of the increased value of the new 
infrastructure prior to the actual announcement or commencement  
of construction (theoretically probability adjusted for the likelihood  
that the development proceeds). This was the case for the East Link  
and then Peninsula Link roads, where land uplift occurred well before 
construction began. There is an avenue of course, to retrospectively  
set the base.

4.8 Special assessment districts
In a special assessment district (also referred to as business 

improvement district or local improvement district), a property-based 
fee is imposed throughout a district to pay for new infrastructure. These 
exist across Australia at present. Dependent on the type and value of the 
infrastructure, the fee could be a flat rate, based on property value, or 
based on proximity to the infrastructure, whatever is deemed most 

equitable in the circumstances. It is common 
to exempt owner-occupied residences from 
the additional fees (as in the case study below), 
although not always the case. 

4.8.1 Case Study: Portland Streetcar

Infrastructure project type Public transport
Year of commencement 2001
Location Portland, Oregon, USA
Form of government Democratic
Project size US$103m 

The Portland Streetcar is a 13km tram loop in Portland, Oregon,  
US, with the route including connections to a hospital, CBD and a 
university. It commenced operating in 2001, and cost around US$100m 
to construct.

Construction was funded through a variety of methods, including 
land sales, contributions from government, and also through 
implementing a special assessment district. The special assessment 
district funds contributed around 19 per cent of the total funding. The 
land forming the district was agreed to by property owners in the area. In 
this case, the fee was based on a formula that considered proximity to the 
line and property size, and was collected over 20 years. It also exempted 
owner-occupiers (which was probably partly responsible for the strong 
resident support). Property owners also supported the use of the special 
assessment district in this case because the value to them (both from 
convenience and increasing the value of their property) was clear and 
direct. This is also an example of the “truism” that commercial/corporate 
users of infrastructure make far more rational and commercially based 
decisions about paying for infrastructure than private individual users.

4.8.2  Lessons Learned and Project Outcome
Public support for the assessment district, based on the value 

that the delivered infrastructure will provide to the community, is critical 
to the successful implementation of this mechanism. Where this has 
been implemented in some localities, authorities have been criticised 
where there is not a clear nexus between the asset developed and the 
community being required to fund it, or where the asset may appear to 
be a “vanity” project and is judged by the private sector to have more 

Figure 3 The TIF model

Existing Tax Base
Frozen at start of project, although can be 

kept constant in real terms and continues to 
be streamed to current taxing authority

New Tax Base, post-TIF
Reverts to taxing authority

Incremental Tax Revenue
Used to “fund” debt service speci�c to Project

Year 1 of TIF Final year of TIF
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limited value to them. This is ultimately an alternative funding 
mechanism, but some further work would be needed to determine  
the impact on State balance sheet and with the ratings agencies. 

4.9 Certificates of participation
Certificates of participation (“COPs”) are similar to a special 

purpose borrowing, except that instead of receiving a return from the 
project itself, the investor receives a share of a lease payment from the 
government (usually a municipality). COPs are structured so that the 
ownership of the building, equipment or land being financed is vested in 
a third-party entity that then leases the project back to the public agency 
conducting the financing, giving that agency the use or occupancy of  
the project in return for lease payments. The third-party entity assigns 
the lease payments to a trustee, who then remits the lease payments  
to investors in the COPs. As the investor is effectively leasing land or 
buildings to the government, they can commence earning a return 
immediately, rather than when the facility is complete (subject to the 
terms of each agreement). Through normal insolvency procedures, 
investors/creditors can take control of the infrastructure facility 
following a default. Certificates of participation can be attractive  
to governments as they may enable them to avoid breaching debt 
covenants contained in other debt issues (or legislative requirements  
that restrict borrowings).

4.9.1 Case Study: San Francisco Courthouse

Infrastructure project type Courthouse
Year of commencement 2001 Lease executed, 

2004 refinance
Location San Francisco, California, USA
Form of government Democratic
Project size US$39m funding raised in 2004

The San Francisco Courthouse consists of a courthouse building 
located in the City’s Civic Center, which was completed in December 
1997. In 2001, the City and County of San Francisco entered into  
a lease and a sub-lease with the project trustee (U.S. Bank National 
Association), whereby the City leased the project to the Trustee,  
who then sub-leased it back to the City, rather than entering into a 
conventional sale and leaseback. Since then, the City has executed  

a series of certificates of participation, each refinancing earlier issues.  
The most recent issue was in 2004 for US$39.35m for an amortising 
term to 2021. This issue was expected to be refinanced in September 
2013 (Series 2013-R1, -R2 and –R3) by a series of issues totalling 
US$76.6m, but has not yet occurred.

4.9.2 Lessons Learned and Project Outcome
Certificates of participation can be seen as a form of 

government entities “hiding” debt, similar to companies using 
sale-and-leasebacks or other off balance sheet financing methods. 

Given that the asset subject to the COPs is usually a critical piece of 
local infrastructure, the community may not desire that it be owned by 
the private sector. The lease/sub-lease structure used in San Francisco 
may serve to mitigate some of the risk of this, where, depending on the 
termination clauses in the agreements, the government may only lose 
access to the project for a fixed period of time (if at all), rather than losing 
ownership of the asset.

Lease and lease-back structures can be used to get assets off balance 
sheet. County Court in Melbourne attempted something similar by 
enabling a long term option over the site after expiration of this lease. 
However, a ratings agency is still likely to look at “substance over form”  
in these structures and treat them as effective state liabilities. The ultimate 
funding in these sorts of instruments is still likely to be government.

4.10 Joint development company
Under a Joint Development Company (“JDC”), the 

government enters into a joint development agreement with a private 
sector developer to develop the whole or a part of the project. Through 
its direct or “quasi” ownership interest in the JDC, the government can 
pursue certain public policy aims while still creating an essential asset. 
The government would usually be able to retain an interest in the JDC 
without contributing further funds, with its investment in the JDC 
taking the form of a contribution of land or “in kind” contribution, with 
the private sector developer contributing capital. The government’s share 
of profits from the JDC can then be used to fund nearby or related 
infrastructure requirements, to the extent they are not funded directly  
by the JDC.

The Portland 
Streetcar project
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JDCs can benefit from having 
private sector involvement in a field 
in which the government may have 
little expertise, through making  
better capital allocation decisions, 
and sharing risk.

4.10.1 Case Study: Sheffield Housing Company

Infrastructure project type Affordable housing
Year of commencement 2011
Location Sheffield, UK
Form of government Democratic
Project size £250m

Sheffield in South Yorkshire, UK, has a significant unmet demand 
for affordable housing, with 90,000 people on the council house waiting 
list, and expectations that the population will grow from 550,000 to 
600,000 by 2020. The Sheffield City Council described this as a housing 
crisis, exacerbated by the recent state of the British economy reducing 
private sector construction activity.

To begin addressing the housing shortfall, the Sheffield City Council 
created a 50:50 joint venture, the Sheffield Housing Company. The other 
50 per cent is jointly owned by Keepmoat, a house builder, and Great 
Places, who will manage the rental properties. The Council is 
contributing land from its existing stock (largely vacant sites around 
existing council house estates), with the private entities contributing 
cash amounts to match the value of the land. Sheffield Housing 
Company can borrow additional money if needed to fund housing 
construction. It is expected that the 60ha of land will take 15 years to 
develop. The houses will be a mixture of homes available for sale, shared 
ownership and rentals, including affordable rental schemes / social 
housing. The number of houses retained will be dependent on the state 
of the property market and the profits achieved on the homes available 
for sale.

4.10.2 Lessons Learned and Project Outcome
In the realm of public housing, government is often asset rich 

but cash poor. The Sheffield Housing Company is a useful example of 
how to mobilise ‘lazy’ government assets.

The benefits achievable through joint development may however 
only be small. In the Sheffield example, only a minority of houses are 
likely to be retained for the Council’s ultimate purpose – affordable 
housing. Of the 305 homes in the first phase of construction, only 25 are 
to be retained for affordable housing for rent. The long-term target for the 
2,300 homes to be built is that 10 per cent would be for affordable rent 
and 25 per cent for shared ownership, a total of 805 homes - only a small 
fraction of the region’s waiting list.

In localities where the land (or whatever other assets are to be 
vended in by government) are more valuable relative to the value of the 
construction or development works, the benefits available through joint 
development are likely to be more considerable.

JDCs can benefit 
from having private 

sector involvement in 
a field in which the 

government may have 
little expertise

  Affordable  

   housing in  

Sheffield, UK!
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This approach is one which seeks to provide alternative forms of 
funding where not for profit and tax exempt entities are concerned in 
particular (although the latter is not alternative funding when the whole 
of government spectrum is taken into account), but also is an example  
of asset recycling to some extent. Balance sheet treatment will depend  
on the ultimate ownership and the specific risks of development taken  
in the partnership. 

4.11 Commercial developments
Similar to JDCs, profits from commercial developments can 

be used to pay for other infrastructure. However in this mechanism, the 
government does not have a direct ownership interest in the commercial 
developments, instead granting the private sector developer land rights 
(whether freehold or leasehold) in return for the private developer 
investing in public infrastructure directly, or providing funds for the 
public sector to pay for the infrastructure development. This also differs 
from PPPs with attaching development rights, as the private sector would 
have no ongoing involvement in the public infrastructure after 
construction completion, rather than operating it for a concession term 
as it would in a PPP.

This mechanism has been most frequently used around or above 
railway stations. Air rights developments in highly congested urban 
environments, starved of developable land, and with inherent excellent 
transportation links are obvious candidates. Two Victorian projects,  
in particular Federation Square East and the Flinders Street Station 
redevelopment are examining this avenue.

4.11.1 Case Study: St Leonards Forum

Infrastructure project type Train station redevelopment
Year of commencement 2003
Location Sydney, NSW, Australia
Form of government Democratic
Project size $350m

St Leonards is an inner Sydney suburb located on the lower North 
Shore, 5km from the CBD. 

Planned as a town centre, the Forum comprises an integrated 
development of three commercial office buildings, two prestige 
residential towers containing 782 apartments, the St Leonard’s railway 
station, a supermarket, and 34 food and retail shops. Forum and Forum 
West commercial comprises over 32,000sqm of office, 5,000sqm of retail 
and parking. The building surrounds a huge open plaza incorporating 
retail, the railway station concourse and public space. The Project was 
completed in 2003.

The Forum sits partly on freehold land, and partly on leasehold over 
railway land owned by Railcorp.

4.11.2 Lessons Learned and Project Outcome
According to submissions to a parliamentary inquiry  

by the Lane Cove Council, the key challenge with the St Leonards 
development was dealing with a bureaucratic “black hole.” Given the 
complexities of the project, the council and developer were reportedly 
shunted from department to department, with each individual 
encountered being positive about the development, but unwilling  
to take responsibility for stewardship, or unsure what to do next.  
Winten Group, the developer, said that it took seven years to obtain 
development approval.

Commercial Developments
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A separate submission by Willoughby City Council to the inquiry 
also highlighted disjointed government departments as being a barrier  
to development. Their view was that despite a broader government 
desire to capitalise on the land assets within rail corridors, the rail 
agencies (State Rail and RailCorp) had a view that any development 
within a corridor were subservient to the rail infrastructure, rather than 
being an interaction and interrelationship of a development with the  
rail infrastructure. Both council submissions highlighted the need for an 
integrated government view of development for projects to be successful.

This mechanism does provide alternative funding for related local 
government infrastructure requirements.

4.12 Social impact bond
Social impact bonds being benefit bonds are a new 

instrument, with the first trial taking place in the UK in 2010. The return 
on the bond is based on the achievement of a specified social objective 
rather than a payment of interest on the funds advanced. The investors in 
the bond fund the delivery of a service aimed at satisfying the targeted 
social objective. The level of return on the bond varies depending on the 
level of achievement of the social objective. In theory, achievement of the 
objective should reduce the need for the government to expend funds  
in other areas, with the cost reductions achieved through this being used 
to fund investor returns on the social impact bonds. 

Social impact bonds should allow organisations to trial innovative 
new methods of addressing social problems, by tapping private rather 
than government capital until results are proven.  Social impact bonds 
are currently being trialled in criminal justice, housing, family 
relationships and healthcare. 

4.12.1 Case Study: Peterborough Prison

Infrastructure project type Prisoner treatment services
Year of commencement 2010
Location Peterborough, UK
Form of government Democratic
Project size £5m

Peterborough Prison in the UK was the first social impact bond, 
announced in 2010. The pilot scheme was run by investment firm Social 
Finance, which raised £5m for the bond. The bond is funding intensive 
interventions, in prison and in the community, to short term prisoners 
with sentences of less than 12 months. The treatment programmes 
themselves are conducted by another organisation, Third Sector. The 
bond investors only receive a return if recidivism rates decrease by at 
least 7.5 per cent.

4.12.2 Lessons Learned and Project Outcome
Early indicative results from Peterborough are positive with figures 

released by the Ministry of Justice in October 2013 showing that the  
first projects through the programme exhibited a 12 per cent decline in 
reconviction frequency since 2008, compared to an 11 per cent increase 
nationally. These statistics are however, not compiled on the same basis 
that the bond payments are calculated on.

The Peterborough scheme has been criticised for not measuring 
recidivism appropriately, using perhaps overly simplistic measures, with 
weaknesses in selection of the control group against which the treatment 
group is measured. 

Researchers also questioned whether the selection of Peterborough 
prison itself (by the prison governor volunteering), indicated that this 
particular prison might be more progressive than the norm, with the 
governor willing to try new methods of treatment. They questioned 
whether for the same or less expense, the governor could have achieved 
the same results as the private entities. This is potentially true, but the 
government would have been paying for the process of treatment, rather 
than the results obtained, which is the major driver for using social 
impact bonds in new circumstances. The major weakness or difficulty is 
being able to match and appropriately measure outcomes that are 
specifically related to, or caused by, the measures funded by the bond.

The benefit for government from this approach is not a direct 
alternative source of funding, but can have a similar impact by reducing 
demand and therefore reducing the need for more infrastructure 
allowing funds to be diverted.
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4.13 Alternative user charge models
User charge models are currently used in Victoria for the  

provision of infrastructure in sectors such as water and sewage, roads, 
schools and public transport. These are a mixture of fixed and variable 
charges, although, apart from the case of toll-roads, provision of the 
infrastructure itself is usually funded by a fixed fee, with ongoing service 
delivery funded by a variable charge.

Alternative models could involve charging users at different levels 
depending on the time of use (analogous to time-of-use metering with 
electricity) and location of use (e.g. the London congestion charge). 

4.13.1 Case Study: Transport for London

Infrastructure project type Public transport and road changes
Year of commencement 2003
Location London, UK
Form of government Democratic
Project size £137m net in one year

The London congestion charge was introduced in 2003 and operates 
in central London between 7am and 6pm on weekdays. The standard 
charge is currently £10 per day, with significant penalties for non-
payment. The charge is aimed at reducing traffic congestion and raising 
funds for London’s public transport system. Significant funds have been 
raised, with the Transport for London’s 2012 annual report showing net 
revenue of £137m for the year (£227m gross revenue). A wide variety  
of exemptions or reductions (such as for taxis, buses, disabled people, 
residents in the zone, and environmentally friendly vehicles) reduce the 
revenue raised significantly (reports indicate that only 30 per cent of 
vehicles travelling in the zone are liable for the full charge). Following 
implementation of the congestion charge, which reduced car use, road 
capacity was reduced by reallocating lanes for pedestrians, cyclists, public 
transport and wider footpaths. The net effect is that car congestion 
indicators such as average speed seem to now be roughly the same as 
before the charge, but with higher amenity for other users.

4.13.2 Lessons Learned and Project Outcome
Charging for services that were previously free or charging in new 

ways can be supported by the community if it is packaged properly i.e. 
the stakeholder management is well considered and the benefits are seen 
by the users. The London congestion charge seems to be largely 
supported by the community, as (i) locals living within the zone get 
significant reductions in the rate they pay and (ii) the funds raised are 
allocated to building new infrastructure that helps people avoid or 
reduce the charge further. Seeing that the charge is being applied fairly  
is critical to its support. 

This approach is still possible to utilise in an effective monopoly 
situation or in the delivery of an essential utility or service. The pricing 
needs to match the benefit without market competitive forces and  
so a regulatory regime is often applied. Usually if the charge is a new 
introduction, then the need for the benefit has to be extreme in the 
public mind. An example of this is the public reaction to the introduction 
of tolling on the Tullamarine Freeway when Melbourne CityLink was 
opened, which led to a major community objection with potential 
political ramifications.

 Public Transport and Road charges in London     10 Pounds per day
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4.14 Not for profits (“NFPs”)
For certain, largely community-based, infrastructure assets, 

NFP organisations may be interested in contributing to infrastructure 
development. A large number of NFPs currently participate in managing 
and operating infrastructure originally developed by various levels of 
government, such as childcare centres, pre-schools, community leisure 
facilities and community health services. Involvement in developing  
new infrastructure has, however, been more limited.

Using NFPs to develop infrastructure could have a number of 
benefits, such as:

 – enhancing community support for the project

 – in Australia accessing tax advantaged funding

 – access to philanthropic funds; and

 – lowering the ongoing cost of service provision due to 
components such as volunteered services.

The use of an NFP as a service provider could be effectively 
combined with a social impact bond, giving the NFP the flexibility of 
funding its operations through any of, or a combination of, donations, 
grants, investor funds, other cashflow etc. If there is a return on the  
bond, then these funds could then be used for new developments.

4.14.1 Case Study: Pay for Success

Infrastructure project type Social housing
Year of commencement 2012
Location Massachusetts, USA
Form of government Democratic
Project size Unknown

In August 2012, the state of Massachusetts announced a Pay for 
Success contract with the Massachusetts Housing and Shelter Alliance 
(“MHSA”) to reduce chronic homelessness. MHSA is an association of 
around 100 community based organisations, all involved in serving 
homeless individuals. The contract will essentially expand one of 
MHSA’s existing programmes, will be partly funded by a social impact 
bond, and will involve MHSA increasing its associate’s stock of housing 
units from 220 to around 600. MHSA believes that providing housing 
for the homeless dramatically reduces the other costs of serving them, 
such as ambulances, acute health care, and crime. MHSA and its partners 

will fund the development of the houses, with the State only paying once 
outcomes are achieved. In this example, the State has avoided paying 
upfront capital costs of development, rather than just transferring 
operating cost risk and outcome risk onto a NFP or the private sector.

4.14.2 Lessons Learned and Project Outcome
In the Massachusetts example, the State has avoided paying 

upfront capital costs of development, rather than just transferring 
operating cost risk and outcome risk onto a NFP or the private sector. 

The major potential weakness of NFP funding of infrastructure is  
that the government loses some control over the timing of development, 
as the NFP may have to undertake an extensive and time-consuming 
fundraising process. By working with well-capitalised and well-patronised 
NFPs, this risk can be significantly mitigated.

This is an alternative form of funding, although from the tax 
perspective, not necessarily on a whole of government basis. The value 
for money equation to central government will also be impacted by  
the specific aims and interests of the NFP sector.

4.15 UK – City Deals
A number of the mechanisms illustrated in the discussion 

above are being implemented throughout the UK through a programme 
called City Deals. Under City Deals, the central government agrees to 
devolve responsibility for the provision of certain infrastructure and 
services to a locality or local government. The eight agreements from  
the first stage (targeting the eight largest cities outside London) are all 
customised to the needs of the local community. Mechanisms included 
in the first wave of City Deals were:

 – A pay for result model, where cities invest in local growth assets 
and then receive a share of national taxes, including potentially 
full retention of business rates growth. The intention is that 
income earned is reinvested in further infrastructure projects;

 – Allowing tax incremental financing;

 – Creating “economic investment funds” where localities can pool 
funding streams with private sector capital, and then invest in 
local infrastructure;

 – Increased local control over rail services;
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 – Localised asset management, bringing together local and national 
assets into a joint investment programme; and

 – Various initiatives aimed at increasing local capabilities through 
local matched venture capital funds, training, apprenticeships and 
youth programmes.

The Greater Manchester City 
Deal (GMCD) is an excellent 
example of how these city deals  
can underpin a revolution in 
infrastructure funding to deliver  
the infrastructure and urban 
development outcomes that drive their metropolitan strategies.

The GMCD is a region-wide model that includes ten local 
governments and the central government. It is managed through the 
Greater Manchester Combined Authority (GMCA). The GMCA is  
a statutory body that was borne out of the voluntary Association of 
Greater Manchester Authorities (AGMA). The GMCD allows Greater 
Manchester to ‘earn back’ a proportion of future tax revenue collected  
by the central government.

It recognises that the central government’s tax receipts will increase 
over time because Greater Manchester councils are growing the 
economy by investing in local infrastructure. A formula has been agreed 
which ensures that part of this increased tax revenue goes back into 
funding those councils that are building the local infrastructure. In 
essence the ‘earn back’ receipts, which are underpinned by the certainty 
of the City Deal, are used to secure and service the long-term finance 
needed to build the infrastructure.

Importantly, the indicators of economic growth are viewed in terms 
of overall local/regional jobs and productivity – that is the value added 
to the economy. This distinction is significant as traditionally, 
infrastructure investment prioritisation has been heavily weighted to 
narrower cost benefit analysis rather than recognising the full spectrum 
of benefits that flow directly from projects. By focusing on the 
productivity enhancements created across a regional economy and the 
direct revenues that flow to federal, state and local governments through 
increased economic activity, a tangible link is created between the 
investment and economic outcomes.

The City Deal model involves multiple governments and multiple 
benefit streams across a whole region. It quantifies the link between 
infrastructure investment, economic growth and future tax revenue and 
uses this relationship to provide a stable, long-term funding source.

The outcomes from the initial round of City Deals will be used to 
adjust the terms of future rounds, with a number of learning’s likely to 
have applicability in Victoria’s quest to develop enhanced funding and 
financing mechanisms.

 City deals can underpin 
a revolution in 

infrastructure funding 
and urban development 

outcomes

The Greater Manchester City Deal model involves 

multiple governments and multiple benefit streams
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5.1 Recommended Mechanisms
Five Victorian Infrastructure projects (large, medium and 

small) have been selected to demonstrate how they can be delivered 
without fully relying upon traditional government funding and financing 
approaches. These cover a range of needs including transport, land 
development and social infrastructure. They were selected by the 
Property Council of Australia (Victoria) on the basis that they represent 
significant opportunities to support the growth of Melbourne and the 
application of various financing and funding mechanisms across a broad 
range of asset classes. They comprise:

 – North East Link

 – E-Gate Development

 – Grade Separation packaging (project bundling along a road 
corridor or a single rail line)

 – Existing train station revitalisation (Richmond and Glen Huntly 
Stations etc.)

 – Activity centre infrastructure upgrades (e.g. social infrastructure 
– kindergartens, schools, child care and upgrades to hospitals  
and TAFEs)

The table below summarises 
which of the identified alternative 
mechanisms have the potential  
to be applied in each of the five 
reference projects. Detailed  
outputs are also contained in the 
project discussions below.

 

5 APPLYING 
ALTERNATIVE 
APPROACHES  
TO PRIORITY 
VICTORIAN 
INFRASTRUCTURE 

Several alternative funding and financing approaches have the potential to enable 
the delivery of a number of worthwhile infrastructure projects in Victoria. 

They were selected by the 
Property Council of 

Australia (Victoria) on the 
basis that they represent 
significant opportunities 

to support the growth  
of Melbourne

North East Link Development Needed!
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5.1.1 Appropriateness of funding and financing mechanisms for selected projects

Mechanism North East Link E-Gate Grade Separation Station 
Redevelopment Activity Centres

State Government Focused

Special Purpose 
Borrowings

Appropriate Appropriate Possibly appropriate Possibly appropriate Possibly appropriate

Capital Recycling Appropriate Appropriate Appropriate Appropriate Appropriate

Special Incentives Appropriate Appropriate Appropriate Appropriate Appropriate

Minimum Revenue 
Guarantee

Appropriate Unlikely to be appropriate Possibly appropriate Unlikely to be appropriate Appropriate

Toll Equity Loan 
Agreement

Appropriate Unlikely to be appropriate Possibly appropriate Unlikely to be appropriate Unlikely to be appropriate

Local Government Focused

Tax Increment 
Financing

Appropriate Appropriate Appropriate Possibly appropriate Appropriate

Special Assessment 
Districts

Appropriate Appropriate Appropriate Possibly appropriate Appropriate

Any Government Level

Certificates of 
Participation

Appropriate Possibly appropriate Unlikely to be appropriate Appropriate Appropriate

Joint Development 
Company

Possibly appropriate Appropriate Unlikely to be appropriate Appropriate Appropriate

Commercial 
Developments

Unlikely to be appropriate Appropriate Unlikely to be appropriate Appropriate Appropriate

Any Government Level - Funding

Social Impact Bond Unlikely to be appropriate Possibly appropriate Unlikely to be appropriate Unlikely to be appropriate Appropriate

Alternative User 
Charges

Appropriate Unlikely to be appropriate Appropriate Unlikely to be appropriate Unlikely to be appropriate

Not for Profits Unlikely to be appropriate Appropriate Unlikely to be appropriate Unlikely to be appropriate Appropriate
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5.2 Basis of Assessment

5.2.1 Assessment Criteria
Each of the alternative funding and financing mechanisms 

identified has been assessed against a number of criteria that are 
considered appropriate to assessing whether the mechanism provides 
enhanced value for money and provide wider system benefits. The key 
principle is that infrastructure can create value for multiple groups of 
beneficiaries – including beyond the immediate scope of the project  
in question – and that it is fair and reasonable for the beneficiaries to 
contribute to the cost of developing infrastructure.

The base case against which the criteria are measured for this 
exercise assumes that government solely funds the development of the 
infrastructure project, through traditional funding sources. The table 
below outlines the criteria and how the assessment is carried out.

Criterion Definition
Lower NPC to 
government

How does the mechanism alter the 
government’s all-in cost of developing  
(and potentially operating) the project?

Lower funding  
for government

Does the mechanism reduce the government’s 
ongoing funding costs?

Commercial 
viability

Is the project’s financial risk acceptable? Is it 
structured legally to be attractive and does it 
generate sufficiently stable net income that 
aligns with the risks taken?

State balance  
sheet impact

Does the project (and any associated debt) 
appear on the State’s balance sheet if funded  
or financed through using this mechanism?

State ratings impact Is the mechanism likely to alter the various 
ratings agencies’ views of the credit-worthiness 
of the State?

Sustainability of 
funding sources

How stable is the long term funding source 
associated with this mechanism?

Public benefit Are there wider public benefits flowing from 
this mechanism, such as to the entities paying 
for it, does it reduce risk, etc?

Equity and 
distributional 
impacts

Does the mechanism link beneficiaries with 
funding and/or financing? Are those most able 
to pay being charged, etc?

Government balance sheet 
treatment and ratings
The Victorian Government prepares its annual accounts 
in accordance with Australian Accounting Standards 
which are now aligned with international accounting 
standards. The State therefore has a balance sheet which is 
reported in accounting accrual terms, rather than a cash 
presentation, at the end of each year. Similar to the private 
sector, liabilities such as debt liabilities will tend to accrue 
to the balance sheet whether the government physically 
borrows or not, subject to some general principles of 
‘substance over form’. In particular, assets and liabilities 
will not appear on a balance sheet if: the State has no 
control over the facilities being constructed, it does not 
receive any benefits from them, and it is not a party to any 
risks incidental to ownership. Government debt is the most 
obvious liability that is recorded on the accounts. But even 
for an availability PPP, the asset is recorded on State 
accounts at the end of the construction period. Although 
there are some structures such as a ‘lease and lease-back’ 
that can possibly get assets off a balance sheet, the ratings 
agencies take their own view regardless of the physical 
accounts. In essence, they will assess the likelihood that a 
State will have to respond to a default or collapse of an 
asset, and to some extent then assess this as a form of 
liability prior to any such event. Once a rating agency has 
determined the State’s liabilities, this feeds directly into 
ratios it uses to contribute to assessing the State rating. 
The State rating is a matter of political importance but 
can (but not automatically or via a formula) result in 
increased costs of State finance.

Value for Money  

required on Infrastructure
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5.2.2 Assessment Rule
The first pass assessment for each mechanism for a project was 

a “reality check” – was there any conceivable way that this mechanism 
could work, technically or politically. For example, it would seem 
inconceivable that a Not for Profit organisation would become involved 
in building a road (whether tolled or free), or that a government would 
sell a parcel of land to a property developer and then provide them with a 
minimum revenue guarantee to apply to their property sales. Once ruled 
out, no detailed assessment against the criteria was conducted.

The second pass assessment was to measure the mechanism against 
each criterion, and determine whether it would have a positive, negative 
or neutral effect on the criterion, as compared to the base case of the 
project being sole-funded by government.

Figure 4 Decision tree for Financing/Funding/Procurement Method (produced by Canada West Foundation)

Weight was also given to whether there had been any reports of 
governments considering implementing a mechanism for a particular 
project type. The final outcome for a mechanism was a sum of the 
second pass assessment results and the reports of possible mechanism 
use. The output has been reported as “Appropriate,” “Possibly 
Appropriate” and “Unlikely to be appropriate” as to whether the delivery 
mechanism might be considered by government as a reasonable funding 
or financing mechanism for the project.

Given the large number of funding and financing options available, 
Canada West Foundation produced a decision tree which contains a 
number of the mechanisms outlined above, which can be applied to all 
project types. This does not necessarily reflect the model utilised in 
Victoria, nor is it completely applicable to Victorian practice and policy, 
but it does illustrate the spectrum and potential choices and what might 
influence them.

Approach: Pay As You Go
100% Financed by Cash

Decide on Approach First...

...�en Choose Technique

Decide on Approach First...

...�en Choose Technique

Decide on Approach First...

...�en Choose Technique

Large Project vs.
Small Project

Complex Infrastructure vs.
Simple Infrastructure

High Up-Front Costs vs.
Low Up-Front Costs

Fast & Short Construction vs.
Slow & LongConstruction

Long Asset Life vs.
Short Asset Life

Low Future Commitments vs.
High Future Commitments

Long Payback Period vs.
Short Payback Period

Marketable Infrastructure vs.
Non-marketable Infrastructure

High Priority Infrastructure vs.
Lower Priority Infrastructure

High Visibility Infrastructure vs.
Low Visibility Infrastructure

New Construction vs.
Renewal of Existing Infrastructure

Integrated Infrastructure vs.
Stand Alone Infrastucture

Economic Infrastructure vs.
Social Infrastucture

Community-Wide Infrastructure vs.
Localised Infrastructure

Very Broad Usage vs.
Particular Usage

Regulated Infrastructure vs.
Less Regulated Infrastructure

Technique: Pay As You Go
Property Taxes
general Sale Tax
Reserve Funds
Lease-Purchase

Cross Border Tax Leases

Technique: Borrowing
Amortized Debenture Bonds

Pooled Borrowing
Tex-exempt Revenue Boards

Infrastructure Banks
Revolving Loan Funds

Decision 1: Financing   How should the up-front capital be secured?

100% Financed by Debt
(and equity in private sector case)

Approach: Borrowing

Even 50%-50% Split

Approach: User Pay
100% Funded by Fees

Technique: User Pay Systems
Average or Marginal Pricing

Uniform or Variable Fees
Partial or Full-Cost Recovery
Flat Rate or Volumetric Fees

Technique: Taxation
General Property Tax

Local Improvement Levy
Earmarked Taxation

Tax Increment Finance
SPLOST Sales Tax

Decision 2: Funding   How should the �nancing be repaired or the up-front costs recovered?

100% Financed by Taxation
Approach: Taxation

Fees and Tax Subsidies

Approach: Public
100% Public Provision

Technique: Public Delivery
Public Monopoly

Delivery �rough Utility
GTE Delivery

Technique: Private Delivery
Regulated Private Monopoly
Bid-Build-Operate Contracts
Sale-Leaseback Arrangements

PPP Technique
D=Design, L=Lease, B=Build, 

F=Finance, O=Operate,
O=Own, T=Transfer

Decision 3: Provision   Who should be responsible for providing the infrastructure?

100% Private Provision
Approach: Private

Public-Private Partnership
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5.3 North East Link

5.3.1 Project Description
The North East Link, largely referred to as the “missing link” 

in Melbourne’s Orbital Road network providing an additional major 
Yarra River crossing, is currently being planned by 
VicRoads. Alignment options connecting the 
Metropolitan Ring Road in Greensborough  
with the Eastern Freeway in Bulleen are being 
investigated with initial cost of delivery estimated 
at over A$6 billion.

The road will function as a major arterial 
providing access between Melbourne’s Northern Growth Corridor to 
national and emerging employment clusters in the north and south-
eastern suburbs. If built, it will complete the Melbourne Ring Road 
project and is estimated to carry around 100,000 vehicles a day, 
providing non-stop movement and easier access for freight operators, 
particularly between the growing industrial areas around Ringwood, 
Dandenong, Campbellfield and the new freight-hub near Donnybrook.

Key Features
 – Positive impact on Victoria’s freight competitiveness by providing 

a more efficient road transport link for major industrial areas and 
intermodal terminals across the city.

 – Improvement of local amenity by displacing heavy vehicles from 
local roads.

 – Provision of additional orbital capacity in the freight network 
connecting the growing western, northern and south-eastern 
freight, logistics and industrial precincts.

 – Improve high-capacity connections to major export gateways, 
including the expanded Port of Hastings and industrial areas and 
industries in Gippsland.

 – With Melbourne’s northern region expected to be home to 
around one million people in 2026, it is posited that the North 
East Link will reduce reliance on Fitzsimons Lane, Heidelberg 
Road and Rosanna Road, and enhance road access to Melbourne 
Airport as well as popular regional and interstate destinations.

Initial cost of delivery 
estimated at over 

A$6 billion

North East Link 
will ease congestion
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5.3.2 Applying Alternative Approaches
The table below shows the results of the mechanism assessment matrix for North East Link.

Mechanism Lower NPC to  
government

Lower funding to 
government Commercial Viability State balance  

sheet impact State ratings impact Sustainability of  
funding source Public Benefit Equity and  

distributional impacts Verdict

State Government Focused

Special Purpose 
Borrowings

No, likely to increase given  
AAA state rating No Likely neutral Likely neutral Likely neutral Likely neutral Possible risk quarantining  Neutral Appropriate

Capital Recycling Yes Likely yes
Likely improves through  

less funding and financing 
being required

Likely neutral – remove 
one asset and replace  

with another

Likely neutral – remove  
one asset and replace  

with another
High Likely neutral if  

structured correctly
Likely neutral if  

structured correctly Appropriate

Special Incentives Likely positive if  
structured correctly

Likely neutral if  
structured correctly

Likely positive if  
structured correctly

Likely neutral if  
structured correctly

Likely neutral if  
structured correctly High  Likely neutral if  

structured correctly
Likely neutral if  

structured correctly Appropriate

Minimum Revenue 
Guarantee

Lower than self-funding, higher 
than full private sector risk

Lower than self-funding, 
higher than full private 

sector risk

Improves private sector 
viability

May cause otherwise 
private road to reappear on 

State’s balance sheet. 

Likely positive over 
self-funding, negative over 

full private sector risk
High 

Positive, as non-beneficiaries 
would be funding less than if 
sole-funded by government

Positive, as non-beneficiaries 
would be funding less than if 
sole-funded by government

Appropriate

Toll Equity Loan 
Agreement

Lower than self-funding, higher 
than full private sector risk

Lower than self-funding, 
higher than full private 

sector risk

Improves private sector 
viability

May cause otherwise 
private road to reappear on 

State’s balance sheet. 

Likely positive over 
self-funding, negative over 

full private sector risk
High 

Positive, as non-beneficiaries 
would be funding less than if 
sole-funded by government

Positive, as non-beneficiaries 
would be funding less than if 
sole-funded by government

Appropriate

Local Government Focused

Tax Increment Financing Potentially Potentially  Potentially improves Likely neutral  Likely neutral High Likely neutral Likely neutral if structured 
correctly Appropriate

Special Assessment 
Districts

Improves through  
additional revenue

Improves through 
additional revenue

Improves through  
additional revenue

Likely improve as 
additional source of funds 

Likely improve as additional 
source of funds  High  Neutral Positive equity, those who  

benefit, pay  Appropriate

Any Government Level

Certificates of 
Participation

No, likely to increase given  
AAA state rating No Likely neutral Likely neutral Likely neutral Likely neutral Possible risk quarantining  Neutral Appropriate

Special Assessment 
Districts

Improves through  
additional revenue

Improves through 
additional revenue

Improves through  
additional revenue

Likely improve as 
additional source of funds 

Likely improve as additional 
source of funds  High  Neutral Positive equity, those who  

benefit, pay  Appropriate

Joint Development 
Company Yes Yes Potentially yes, or neutral Likely more positive than 

sole-funding development 
Likely more positive than 

sole-funding development  Neutral  Neutral Neutral Possibly 
appropriate

Commercial 
Developments Hard to see what additional infrastructure the private sector would fund in this scenario Unlikely to be 

appropriate

Any Government Level - Funding

Toll Equity Loan 
Agreement

Lower than self-funding, higher 
than full private sector risk

Lower than self-funding, 
higher than full private 

sector risk

Improves private sector 
viability

May cause otherwise 
private road to reappear on 

State’s balance sheet. 

Likely positive over 
self-funding, negative over 

full private sector risk
High 

Positive, as non-beneficiaries 
would be funding less than if 
sole-funded by government

Positive, as non-beneficiaries 
would be funding less than if 
sole-funded by government

Appropriate

Social Impact Bond
No social impact, unless reducing 
broader network road congestion 

is an aim
              Unlikely to be 

appropriate

Alternative User Charges

Potentially positive through either 
or both of (i) shifting demand and 

thereby requiring lower peak 
capacity or (ii) increasing revenue

Potentially positive 
through increasing 
revenue relative to  

capital cost

Potentially positive through 
increasing revenue relative  

to capital cost
Likely neutral or positive  Likely neutral or positive  Likely neutral  

or positive 

Likely neutral, although  
some individuals will be 

negatively affected

Likely neutral, although  
some individuals will be 

negatively affected
Appropriate

Not for Profits Hard to see a role for NFPs in a road  Unlikely to be 
appropriate
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Mechanism Lower NPC to  
government

Lower funding to 
government Commercial Viability State balance  

sheet impact State ratings impact Sustainability of  
funding source Public Benefit Equity and  

distributional impacts Verdict

State Government Focused

Special Purpose 
Borrowings

No, likely to increase given  
AAA state rating No Likely neutral Likely neutral Likely neutral Likely neutral Possible risk quarantining  Neutral Appropriate

Capital Recycling Yes Likely yes
Likely improves through  

less funding and financing 
being required

Likely neutral – remove 
one asset and replace  

with another

Likely neutral – remove  
one asset and replace  

with another
High Likely neutral if  

structured correctly
Likely neutral if  

structured correctly Appropriate

Special Incentives Likely positive if  
structured correctly

Likely neutral if  
structured correctly

Likely positive if  
structured correctly

Likely neutral if  
structured correctly

Likely neutral if  
structured correctly High  Likely neutral if  

structured correctly
Likely neutral if  

structured correctly Appropriate

Minimum Revenue 
Guarantee

Lower than self-funding, higher 
than full private sector risk

Lower than self-funding, 
higher than full private 

sector risk

Improves private sector 
viability

May cause otherwise 
private road to reappear on 

State’s balance sheet. 

Likely positive over 
self-funding, negative over 

full private sector risk
High 

Positive, as non-beneficiaries 
would be funding less than if 
sole-funded by government

Positive, as non-beneficiaries 
would be funding less than if 
sole-funded by government

Appropriate

Toll Equity Loan 
Agreement

Lower than self-funding, higher 
than full private sector risk

Lower than self-funding, 
higher than full private 

sector risk

Improves private sector 
viability

May cause otherwise 
private road to reappear on 

State’s balance sheet. 

Likely positive over 
self-funding, negative over 

full private sector risk
High 

Positive, as non-beneficiaries 
would be funding less than if 
sole-funded by government

Positive, as non-beneficiaries 
would be funding less than if 
sole-funded by government

Appropriate

Local Government Focused

Tax Increment Financing Potentially Potentially  Potentially improves Likely neutral  Likely neutral High Likely neutral Likely neutral if structured 
correctly Appropriate

Special Assessment 
Districts

Improves through  
additional revenue

Improves through 
additional revenue

Improves through  
additional revenue

Likely improve as 
additional source of funds 

Likely improve as additional 
source of funds  High  Neutral Positive equity, those who  

benefit, pay  Appropriate

Any Government Level

Certificates of 
Participation

No, likely to increase given  
AAA state rating No Likely neutral Likely neutral Likely neutral Likely neutral Possible risk quarantining  Neutral Appropriate

Special Assessment 
Districts

Improves through  
additional revenue

Improves through 
additional revenue

Improves through  
additional revenue

Likely improve as 
additional source of funds 

Likely improve as additional 
source of funds  High  Neutral Positive equity, those who  

benefit, pay  Appropriate

Joint Development 
Company Yes Yes Potentially yes, or neutral Likely more positive than 

sole-funding development 
Likely more positive than 

sole-funding development  Neutral  Neutral Neutral Possibly 
appropriate

Commercial 
Developments Hard to see what additional infrastructure the private sector would fund in this scenario Unlikely to be 

appropriate

Any Government Level - Funding

Toll Equity Loan 
Agreement

Lower than self-funding, higher 
than full private sector risk

Lower than self-funding, 
higher than full private 

sector risk

Improves private sector 
viability

May cause otherwise 
private road to reappear on 

State’s balance sheet. 

Likely positive over 
self-funding, negative over 

full private sector risk
High 

Positive, as non-beneficiaries 
would be funding less than if 
sole-funded by government

Positive, as non-beneficiaries 
would be funding less than if 
sole-funded by government

Appropriate

Social Impact Bond
No social impact, unless reducing 
broader network road congestion 

is an aim
              Unlikely to be 

appropriate

Alternative User Charges

Potentially positive through either 
or both of (i) shifting demand and 

thereby requiring lower peak 
capacity or (ii) increasing revenue

Potentially positive 
through increasing 
revenue relative to  

capital cost

Potentially positive through 
increasing revenue relative  

to capital cost
Likely neutral or positive  Likely neutral or positive  Likely neutral  

or positive 

Likely neutral, although  
some individuals will be 

negatively affected

Likely neutral, although  
some individuals will be 

negatively affected
Appropriate

Not for Profits Hard to see a role for NFPs in a road  Unlikely to be 
appropriate
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Of the standard funding and financing mechanisms previously used 
in Victoria, a number could be applied to developing the North East 
Link. These would include implementing direct user charges (tolls), 
entering into a private sector concession agreement similar to CityLink 
and EastLink, an availability PPP similar to Peninsula Link, or a hybrid 
such as is being progressed with the East West Link.

In the current climate, it is unlikely 
that the private sector would take full 
traffic risk, hence the different models 
pursued for Peninsula Link and East West 
Link. Given institutional memories of 
recent experience with NSW and 
Queensland toll roads, this risk aversion  

is unlikely to abate in the short term. To improve deliverability, a number 
of alternative approaches could be pursued.

Reduce the funding task:
If the size of the project could be reduced, there would be a 

corresponding reduction in the funds required to develop it. 
Implementing an alternative user charging method such as a differential 
tolling regime may serve to spread the peak traffic load over a longer 
period of time, and could lower the peak capacity (and numbers of 
lanes) required. The major weakness of this model would be perceptions 
of inequity as a number of potential users, such as lower paid blue-collar 
or retail workers, may have less flexibility to adjust their working hours, 
and hence would be subject to the higher tolls, while higher paid 
professionals with more flexibility would be able to access the lower tolls. 

The fund-raising task could also be reduced by capital recycling from 
other State assets into this greenfields project. This also raises the political 
issue of equity if the “right” existing asset is not selected for disposal. If the 
other asset is perceived as providing value to all Victorians, but the North 
East Link is perceived as only benefiting one area, then this is less likely to 
be seen by the general public as a net benefit to the State.

Options also exist to develop the road in joint venture or 
cooperation with the private sector. The State could vend the required 
land into an SPV, retaining an ownership interest in the project, with  
the private developer then responsible for construction funding. 

Enhance revenue:
Rather than the private sector taking tolling risk, the government 

could toll and increase its net revenues. This would be unlikely to have a 
positive impact on the balance sheet in the short term, but could provide 
funding for other minor infrastructure works.

Attract private capital:
Private sector participants have expressed an unwillingness to take 

full traffic risk on a toll road concession, and would therefore likely be 
unable to provide sufficient private capital to develop the road without 
structural enhancements. A minimum revenue guarantee or toll equity 
loan agreement may serve to reduce the risk sufficiently to provide an 
acceptable risk/reward equation to attract private capital.

Minimum revenue guarantees may have the potential to cause the 
otherwise private road to “reappear” on the State’s balance sheet. It also 
transfers risk back to the State that the State may not wish to bear. Moral 
hazard may also be a problem, with the concessionaire having little 
incentive to improve revenue if the guarantee is set too high, and also 
provides little incentive for the concessionaire to apply sufficient 
robustness to their initial traffic modelling if they face little ultimate  
risk of loss. Community equity may also be harmed if it is viewed as 
taxpayers propping up private shareholders (privatising the profits,  
and socialising the losses) unless a cap is set sufficiently low that the  
State is highly likely to earn future profits.

A toll equity loan agreement can reduce some of the negative 
consequences of a revenue guarantee. By advancing funds in the form  
of a loan, and only of a sufficient quantum to pay costs rather than to 
provide a profit to the concessionaire, moral hazard, risk transfer and 
equity are improved, although not entirely eliminated.

Capture value from nearby beneficiaries:
Regardless of whether they use the new road or not, residents near 

the road corridor are likely to benefit from provision of the road through 
(i) removing through traffic from local roads and easing local congestion 
and (ii) increased house prices similar to the value uplift seen to 
properties along the EastLink corridor. Businesses will also benefit 
through (i) workers/deliveries having lower travel times leading to 
higher productivity and (ii) increased customer flow through.  
The owners of vacant land are also likely to see values increase as 
development in the area becomes more attractive due to better  
transport access. 

In the current climate, 
it is unlikely that the 
private sector would 

take full traffic risk
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Both of these benefit types could be partially captured by 
implementing a form of value capture or special assessment district,  
or both. Income streams from these could then be securitised into tax 
increment financing, helping to fund upfront costs. However, to avoid 
inequity and ‘double taxation’, any form of value capture would need to 
be considered against existing forms of value capture, such as through 
betterment taxes (the Growth Area Infrastructure Contribution) and 
capital gains tax.

Business and voter sentiment would need to be monitored to ensure 
these measures had local support. These methods are unlikely to be 
suitable if the private sector is developing the road, although could be 
justifiable if an available PPP is used.

Government funding:
To quarantine the risk of business failure, and assuming the government 

retains ownership of the road, special purpose borrowings could be used to 
isolate the road’s performance from the State’s other obligations and assets. 
However, given the State’s AAA rating, this is likely to result in higher interest 
rates and a lower quantum of debt raised. Ultimately it will be arguable if this 
results in off balance sheet treatment.

If the State desires to have debt and the asset off balance sheet, 
certificates of participation may achieve this (although given they are still a 
fixed obligation, they are likely to be taken into account by ratings agencies).

5.4 E-Gate Development

5.4.1 Project Description
E-Gate is on the doorstep to the city just two kilometres from 

the CBD and directly adjacent to the rapidly developing Docklands 
precinct. The importance of the E-Gate location has now been magnified 
as the Victorian Government seeks to implement the objectives of the 
Metropolitan Planning Strategy, Plan Melbourne, by developing 
available urban renewal sites. 

Not since the Jolimont Decentralisation Project of the 1980’s has  
an existing rail yard on the city edge been earmarked for major urban 
renewal. Development of inner city sites such as E-Gate will help to 
relieve the pressures on Melbourne’s Urban Growth Boundary, 
concentrate new development around existing core infrastructure  
and grow the Victorian economy and generate new jobs.

It has the potential to develop up to $6 billion in new investment 
over 15-20 years. In May 2013 the Coalition Government made $2.14 
million available to progress planning to develop E-Gate, paving the way 
for works to commence as early as 2015 (pending the relocation of 
existing tenants).

The master plan envisages the redevelopment of approximately  
20 hectares of land at Gate E of the Melbourne Rail Yard in North 
Melbourne. The site is located north of Footscray Road and south of 
North Melbourne Station. 

Key Features
 – It will support Melbourne’s projected growth through the 

provision of housing for up to 12,000 residents and 200,000 
square metres of commercial and associated retail space.

 – The potential inclusion of public facilities such as sports fields, a 
library and possibly a school will help to attract families, as well  
as the young and the old, to create a vibrant mixed community.

 – Will have strong public transport connections including to the 
North Melbourne train station and potentially a new tram 
service into the site thus minimising car use.

 – Provides easy access by road to Dynon Road, Footscray Road 
and CityLink.

Make it a 
community hub

 

Partner with suitable 
not-for-profit organisations 
for sporting/recreational 
facilities
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5.4.2 Applying Alternative Approaches
The table below shows the results of the mechanism assessment matrix for E-gate.

Mechanism Lower NPC to 
government

Lower funding to 
government Commercial Viability State balance  

sheet impact State ratings impact Sustainability of  
funding source Public Benefit

Equity and 
distributional 

impacts
Verdict

State Government Focused

Special Purpose 
Borrowings

No, likely to increase given 
AAA state rating No Likely neutral Likely neutral Likely neutral Likely neutral Possible risk quarantining  Neutral Appropriate

Capital Recycling Yes Likely yes
Likely improves through  

less funding and financing 
being required

Likely neutral – remove  
one asset and replace  

with another

Likely neutral – remove one 
asset and replace with 

another
High Likely neutral if  

structured correctly
Likely neutral if 

structured correctly Appropriate

Special Incentives Likely positive if  
structured correctly

Likely neutral if 
structured correctly

Likely positive if  
structured correctly

Likely neutral if  
structured correctly

Likely neutral if  
structured correctly High  Likely neutral if  

structured correctly
Likely neutral if 

structured correctly Appropriate

Minimum Revenue 
Guarantee

Government highly unlikely to guarantee property sales to a developer.  
Potential for MRG with individual service providers (such as hospitals) in the development. 

Unlikely to be 
appropriate

Toll Equity Loan 
Agreement

Government highly unlikely to guarantee property sales to a developer.  
Potential for TELA with individual service providers (such as hospitals) in the development.  

Unlikely to be 
appropriate

Local Government Focused

Tax Increment Financing Potentially Potentially  Potentially improves Likely neutral  Likely neutral High Likely neutral Likely neutral if 
structured correctly Appropriate

Special Assessment 
Districts

Improves through 
additional revenue

Improves through 
additional revenue

Improves through additional 
revenue

Likely improve as additional 
source of funds 

Likely improve as additional 
source of funds  High  Neutral Positive equity, those 

who benefit, pay  Appropriate

Local Government Focused

Certificates of 
Participation

No, likely to increase given 
AAA state rating No Likely neutral Likely neutral Likely neutral Likely neutral Possible risk quarantining  Neutral Possibly appropriate

Joint Development 
Company Yes Yes Potentially positive, or neutral Likely more positive than 

sole-funding development 
Likely more positive than 

sole-funding development  Neutral  Neutral Neutral Appropriate

Commercial 
Developments Yes Yes Potentially positive, or neutral Likely more positive than 

sole-funding development 
Likely more positive than 

sole-funding development  Neutral  Neutral Neutral Appropriate

Local Government Focused

Social Impact Bond Lower Likely lower Neutral Likely positive Likely neutral to positive Neutral
Potentially positive,  
as outcomes will be 
measured rigorously

Likely neutral  Possibly appropriate

Alternative User Charges No potential alternative methods identified  Unlikely to be 
appropriate

Not for Profits Lower Likely lower Neutral Likely positive Likely neutral to positive Likely negative Potentially positive, local 
community more involved

Likely neutral  
to positive Appropriate

E-Gate is directly adjacent to the rapidly developing Docklands precinct
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Mechanism Lower NPC to 
government

Lower funding to 
government Commercial Viability State balance  

sheet impact State ratings impact Sustainability of  
funding source Public Benefit

Equity and 
distributional 

impacts
Verdict

State Government Focused

Special Purpose 
Borrowings

No, likely to increase given 
AAA state rating No Likely neutral Likely neutral Likely neutral Likely neutral Possible risk quarantining  Neutral Appropriate

Capital Recycling Yes Likely yes
Likely improves through  

less funding and financing 
being required

Likely neutral – remove  
one asset and replace  

with another

Likely neutral – remove one 
asset and replace with 

another
High Likely neutral if  

structured correctly
Likely neutral if 

structured correctly Appropriate

Special Incentives Likely positive if  
structured correctly

Likely neutral if 
structured correctly

Likely positive if  
structured correctly

Likely neutral if  
structured correctly

Likely neutral if  
structured correctly High  Likely neutral if  

structured correctly
Likely neutral if 

structured correctly Appropriate

Minimum Revenue 
Guarantee

Government highly unlikely to guarantee property sales to a developer.  
Potential for MRG with individual service providers (such as hospitals) in the development. 

Unlikely to be 
appropriate

Toll Equity Loan 
Agreement

Government highly unlikely to guarantee property sales to a developer.  
Potential for TELA with individual service providers (such as hospitals) in the development.  

Unlikely to be 
appropriate

Local Government Focused

Tax Increment Financing Potentially Potentially  Potentially improves Likely neutral  Likely neutral High Likely neutral Likely neutral if 
structured correctly Appropriate

Special Assessment 
Districts

Improves through 
additional revenue

Improves through 
additional revenue

Improves through additional 
revenue

Likely improve as additional 
source of funds 

Likely improve as additional 
source of funds  High  Neutral Positive equity, those 

who benefit, pay  Appropriate

Local Government Focused

Certificates of 
Participation

No, likely to increase given 
AAA state rating No Likely neutral Likely neutral Likely neutral Likely neutral Possible risk quarantining  Neutral Possibly appropriate

Joint Development 
Company Yes Yes Potentially positive, or neutral Likely more positive than 

sole-funding development 
Likely more positive than 

sole-funding development  Neutral  Neutral Neutral Appropriate

Commercial 
Developments Yes Yes Potentially positive, or neutral Likely more positive than 

sole-funding development 
Likely more positive than 

sole-funding development  Neutral  Neutral Neutral Appropriate

Local Government Focused

Social Impact Bond Lower Likely lower Neutral Likely positive Likely neutral to positive Neutral
Potentially positive,  
as outcomes will be 
measured rigorously

Likely neutral  Possibly appropriate

Alternative User Charges No potential alternative methods identified  Unlikely to be 
appropriate

Not for Profits Lower Likely lower Neutral Likely positive Likely neutral to positive Likely negative Potentially positive, local 
community more involved

Likely neutral  
to positive Appropriate

E-Gate is directly adjacent to the rapidly developing Docklands precinct
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The standard development method for a project of this type  
would be for the government to sell the land to private developers. 
Development controls could be exerted through planning approvals,  
an approved Masterplan, or contracts of sale providing government  
the option of buying back land if it is not developed within a certain 
timeframe.

If deemed to be socially beneficial, E-gate could incorporate an 
element of affordable social housing, as well as other community 
infrastructure. This would provide the ability to relocate existing 
residents from older and more costly accommodation (e.g. Richmond, 
Collingwood, Carlton, South Melbourne and South Yarra) into 
specifically designed housing and communities.

This would allow government to redevelop 1950-1970s 
accommodation in the above areas into mixed use development with 
private developer participation. Moreover, they would have the 
opportunity to maximise the value of these sites which are now in 
extremely well demanded areas with high average price points – creating 
additional revenues for government via land sales to fund new building 
works required for relocation, and substantial additional stamp duty and 
taxes from the provision of future redeveloped housing and other public 
services (e.g. hospitals, medical centres, etc).

Reduce the funding task:
The fund-raising task could be reduced by capital recycling  

from other State assets into this greenfields project. Given E-Gate is a 
more “local” development, voters may only support capital recycling  
if the chosen asset is also nearby, such as inner city public housing 
(although this would require sufficient new social housing to resettle 
existing residents).

Partner with the private sector:
With the State owning the E-Gate land, the opportunity exists  

to vend the land into a joint venture with a private sector developer  
(or series of developers if so desired). The State could then earn 
development profits as the area is developed. In this instance, it would  
be taking an element of both construction risk and demand risk on the 
end products, which could raise debate about whether that is a suitable 
activity for the State. Alternatively, the State could reduce its risk through 
structuring the transaction so that there was a pre-agreed price per 
dwelling allocated to land value. 

Given the attractive location of the site, careful consideration would 
need to be given to valuing the vacant land appropriately, so that windfall 
gains do not accrue to the other JV partners. By retaining an ownership 
interest in the project, the State benefits from having more control over 
the choice of buildings, timing and value proposition of the entire site, 
which may outweigh any perceived negatives from retaining other risks.

Through allowing suitable developments rather than participating in 
a joint development, the State may be able to retain the positive control 
of aspects relating to broader social benefit of a joint development, 
without retaining higher amounts of risk. Once again, land valuation 
must be considered robustly. However, as the State would also be likely 
to require private sector developers to fund and provide public assets 
within the precinct (whether open spaces, schools, trunk infrastructure, 
clinics or other social infrastructure) the State must also appropriately 
value the infrastructure developed by the private sector.

Incentives available for the State to offer to progress development  
in E-Gate could include stamp duty reductions or waivers of other 
bureaucratic requirements. As with offering any incentive to a specific 

Community Infrastructure
Open SpacesSchools
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industry or area, the State would need to ensure that incentives are 
targeted at developing the site in an appropriate manner, and could not 
be interpreted as a hand-out to a privileged few.

The difficulty in acquiring and assembling land is a major hindrance 
to urban consolidation in Melbourne. Limited land supply, long chains 
of title and speculative behaviour that has raised land prices are among 
some of the problems faced by 
developers. The State could consider 
increasing the scale of development, 
by extending the site west into 
VicTrack land. Increasing the size  
and configuration of the development 
site would permit more efficient 
development and construction  
scale economies.

Quarantine the risk:
If the State wished to retain an ownership interest in the project 

through a joint development, but the value of land contributed by the 
State to the venture was insufficient to fund construction (funded by the 
cash required to be contributed by the private sector partner), the joint 
development company could fund its cash requirements through special 
purpose borrowings. By raising debt within the project company, the 
partner’s equity could be kept constant over time, rather than one 
partner being diluted, but is likely to incur higher interest rates than 
central State debt.

If the State does not wish to retain an ownership interest in any 
element of the project, including any social infrastructure built by the 
private sector, it could enter into certificates of participation with private 
investors for the relevant assets, and obtain full access/operating rights. 
However, the public’s acceptance of full private ownership of core State 
property such as public schools and public hospitals is untested at  
this stage.

Make it a community hub:
E-Gate is likely to be a more attractive project to potential  

residents and businesses and gain wider community acceptance, if it 
contains a suitable element of public assets, whether open space or  
social infrastructure.

The State could reduce its costs of building and/or operating these 
assets through partnering with suitable not-for-profit organisations such 
as the YMCA for sporting/recreational facilities. As low-cost providers 
of community services, the inclusion of not-for-profits in the project is 
likely to increase property values, enhancing value to the State if they are 
also developing the wider project as a joint owner. If agreed far enough  
in advance, land that the State vends to a developer without retaining 
ongoing ownership is also likely to have an enhanced value. However 
under this model, the State will be reliant on a third party’s performance, 
with little control over their actions, for an extended period of time.

The limited control over ongoing performance can be mitigated 
through using a social impact bond, so that the not-for-profit (or other 
parties) has an incentive to achieve the State’s objectives. However, value 
for money for the State may be an ongoing question if it is likely that the 
not-for-profit would have performed the same role without State 
funding, through obtaining other sources of capital.

Capture value from nearby beneficiaries:
If sufficient amenities are built in the E-Gate precinct, whether retail, 

commercial or public assets, it is likely that the value of nearby properties 
such as in Docklands, would increase. Equity concepts would suggest 
that some of this value created by the State for other property owners 
should be captured by the State. Whether through new levies, special 
assessment districts, tax increment financing or a combination of these, 
the outcome would be similar. These funds could then be used to 
provide government contributions to the E-Gate development, or 
provide for further infrastructure development in the area. Once again, 
however, the issue of inequity arising from ‘double taxation’ would need 
to be addressed for this approach to be both consistent with 
contemporary principles of taxation and acceptable to the community.

It could be argued, however, that when the nearby land was 
originally sold by the State, such as to develop Docklands, the value 
obtained at that time already incorporated the value uplift associated 
with E-Gate or another similar project being developed to provide the 
amenities for Docklands, and that E-Gate is just fulfilling an existing 
expectation. If this were the case, then there is unlikely to be sufficient 
local support to implement these schemes.

The State could consider 
increasing the scale of 

development, by 
extending the site west  

into VicTrack land
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Significant 
rail 

safety risk
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5.5 Grade Separation Packaging

5.5.1 Project Description
Level crossings are one of the most significant rail safety risks 

on the Victorian rail network. With over 2,200 level crossings in the state, 
of which 177 are in metropolitan Melbourne, level crossings are seen  
as one of the causes of catastrophic road/rail accidents and congestion. 
With increasing delay and train movements comes a sense of increasing 
separation and declining amenity where railway lines pass through 
activity centres, bringing in an urban renewal dimension to level crossing 
policy formation. 

The cost of eliminating every 
level crossing in Melbourne 
through grade separation has 
been estimated to be around  
$38 billion. Currently, road 
congestion imposes costs of  
$3 billion per annum on 
Melbourne, and the costs of this 
are estimated to double by 2020.

To date, the Government has gone to market with the construction 
of two Level Crossing Removal Projects namely;

 – Mitcham Road and Rooks Road, Mitcham; and

 – Springvale Road, Springvale;

A further seven have gone to market for planning and 
preconstruction activities, namely;

 – Blackburn Road, Blackburn;

 – Burke Road, Glen Iris;

 – Main Road, St Albans; 

 – Mountain Highway and Scoresby Road, Bayswater; and

 – North Road, Ormond

Traditionally, these types of projects have been procured as 
stand-along programs of work. However, this approach has a number  
of downsides. These include the costs per grade separation project and 
commercial interest is more limited, reducing procurement options.

However, the planning and preconstruction for the Murrumbeena 
Level Crossing Removal Project is being procured as a package also 
including Poath, Grange and Koornang Road Level Crossings. This may 
address the scale problem.

In March of 2014, the State Government announced that the 
Dandenong corridor, which includes the Pakenham and Cranbourne 
lines, is to be a focal point of heavy rail investment. Comprising 25 new 
trains, new signalling, four level crossing removals, three station rebuilds 
and a new train maintenance depot, the project is the first under the 
government’s unsolicited proposals process.  

Key Features
 – Associated decongestion and safety benefits.

 – Efficiency gains and associated costs savings that could be 
obtained from packaging grade separation projects.

 – Economies of scale through packaging up individual grade 
separations may reduce the costs associated with planning, 
business case preparation and execution/delivery.

 – Net project size increases thereby increasing potential 
procurement options and economies.

 – Sequential grade separations could unlock larger land parcels and 
deliver better urban development outcomes increasing 
commercial interest levels.

 – Some grade separations that cannot be justified on an individual 
basis may be more viable when delivered as part of a package.

 – Progressing multiple works at one time on a single line can limit 
disruption or at least concentrate it into one time period.

The cost of eliminating every 
level crossing in Melbourne 

through grade separation has 
been estimated to be around 

$38 billion

http://www.vicroads.vic.gov.au/Home/RoadProjects/LevelCrossingRemovalProjects/Construction/MitchamLevelCrossingRemovals.htm
http://www.vicroads.vic.gov.au/Home/RoadProjects/LevelCrossingRemovalProjects/Construction/SpringvaleRoadGradeSeparationSpringvale.htm
http://www.vicroads.vic.gov.au/Home/RoadProjects/LevelCrossingRemovalProjects/Construction/SpringvaleRoadGradeSeparationSpringvale.htm
http://www.vicroads.vic.gov.au/Home/RoadProjects/LevelCrossingRemovalProjects/PlanningAndPreconstruction/BlackburnLevelCrossingRemoval.htm
http://www.vicroads.vic.gov.au/Home/RoadProjects/LevelCrossingRemovalProjects/PlanningAndPreconstruction/BurkeRoadLevelCrossingRemoval.htm
http://www.vicroads.vic.gov.au/Home/RoadProjects/LevelCrossingRemovalProjects/PlanningAndPreconstruction/BurkeRoadLevelCrossingRemoval.htm
http://www.vicroads.vic.gov.au/Home/RoadProjects/LevelCrossingRemovalProjects/PlanningAndPreconstruction/MainRoadStAlbans.htm
http://www.vicroads.vic.gov.au/Home/RoadProjects/LevelCrossingRemovalProjects/PlanningAndPreconstruction/BayswaterLevelCrossingRemovals.htm
http://www.vicroads.vic.gov.au/Home/RoadProjects/LevelCrossingRemovalProjects/PlanningAndPreconstruction/North+RoadOrmondRaillevelcrossingremoval.htm
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5.5.2 Applying Alternative Approaches
The table below shows the results of the mechanism assessment matrix for the grade separation projects.

Mechanism Lower NPC to 
government

Lower funding to 
government Commercial Viability State balance sheet impact State ratings impact Sustainability of 

funding source Public Benefit Equity and 
distributional impacts Verdict

State Government Focused

Special Purpose 
Borrowings

No, likely to increase 
given AAA state rating No Likely neutral Likely neutral Likely neutral Negative, requires a 

revenue source Possible risk quarantining Neutral Possibly appropriate

Capital Recycling Yes Likely yes
Likely improves through  

less funding and financing 
being required

Likely neutral – remove one asset 
and replace with another

Likely neutral – remove 
one asset and replace 

with another
High Likely neutral if  

structured correctly
Likely neutral if  

structured correctly Appropriate

Special Incentives Likely positive if 
structured correctly

Likely neutral if  
structured correctly

Likely positive if  
structured correctly

Likely neutral if  
structured correctly

Likely neutral if 
structured correctly High Likely neutral if  

structured correctly
Likely neutral if  

structured correctly Appropriate

Minimum Revenue 
Guarantee

Lower than self-
funding, higher than 
full private sector risk

Lower than self-funding, 
higher than full private 

sector risk

Improves private  
sector viability

May cause otherwise private  
road to reappear on State’s  

balance sheet

Likely positive over 
self-funding, negative 

over full private  
sector risk

High 
Positive, as non-beneficiaries 
would be funding less than if 
sole-funded by government

Positive, as non-beneficiaries 
would be funding less than if 
sole-funded by government

Possibly appropriate

Toll Equity Loan 
Agreement

Lower than self-
funding, higher than 
full private sector risk

Lower than self-funding, 
higher than full private 

sector risk

Improves private  
sector viability

May cause otherwise private  
road to reappear on State’s  

balance sheet

Likely positive over 
self-funding, negative 

over full private  
sector risk

High 
Positive, as non-beneficiaries 
would be funding less than if 
sole-funded by government

Positive, as non-beneficiaries 
would be funding less than if 
sole-funded by government

Possibly appropriate

Local Government Focused

Tax Increment 
Financing Potentially Potentially Potentially improves Likely neutral Likely neutral High Likely neutral Likely neutral if  

structured correctly Appropriate

Special Assessment 
Districts

Improves through 
additional revenue

Improves through 
additional revenue

Improves through  
additional revenue

Likely improve as additional 
source of funds 

Likely improve as 
additional source  

of funds 
High Neutral Positive equity, those  

who benefit, pay Appropriate

Any Government Level

Certificates of 
Participation

No, likely to increase 
given AAA state rating No Likely neutral Likely neutral Likely neutral Likely neutral Possible risk quarantining Neutral Unlikely to be appropriate

Joint Development 
Company Yes Yes 

Likely prohibitive 
construction costs relative  

to land value 
Likely neutral to positive Likely neutral to 

positive 
Negative, requires a 

revenue source Likely neutral to positive Neutral Unlikely to be appropriate

Commercial 
Developments Yes Yes 

Likely prohibitive 
construction costs relative  

to land value 
Likely neutral to positive Likely neutral to 

positive 
Negative, requires a 

revenue source Likely neutral to positive Neutral Unlikely to be appropriate

Any Government Level

Social Impact Bond No social impact, unless reducing broader network road congestion is an aim

Alternative User 
Charges Neutral Lowers direct  

funding required
Improves through  
additional revenue

Improves through  
additional revenue

Improves through 
additional revenue High Likely benefit based on 

beneficiary pays principle

Likely benefit based on 
beneficiary pays principle, 
although some individuals 
will be negatively affected

Appropriate

Not for Profits Hard to see a role for NFPs in road/rail projects
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Mechanism Lower NPC to 
government

Lower funding to 
government Commercial Viability State balance sheet impact State ratings impact Sustainability of 

funding source Public Benefit Equity and 
distributional impacts Verdict

State Government Focused

Special Purpose 
Borrowings

No, likely to increase 
given AAA state rating No Likely neutral Likely neutral Likely neutral Negative, requires a 

revenue source Possible risk quarantining Neutral Possibly appropriate

Capital Recycling Yes Likely yes
Likely improves through  

less funding and financing 
being required

Likely neutral – remove one asset 
and replace with another

Likely neutral – remove 
one asset and replace 

with another
High Likely neutral if  

structured correctly
Likely neutral if  

structured correctly Appropriate

Special Incentives Likely positive if 
structured correctly

Likely neutral if  
structured correctly

Likely positive if  
structured correctly

Likely neutral if  
structured correctly

Likely neutral if 
structured correctly High Likely neutral if  

structured correctly
Likely neutral if  

structured correctly Appropriate

Minimum Revenue 
Guarantee

Lower than self-
funding, higher than 
full private sector risk

Lower than self-funding, 
higher than full private 

sector risk

Improves private  
sector viability

May cause otherwise private  
road to reappear on State’s  

balance sheet

Likely positive over 
self-funding, negative 

over full private  
sector risk

High 
Positive, as non-beneficiaries 
would be funding less than if 
sole-funded by government

Positive, as non-beneficiaries 
would be funding less than if 
sole-funded by government

Possibly appropriate

Toll Equity Loan 
Agreement

Lower than self-
funding, higher than 
full private sector risk

Lower than self-funding, 
higher than full private 

sector risk

Improves private  
sector viability

May cause otherwise private  
road to reappear on State’s  

balance sheet

Likely positive over 
self-funding, negative 

over full private  
sector risk

High 
Positive, as non-beneficiaries 
would be funding less than if 
sole-funded by government

Positive, as non-beneficiaries 
would be funding less than if 
sole-funded by government

Possibly appropriate

Local Government Focused

Tax Increment 
Financing Potentially Potentially Potentially improves Likely neutral Likely neutral High Likely neutral Likely neutral if  

structured correctly Appropriate

Special Assessment 
Districts

Improves through 
additional revenue

Improves through 
additional revenue

Improves through  
additional revenue

Likely improve as additional 
source of funds 

Likely improve as 
additional source  

of funds 
High Neutral Positive equity, those  

who benefit, pay Appropriate

Any Government Level

Certificates of 
Participation

No, likely to increase 
given AAA state rating No Likely neutral Likely neutral Likely neutral Likely neutral Possible risk quarantining Neutral Unlikely to be appropriate

Joint Development 
Company Yes Yes 

Likely prohibitive 
construction costs relative  

to land value 
Likely neutral to positive Likely neutral to 

positive 
Negative, requires a 

revenue source Likely neutral to positive Neutral Unlikely to be appropriate

Commercial 
Developments Yes Yes 

Likely prohibitive 
construction costs relative  

to land value 
Likely neutral to positive Likely neutral to 

positive 
Negative, requires a 

revenue source Likely neutral to positive Neutral Unlikely to be appropriate

Any Government Level

Social Impact Bond No social impact, unless reducing broader network road congestion is an aim

Alternative User 
Charges Neutral Lowers direct  

funding required
Improves through  
additional revenue

Improves through  
additional revenue

Improves through 
additional revenue High Likely benefit based on 

beneficiary pays principle

Likely benefit based on 
beneficiary pays principle, 
although some individuals 
will be negatively affected

Appropriate

Not for Profits Hard to see a role for NFPs in road/rail projects
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Grade separation projects such as Springvale Road, in Nunawading, 
seem to have been fully funded through traditional government funding 
sources, and delivered through a standard contract structure. 

Reduce the funding task:
As with all the other reference projects, fundraising requirements 

can be reduced by the State recycling capital. As usual, consideration  
will need to be given to suitable local versus State significant assets.

Implement an alternative user pays system:
While not tested in this market, potential exists to charge road users, 

either through a congestion/network toll, or a single point toll at the 
point of the railway crossing. As seen with motorway toll-roads, users  
do value a reduction in congestion and increased convenience. This is 
particularly true for commercial vehicles, with businesses able to directly 
measure the increased productivity and reduced fuel costs, and likely to 
be supportive of paying some of this benefit away through tolls.

Partner with the private sector:
If there was likely to be sufficient revenue raised through a user  

pays system, the private sector may be willing to become involved in 
participating in the development. Given the untested nature of the  
user pays system for this type of asset, it is unlikely that there will be 
sufficient interest for the first series 
of packages. Interest could be 
enhanced through implementing  
a minimum revenue guarantee  
or TELA, which may “fall away”  
subject to certain hurdles being met.

Capture value from nearby beneficiaries:
Nearby residents and businesses will benefit from grade separation 

through reduced congestion, pollution and noise, better access to retail, 
etc. If this value can be sufficiently communicated to local residents and 
businesses, and related credible tax reforms undertaken, they may be 
supportive of further levies or rates to help pay for them, if presented as 
an “all or nothing” proposal. This may counter arguments that these are a 
normal road maintenance package that is most equitably funded through 
ordinary road funding, such as the indirect fuel and registration charges. 
Acceptability is also likely to be influenced by the level of any tolls that 
are set, as it is highly likely that most residents, who would benefit from 
the grade separation, are regular users of the road. The scheme could be 
implemented through any or all of a new levy, special assessment district 
or tax increment financing.

However, given the very local nature of the capture zone, this 
approach may not warrant the effort required to collect levies, as it is  
only likely to contribute a very small amount towards the cost of the 
infrastructure.

Other enhancements:
If sufficient rail track is placed underground, opportunities may exist 

to develop projects above the rail. Land could be sold or leased to private 
developers, with funds raised being used to fund future separation 
projects. Usually the additional costs of building over rail may depress 
available returns to an unacceptable level though, as most separations  
are not in the inner city where competing land values would make this 
viable, or are next to public open spaces where development is unlikely 
to be suitable (such as Royal Park). 

If sufficient rail track is 
placed underground, 

opportunities may exist 
to develop projects 

above the rail.

Grade separation projects suc
h as 

Springvale Road, Nunawading, s
eem to 

have been fully funded throug
h traditional 

government funding
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5.6 Existing Train Station 
Revitalisation

5.6.1 Project Description
In March of 2014, the State Government announced that land 

around ten stations would be sold and developed into apartments, 
offices and retail shops under a new station revitalisation program. 
Expressions of interest have been sought to develop the land around 
Jewell station in Brunswick and Hampton station, with Alphington to 
follow. Others stations earmarked for development over the next three 
to five years include Essendon, Windsor, West Footscray, Victoria Park, 
Watsonia, Ringwood and East Richmond.

Richmond Station Precinct has been defined in the Victorian 
Planning Scheme as: “a nodal interchange and the largest station outside 
the City Loop. The precinct represents a major opportunity to improve 
the amenity of the area and encourage more local use of the station”.  
The station is located 3.8kms from Melbourne’s CBD, has ten platforms 
connected by three subways, and is the junction of all of Melbourne’s 
eastern and south eastern rail lines.

The proposal is to build a deck 
over the station, with development 
“air rights” to be sold, for a 
20-storey residential and office 
tower. The cost of the deck is 
estimated at upwards of $600 
million. Two proposals for 13 storey 
residential towers in the immediate vicinity of Richmond Station  
were recently refused by Yarra Council. The Victorian Government  
has considered redeveloping Richmond Station, but the idea was 
previously shelved due to the cost. It is also worth noting that the retail 
area immediately adjacent to the station is quite depressed.

Key Features
 – Availability of developable land.

 – Medium to High Density with acceptable height limits.

 – Mix of land uses (residential, office, retail, leisure, education etc) 
within the catchment area.

 – Significant “footfall” during peaks, off-peaks and weekends  
to support business trade.

The Victorian Government 
has considered redeveloping 
Richmond Station, but the 
idea was previously shelved 

due to the cost



Finding $50B

Page 56

5.6.2 Applying Alternative Approaches
The table below shows the results of the mechanism assessment matrix for train station redevelopments.

Mechanism Lower NPC to 
government

Lower funding to 
government Commercial Viability State balance sheet impact State ratings impact

Sustainability 
of funding 

source
Public Benefit Equity and distributional 

impacts Verdict

State Government Focused

Special Purpose 
Borrowings

No, likely to increase 
given AAA state rating No Likely neutral Likely neutral Likely neutral Likely neutral Possible risk quarantining  Neutral Possibly appropriate

Capital Recycling Yes Likely yes
Likely improves through  

less funding and financing 
being required

Likely neutral – remove one asset 
and replace with another

Likely neutral – remove 
one asset and replace  

with another
High Likely neutral if  

structured correctly
Likely neutral if  

structured correctly Appropriate

Special Incentives Likely positive if 
structured correctly

Likely neutral if  
structured correctly

Likely positive if  
structured correctly

Likely neutral if  
structured correctly

Likely neutral if  
structured correctly High  Likely neutral if  

structured correctly
Likely neutral if  

structured correctly Appropriate

Minimum Revenue 
Guarantee

Lower than self-
funding, higher than 
full private sector risk

Lower than self-funding, 
higher than full private 

sector risk

Improves private  
sector viability

May cause otherwise private  
road to reappear on State’s  

balance sheet

Likely positive over 
self-funding, negative over 

full private sector risk
High 

Positive, as non-beneficiaries 
would be funding less than if 
sole-funded by government

Positive, as non-beneficiaries 
would be funding less than if 
sole-funded by government

Unlikely to be appropriate

Toll Equity Loan 
Agreement

Lower than self-
funding, higher than 
full private sector risk

Lower than self-funding, 
higher than full private 

sector risk

 Improves private  
sector viability

May cause otherwise private  
road to reappear on State’s  

balance sheet

Likely positive over 
self-funding, negative over 

full private sector risk
High 

Positive, as non-beneficiaries 
would be funding less than if 
sole-funded by government

Positive, as non-beneficiaries 
would be funding less than if 
sole-funded by government

Unlikely to be appropriate

Local Government Focused

Tax Increment 
Financing Potentially Potentially  Potentially improves Likely neutral  Likely neutral High Likely neutral Likely neutral if  

structured correctly Possibly appropriate

Special Assessment 
Districts

Improves through 
additional revenue

Improves through 
additional revenue

Improves through  
additional revenue

Likely improve as additional 
source of funds 

Likely improve as 
additional source of funds  High  Neutral

Negative to neutral – 
problems with assessing  

who in local area benefits 
purely through provision 

rather than use

Possibly appropriate

Any Government Level

Certificates of 
Participation

No, likely to increase 
given AAA state rating No Likely neutral Likely neutral Likely neutral Likely neutral Possible risk quarantining  Neutral Appropriate

Joint Development 
Company Yes Yes Potentially positive,  

or neutral
Likely more positive than 

sole-funding development 
Likely more positive than 

sole-funding development  Neutral  Neutral Neutral Appropriate

Commercial 
Developments Yes Yes Potentially positive,  

or neutral
Likely more positive than 

sole-funding development 
Likely more positive than 

sole-funding development  Neutral  Neutral Neutral Appropriate

Any Government Level

Social Impact Bond Any broader social impact of redevelopment is unlikely  Unlikely to be appropriate

Alternative User 
Charges Neutral  Lowers direct  

funding required
Improves through  
additional revenue

Improves through  
additional revenue

Improves through 
additional revenue High  Likely benefit based on 

beneficiary pays principle
Likely benefit based on 

beneficiary pays principle Unlikely to be appropriate

Not for Profits Hard to see a role for NFPs in these projects Unlikely to be appropriate
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Mechanism Lower NPC to 
government

Lower funding to 
government Commercial Viability State balance sheet impact State ratings impact

Sustainability 
of funding 

source
Public Benefit Equity and distributional 

impacts Verdict

State Government Focused

Special Purpose 
Borrowings

No, likely to increase 
given AAA state rating No Likely neutral Likely neutral Likely neutral Likely neutral Possible risk quarantining  Neutral Possibly appropriate

Capital Recycling Yes Likely yes
Likely improves through  

less funding and financing 
being required

Likely neutral – remove one asset 
and replace with another

Likely neutral – remove 
one asset and replace  

with another
High Likely neutral if  

structured correctly
Likely neutral if  

structured correctly Appropriate

Special Incentives Likely positive if 
structured correctly

Likely neutral if  
structured correctly

Likely positive if  
structured correctly

Likely neutral if  
structured correctly

Likely neutral if  
structured correctly High  Likely neutral if  

structured correctly
Likely neutral if  

structured correctly Appropriate

Minimum Revenue 
Guarantee

Lower than self-
funding, higher than 
full private sector risk

Lower than self-funding, 
higher than full private 

sector risk

Improves private  
sector viability

May cause otherwise private  
road to reappear on State’s  

balance sheet

Likely positive over 
self-funding, negative over 

full private sector risk
High 

Positive, as non-beneficiaries 
would be funding less than if 
sole-funded by government

Positive, as non-beneficiaries 
would be funding less than if 
sole-funded by government

Unlikely to be appropriate

Toll Equity Loan 
Agreement

Lower than self-
funding, higher than 
full private sector risk

Lower than self-funding, 
higher than full private 

sector risk

 Improves private  
sector viability

May cause otherwise private  
road to reappear on State’s  

balance sheet

Likely positive over 
self-funding, negative over 

full private sector risk
High 

Positive, as non-beneficiaries 
would be funding less than if 
sole-funded by government

Positive, as non-beneficiaries 
would be funding less than if 
sole-funded by government

Unlikely to be appropriate

Local Government Focused

Tax Increment 
Financing Potentially Potentially  Potentially improves Likely neutral  Likely neutral High Likely neutral Likely neutral if  

structured correctly Possibly appropriate

Special Assessment 
Districts

Improves through 
additional revenue

Improves through 
additional revenue

Improves through  
additional revenue

Likely improve as additional 
source of funds 

Likely improve as 
additional source of funds  High  Neutral

Negative to neutral – 
problems with assessing  

who in local area benefits 
purely through provision 

rather than use

Possibly appropriate

Any Government Level

Certificates of 
Participation

No, likely to increase 
given AAA state rating No Likely neutral Likely neutral Likely neutral Likely neutral Possible risk quarantining  Neutral Appropriate

Joint Development 
Company Yes Yes Potentially positive,  

or neutral
Likely more positive than 

sole-funding development 
Likely more positive than 

sole-funding development  Neutral  Neutral Neutral Appropriate

Commercial 
Developments Yes Yes Potentially positive,  

or neutral
Likely more positive than 

sole-funding development 
Likely more positive than 

sole-funding development  Neutral  Neutral Neutral Appropriate

Any Government Level

Social Impact Bond Any broader social impact of redevelopment is unlikely  Unlikely to be appropriate

Alternative User 
Charges Neutral  Lowers direct  

funding required
Improves through  
additional revenue

Improves through  
additional revenue

Improves through 
additional revenue High  Likely benefit based on 

beneficiary pays principle
Likely benefit based on 

beneficiary pays principle Unlikely to be appropriate

Not for Profits Hard to see a role for NFPs in these projects Unlikely to be appropriate
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Unlike more densely populated cities internationally, train station 
redevelopments in Melbourne have traditionally been undertaken on  
a standalone basis, with little integration into a surrounding precinct. 
With inner city land becoming more scarce, Victorian authorities and 
interstate counterparts are investigating mixed-use redevelopments of 
rail corridors. These include Glen Waverley (Melbourne, currently under 
construction), various locations in Sydney such as St Leonards and 
Chatswood, and Milton (Brisbane, currently under construction).

Building over rail presents a series of technical challenges, which can 
add significantly to the cost. This tends to make these developments 
financially viable only in areas where land is particularly scarce and 
valuable, hence their pervasiveness in cities such as Hong Kong.  It is 
therefore unlikely that air rights developments would be financially 
viable in Melbourne in the short-term, apart from significant sites in 
close proximity to the CBD, such as Federation Square East.

Reduce the funding task:
As with all the other reference projects, fundraising requirements 

can be reduced by the State recycling capital.
If the State desired to have the station asset and funding off balance 

sheet, certificates of participation could potentially be pursued with a 
suitable lease term to achieve the State’s balance sheet aims. Investors  
are likely to find these attractive, as they would be funding a critical 
transport hub, with the security of a State payment obligation. This is 
only a partial solution, as the certificates of participation would only 
apply to the core station infrastructure, rather than the whole of the 
mixed-use development.

Partner with the private sector:
As the potential redevelopment sites are generally in locations with 

high residential and commercial demand, private sector developers are 
likely to find participation an attractive proposition, subject to being able 
to adequately control construction risk. The State is likely to have the 
option of pursuing these projects as either a joint venture party (and 
contributing land to the venture to obtain its shareholding), or solely 
through granting commercial development rights with no-cost land sales 
leading to the station redevelopments (and possibly other associated 
public assets) being largely funded by the private sector proponent. 
Pursuing either of these methods is unlikely to impose significant 
negative consequences on the State.

Possible incentives could include 
stamp duty and permit relaxations, 
which would both be attractive to the 
private sector. As with any incentive, 
equity issues could arise if the 
incentives do not have a sufficient 
nexus with the development, or are 
only available to a select group.

Assess other value capture opportunities:
Depending on what physical form the station redevelopment takes, 

capturing external value may be more problematic than for a road. This  
is because the question of who benefits from the development would be 
unclear. Nearby residents may benefit from an upgraded station, but 
given Richmond station’s role as an interchange hub (for example), the 
main beneficiaries may actually be commuters from other regions, rather 
than just locals. Nearby businesses may benefit from the station being a 
more attractive destination and creating increased customer flow, but 
correspondingly, may face a detriment through increased retail/
commercial competition within the redevelopment itself. Incoming 
residents/tenants in the redeveloped station precinct would likely be 
unwilling to pay higher rates/taxes, as their value would have been 
incorporated within the land values at point of sale.

Alternative user charging models:
Public transport is currently funded by government contributions 

and ticketing revenue. Through modifications to Myki fares, potential 
exists to increase ticketing revenue, either through a general price 
increase, or through a special levy on fares that start or end at an 
upgraded station. There may be system implementation issues and  
the benefit would have to match the entity paying the increment.

Possible incentives 
could include stamp 

duty and permit 
relaxations
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5.7 Activity Centre Infrastructure 
Upgrades

5.7.1 Project Description
Activities areas are touted to be the focus of major urban 

change over the next 30 years. They are areas that encourage 
development to foster more sustainable and vibrant communities. 

The Victorian Government is seeking to increase the concentration 
of activities in metropolitan Melbourne within a network of activities 
areas, both existing and planned. This network will comprise a range  
of activities areas that differ in size and function and are connected by 
public transport. Catchments of these activities areas may overlap, 
allowing as many people as possible the maximum choice in services, 
employment and social interaction.

Plan Melbourne has provided a rationale for Metropolitan Activity 
Centres: “To maximise access to goods and services in a limited number 
of major centres with good public transport networks. These centres will 
play a major service delivery role, including government health, justice, 
education and services, providing a diverse range of jobs, activities and 
housing for a substantial catchment”.

The following are the existing and emerging Metropolitan Activity 
Centres identified:

 – Dandenong

 – Footscray

 – Fountain Gate/Narre Warren

 – Epping

 – Sunshine

 – Ringwood

 – Broadmeadows

 – Box Hill

 – Frankston

 – La Trobe (Emerging)

 – Sunshine (Emerging)

 – Werribee East (Emerging)

Key Features
 – Good access to Public Transport providing a large population 

catchment area and supporting social inclusion.

 – Significant population catchment area by walking and cycling.

 – Availability of developable land.

 – Cost effective delivery of services through “mini-centralisation.”

 – Reduction of the requirement for sub-scale infrastructure 
development in a high number of locations.

Emerging Metropolitan Activity Centres

Dandenong

Footscray

Fountain Gate 
Narre Warren

Epping

Ringwood

Broadmeadows

Box Hill

Frankston

Sunshine

Werribee East
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5.7.2 Applying Alternative Approaches
The table below shows the results of the mechanism assessment matrix for activity centre developments.

Mechanism Lower NPC to 
government

Lower funding to 
government Commercial Viability State balance sheet 

impact State ratings impact Sustainability of 
funding source Public Benefit Equity and distributional 

impacts Verdict

State Government Focused

Special Purpose 
Borrowings

No, likely to increase given 
AAA state rating No Likely neutral Likely neutral Likely neutral Likely neutral Possible risk quarantining  Neutral Possibly appropriate

Capital Recycling Yes Likely yes
Likely improves through 

less funding and financing 
being required

Likely neutral – remove 
one asset and replace with 

another

Likely neutral – remove one 
asset and replace with another High Likely neutral if  

structured correctly
Likely neutral if  

structured correctly Appropriate

Special Assessment 
Districts

Improves through  
additional revenue

Improves through 
additional revenue

Improves through 
additional revenue

Likely improve as 
additional source of funds 

Likely improve as additional 
source of funds  High  Neutral Positive equity, those  

who benefit, pay  Appropriate

Minimum Revenue 
Guarantee

Lower than self-funding, 
higher than full private 

sector risk

Lower than self-funding, 
higher than full private 

sector risk

Improves private  
sector viability

May cause otherwise 
private road to reappear on 

State’s balance sheet. 

Likely positive over self-
funding, negative over full 

private sector risk
High 

Positive, as non-beneficiaries 
would be funding less than if 
sole-funded by government

Positive, as non-beneficiaries 
would be funding less than if 
sole-funded by government

Appropriate

Toll Equity Loan 
Agreement

Lower than self-funding, 
higher than full private 

sector risk

Lower than self-funding, 
higher than full private 

sector risk

Improves private  
sector viability

May cause otherwise 
private road to reappear on 

State’s balance sheet. 

Likely positive over self-
funding, negative over full 

private sector risk
High 

Positive, as non-beneficiaries 
would be funding less than if 
sole-funded by government

Positive, as non-beneficiaries 
would be funding less than if 
sole-funded by government

Unlikely to be 
appropriate

Local Government Focused

Tax Increment 
Financing Potentially Potentially  Potentially improves Likely neutral  Likely neutral High Likely neutral Likely neutral if  

structured correctly Appropriate

Special Incentives Likely positive if  
structured correctly

Likely neutral if  
structured correctly

Likely positive if 
structured correctly

Likely neutral if  
structured correctly

Likely neutral if  
structured correctly High  Likely neutral if  

structured correctly
Likely neutral if  

structured correctly Appropriate

Any Government Level

Certificates of 
Participation

No, likely to increase given 
AAA state rating No Likely neutral Likely neutral Likely neutral Likely neutral Possible risk quarantining  Neutral Appropriate

Joint Development 
Company Yes Yes Potentially positive,  

or neutral
Likely more positive than 

sole-funding development 
Likely more positive than 

sole-funding development  Neutral  Neutral Neutral Appropriate

Commercial 
Developments Yes Yes Potentially positive,  

or neutral
Likely more positive than 

sole-funding development 
Likely more positive than 

sole-funding development  Neutral  Neutral Neutral Appropriate

Any Government Level - Funding

Social Impact Bond Lower Likely lower Neutral Likely positive Likely neutral to positive Neutral Potentially positive, as outcomes 
will be measured rigorously Likely neutral  Appropriate

Alternative User 
Charges Without knowing what is to be constructed, hard to establish whether any alternative user charge models are viable  Unlikely to be 

appropriate

Not for Profits  Lower Likely lower Neutral Likely positive Likely neutral to positive Likely negative Potentially positive, local 
community more involved Likely neutral to positive Appropriate
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Mechanism Lower NPC to 
government

Lower funding to 
government Commercial Viability State balance sheet 

impact State ratings impact Sustainability of 
funding source Public Benefit Equity and distributional 

impacts Verdict

State Government Focused

Special Purpose 
Borrowings

No, likely to increase given 
AAA state rating No Likely neutral Likely neutral Likely neutral Likely neutral Possible risk quarantining  Neutral Possibly appropriate

Capital Recycling Yes Likely yes
Likely improves through 

less funding and financing 
being required

Likely neutral – remove 
one asset and replace with 

another

Likely neutral – remove one 
asset and replace with another High Likely neutral if  

structured correctly
Likely neutral if  

structured correctly Appropriate

Special Assessment 
Districts

Improves through  
additional revenue

Improves through 
additional revenue

Improves through 
additional revenue

Likely improve as 
additional source of funds 

Likely improve as additional 
source of funds  High  Neutral Positive equity, those  

who benefit, pay  Appropriate

Minimum Revenue 
Guarantee

Lower than self-funding, 
higher than full private 

sector risk

Lower than self-funding, 
higher than full private 

sector risk

Improves private  
sector viability

May cause otherwise 
private road to reappear on 

State’s balance sheet. 

Likely positive over self-
funding, negative over full 

private sector risk
High 

Positive, as non-beneficiaries 
would be funding less than if 
sole-funded by government

Positive, as non-beneficiaries 
would be funding less than if 
sole-funded by government

Appropriate

Toll Equity Loan 
Agreement

Lower than self-funding, 
higher than full private 

sector risk

Lower than self-funding, 
higher than full private 

sector risk

Improves private  
sector viability

May cause otherwise 
private road to reappear on 

State’s balance sheet. 

Likely positive over self-
funding, negative over full 

private sector risk
High 

Positive, as non-beneficiaries 
would be funding less than if 
sole-funded by government

Positive, as non-beneficiaries 
would be funding less than if 
sole-funded by government

Unlikely to be 
appropriate

Local Government Focused

Tax Increment 
Financing Potentially Potentially  Potentially improves Likely neutral  Likely neutral High Likely neutral Likely neutral if  

structured correctly Appropriate

Special Incentives Likely positive if  
structured correctly

Likely neutral if  
structured correctly

Likely positive if 
structured correctly

Likely neutral if  
structured correctly

Likely neutral if  
structured correctly High  Likely neutral if  

structured correctly
Likely neutral if  

structured correctly Appropriate

Any Government Level

Certificates of 
Participation

No, likely to increase given 
AAA state rating No Likely neutral Likely neutral Likely neutral Likely neutral Possible risk quarantining  Neutral Appropriate

Joint Development 
Company Yes Yes Potentially positive,  

or neutral
Likely more positive than 

sole-funding development 
Likely more positive than 

sole-funding development  Neutral  Neutral Neutral Appropriate

Commercial 
Developments Yes Yes Potentially positive,  

or neutral
Likely more positive than 

sole-funding development 
Likely more positive than 

sole-funding development  Neutral  Neutral Neutral Appropriate

Any Government Level - Funding

Social Impact Bond Lower Likely lower Neutral Likely positive Likely neutral to positive Neutral Potentially positive, as outcomes 
will be measured rigorously Likely neutral  Appropriate

Alternative User 
Charges Without knowing what is to be constructed, hard to establish whether any alternative user charge models are viable  Unlikely to be 

appropriate

Not for Profits  Lower Likely lower Neutral Likely positive Likely neutral to positive Likely negative Potentially positive, local 
community more involved Likely neutral to positive Appropriate
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Options exist to incorporate new kindergartens, schools, child care, 
etc into new residential and mixed use developments (which are usually 
uneconomical for the developer), instead of the typical retail/
commercial/residential mix.

Vertical school and kindergarten facilities have been successfully 
delivered in densely populated locations. Vertical schools are currently 
being discussed in North Melbourne, South Melbourne and Docklands, 
and seem to be obtaining community and government support. In some 
cases, developers have proposed the schools, in return for permission to 
increase residential density or building height.

Reduce the funding task:
Although of a small scale when considered as individual projects, if 

sufficient activity centre upgrades are to occur over the short to medium 
term, there is likely to be sufficient public support to recycle capital from 
an existing asset of State (such as Port of Melbourne), as funds raised 
would be shared around localities, with high numbers of residents and 
businesses benefiting. 

If the State desired the assets and funding to be off balance sheet, 
certificates of participation could potentially be pursued. Investors are 
likely to find these attractive, as they would be funding important local 
assets. Wider public support of private ownership of core public services 
of this nature is however untested and unknown.

Partner with the private sector:
If the State owned sufficient land assets (or could acquire them, 

compulsorily or otherwise), a joint development may be possible, or the 
State could grant commercial development rights, and sell or lease the 
land to a private developer in return for the developer funding activity 
centre upgrades and providing trunk or common social infrastructure. 
For example, an existing hospital may be able to be upgraded by a private 
developer in return for commercial opportunities, such as building 
accommodation or retail facilities, or a public and private hospital could 
be co-located. The State can choose how to work with the private sector 
to both appropriately manage its construction risk exposure, but also  
to see desired infrastructure built in suitable timeframes. As with other 
developments of this nature, careful consideration would need to be 
given to ensuring that windfall gains do not accrue to the private sector 
developer in an unbalanced way.

Possible incentives could include stamp duty and permit relaxations, 
which would both be attractive to the private sector. As with any incentive, 
equity issues could arise if the incentives do not have a sufficient nexus 
with the development, or are only available to a select group.

Capture value from nearby beneficiaries:
If amenity is sufficiently enhanced by the activity centre upgrade, 

whether retail, commercial or public assets, it is likely that the value of 
nearby properties would increase – residents through the value of the 
infrastructure itself, and businesses through higher customer throughput. 
Equity principles would suggest that some of this value created by the 
State for other property owners could be captured by the State. Whether 
through levies, special assessment districts, tax increment financing or  
a combination, the outcome would be similar. These funds could then  
be used to provide further government contributions to upgrades, or 
provide for further infrastructure development in the area.

However, if the project involves upgrading existing (but potentially 
rundown) services, rather than providing new services in the area, 
residents/businesses may object through the belief that the service 
upgrade should just be funded from the State’s operating account, rather 
than capital account, again as a requirement of equitable treatment. 
Equity principles would suggest that the residents/businesses should 
have access to similar quality infrastructure as other locations, which in 
most cases were probably funded through State consolidated revenue, 
rather than special levies.

Assess risk transfer:
For new services, where demand is untested, private sector operators 

may be unwilling to take full demand risk, as is currently the case in the 
market for greenfield toll roads. Some of the private sector risk could be 
mitigated through a minimum revenue guarantee or a toll equity loan 
agreement. If the infrastructure in question was education or child-care 
related, this is likely to be looked upon reasonably favourable by the 
community on the basis of perceived equity, as the State would be 
exerting some influence on the child numbers achieved through 
controlling numbers at other nearby public education institutions. If these 
measures were used for retail operations, public support would be unlikely, 
as despite arguably enhancing the activity centre, retail operations are 
typically seen as private sector risk, and not something the State should  
be involved in.
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As with the other project classes, development risk could be 
quarantined through special purpose borrowings. However given the small 
scale of individual developments, this may not represent value for money.

Involve the community:
The involvement of not-for-profits such as cooperative childcare 

organisations, pre-school and school management associations in the 
development and ongoing operation of the activity centres is likely to 
enhance community support for the projects. Inclusion of these entities 
can serve to reduce the State’s upfront and ongoing financial 
commitments, as these entities are likely to have access to philanthropic 
pools of funds that the State does not, and this can potentially remove 
the asset from the State’s balance sheet as well. The government can 
retain sufficient control over ongoing operations through regulation, 
such as that applying to the childcare and education sectors, where 
various levels of government are also significant providers of funding.

For certain desired social infrastructure developments in the activity 
centres, the use of social impact bonds may be appropriate. This could 
include preventative health services (the bond return being subject to 
achievement of comparative health measures such as obesity or 
hospitalisation levels) and education outcomes (reading, maths and 
other scores, attendance levels, 
etc). Given that social impact 
bonds are a relatively new 
concept in this country, 
community support would have 
to be courted, over an extended 
initial period, for these to be 
successful.

5.8 The economic benefits of 
alternative funding and  
financing mechanisms
Increased private investment in infrastructure has the  

potential to significantly increase Victoria’s public infrastructure stock 
with a consequential positive impact on the State economy. The 
implementation of alternative funding and financing mechanisms to 
deliver these projects could lead to additional infrastructure investment 

of around $33.5 billion to 2038, contributing 14,000 additional jobs to 
the economy each year and boosting gross state product by between 
$80.5 and $115 billion over that time.

This estimate assumes continuing government spending of 1.3 per 
cent of annual Gross State Product (GSP) on public infrastructure and 
an annual GSP growth rate of 2.75 per cent. The reference projects are 
estimated to be worth around $37.15 billion – $33.5 billion being for 
177 level crossing upgrades and North East Link and the balance for 12 
train station revitalisations ($1.85 billion), ten activity centre upgrades 
($0.3 billion) and E-gate ($1.5 billion). 

An employment multiplier of 4,000 direct jobs and 6,000 indirect 
jobs was assumed for every $1 billion of infrastructure investment. An 
output elasticity range of 0.07 to 0.10 percentage points for every one 
percentage point increase in public capital stock was applied to an 
estimated stock equivalent to 35 percentage points of 2014 Gross State 
Product. Only economic infrastructure (i.e. North East Link and grade 
separations) were considered to be additive to GSP. North East Link 
construction is assumed to occur from 2016 to 2021. Grade separation 
packages are assumed to each take two years, and occur for the full 
forecast period. This does not mean to imply that the other three 
reference projects are not beneficial, just that they provide wider social 
benefits rather than economic benefits as measured by GSP.

Base case forecasts (excluding any reference projects) show GSP 
increasing to around $643 billion by 2038, with a per capita GSP of 
around $86,000. Increased infrastructure investment (i.e. The North East 
Link and grade separations) enabled through alternative funding and 
financing would boost public fixed capital stock to over 46 per cent of 
annual GSP. This increase in fixed capital stock could contribute to uplift 
in growth from a forecast of 2.75 per cent to between 2.80 per cent and 
2.83 per cent, which equates to an increase in aggregate GSP of between 
$80.5 and $115.0 billion to 2038.

Given that social impact 
bonds are a relatively new 

concept in this country, 
community support would 

have to be courted
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6.1 Barriers to adoption
Implementation of alternative funding mechanisms, and even 

final definition of the approaches to the reference projects, requires 
further steps. The further barriers to adoption need to be defined and  
a program of actions to resolve these established. Many of these feed  
into the prime need to get all stakeholders and those impacted by these 
approaches to support the initiatives. To achieve this, the form of these 
initiatives has to be fully detailed so the impacts can be presented in 
detail. Ultimately, this leads to stakeholder buy-in and a reduction of  
any political impact. 

Financial Market Barriers 
The response of financial markets to alternative financing and 

funding mechanisms is governed by a much different agenda to that of 
government, or indeed to developers and equity sponsors (who are 
effectively the clients of the providers of financial intermediation). 
Responses by financial market participants will be dependent on:

 – Money supply and the availability of alternative investments at lower 
risk, in alternative assets or alternate jurisdictions;

 – Other than such instruments as Social Impact Bonds and the 
engagement of not-for-profits, the finance world is generally 
immune to the social benefits and productivity improvements  
that stimulate government;

 – Institutional understanding of the asset class and ability and 
willingness to assess the risks and devote the time needed to do this;

 – Liquidity and the ability to trade out of exposures;

 – Complexity of interface risk between participants;

 – Complexity of structure, and the work effort required to bring it  
to contractual close;

 – The potential pipeline of like transactions that justifies developing  
a capacity and expertise; and

 – Exposure to change in law and policy risk, especially where tax based 
and exposure exists to changes in taxation regulations.

Currently, Australia is viewed as a stable and low risk credit 
destination and this is coupled with a fairly high money supply, in part 
due to stimulatory and quantitative easing exercises by governments, 
feeding through to financial market strength. Australian institutions are 
beginning to understand the benefits of long-term annuity incomes to 
match liabilities, compared to the “fickleness” of the trading markets in 
trying to manage a long term return based on short term instruments 
responding to unpredictable market movements. For example, Canadian 
funds and capital markets have been more willing to realise this for some 
years and operate under advantageous circumstances that, make their 
large superannuation industry funds very competitive in Australia. 
Equity investors, especially in managed funds, have been in search of 
yield for the last 18 months after a prolonged period of quarantining 
funds in safe haven but low yielding investments. “Yield” means a search 
for risk, or at least an arbitrage on competing views of risk pricing.

It is crucial that the financeability of the models and the generic 
projects are tested with financial market 
investors early in the piece to get their 
input and to understand their appetite. 
It is also important that the volume of 
like deals and the adoption of these 
structures is of a critical mass in terms 
of quantum. 

6 BARRIERS TO 
ADOPTION 
AND THE WAY 
FORWARD 

Barriers to adoption of alternative funding and financing can be attributed to norms 
and mindsets about the role of government and the private sector in infrastructure 
markets, while others relate to the economic or technical characteristics of specific 
infrastructure classes. By identifying these closely, progress can be made towards 
implementing viable models.

It is crucial that the 
financeability of the 

models and the generic 
projects is tested with 

financial market 
investors early
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Further, government should take the time and invests the effort to 
produce efficient and commercial processes and project documentation. 
For example, simple analysis and initial research suggest that, other than 
very inner city locations in Melbourne, it is unlikely that air rights 
developments over rail corridors and stations will be financeable. The 
cost of the structures required can often outweigh the cost of adjacent 
land and the rezoning involved (if necessary).

Unless these actions are taken, it will be hard in this environment to 
engage the private sector in participating in new forms of infrastructure 
funding and financing.

 Goal misalignment between the public and  
private sectors

It is not common to be able to find a platform where the State and 
the private sector fully understand the other’s requirements of an 
investment and development. There is also a tendency for government 
to change its position over time whether that be due to policy change or 
government change. Concepts for raising additional finance may not 
necessarily be quarantined from balance sheet and have as negative an 
effect as the government borrowing directly. Well-intentioned views by 
government of what the developer market, local communities or the 
financial investors are looking for and willing to undertake, are also not 
always in alignment. There is a tendency to see private finance as a “pot of 
gold” and to forget that the private sector has a profit motive and cannot 
afford to make material losses or it ceases to exist. There is no concept of 
a deficit in the private sector. 

The public is intrinsically interested in the benefits of infrastructure 
that it can see and touch. The commercial sector is interested in cutting 
costs, driving profits and bringing markets closer. Any new models need 
to have proponents of all these stakeholder areas as advocates or they are 
unlikely to not succeed. The more esoteric funding mechanisms, based 
on the benefits principle in particular, need the market participants 
brought along to understand the model.

 Infrastructure investment decisions and  
political risk

There is arguably insufficient transparency and clear policy and 
decision rules in relation to government infrastructure investments.   
This has led to a tendency of both governments and oppositions to use 
infrastructure as a political instrument, which does not always facilitate a 
consistent and long-term infrastructure pipeline and creates uncertainty 
around government priorities and commitments.

In Australia generally, politicians have initiated projects of less than 
optimal value (from a broad social and economic perspective) for 
reasons that may not align with policy optimally. Recent experiences in 
Victoria have shown that major infrastructure projects can be subject to 
cancellation or major change following a change of government, which 
increases the private sector’s perceptions of political risk when assessing 
future infrastructure investment opportunities.   

In the past, some significant projects have been approved with 
limited scrutiny as to whether those investments were worthy of public 
funding. Opaque or inaccurate accounts of the costs and benefits of 
infrastructure investments create problems of accountability for those 
who spend money on behalf of voters and taxpayers, and possible 
resource allocation distortions if alternatives, including private sector 
alternatives, might have delivered better and more efficient outcomes.

The challenge of implementing change 
The benefits of implementing alternative funding and financing 

mechanisms to facilitate greater infrastructure investment in Victoria are 
considerable; however, taking new courses of action is also a significant 
challenge for governments.  The adversarial nature of Australia’s political 
system makes it difficult for governments to implement change. 

To the extent that alternative funding and financing mechanisms 
might be both feasible and desirable in the long term, it can be difficult to 
achieve the political alignment necessary to enable their implementation. 
The introduction of funding approaches that leverage user and 
beneficiary pays mechanisms by one party might provide an opposing 
party with an opportunity to run a negative ‘campaign’ by labelling these 
mechanisms as another form of unreasonable taxation. 

Unless these ac
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is not consistently available. There can also be a tendency to compensate 
with an over-emphasis on legal, contractual and probity issues,  
which can reduce the effectiveness of engagement with industry  
and stakeholders.

Competencies and skills, 
whether internally or externally 
sourced, are one part of overall 
organisational capability. Deficiencies 
in structure and systems can also 
cause difficulties in successful planning 
and execution of major infrastructure projects. There is also a need to 
respond to the increasingly complex external influences on government 
and reduce reliance on systems and procedures, which can undermine 
analytical, problem solving and decision-making flexibility. 

Agency problems in the public sector
High levels of interest in public policy can dominate public service, 

bringing with it ideals of what constitutes good public policy and the 
appropriate means to pursue socially desirable results.  

Victoria has, in the past, had to contend with significant principal-
agent problems within the public sector, most notably the Melbourne 
and Metropolitan Board of Works (MMWB), which presided over  
vast capital budgets and wielded great power across Melbourne. More 
recently, the New South Wales government merged the Roads and 
Traffic Authority with NSW Maritime to form NSW Roads and 
Maritime Services to unify budgets and programs.

Given that the private sector’s pursuit of profit can run contrary  
to the public sector’s pursuit of socially desirable outcomes, the  
private financing of public assets has the potential to conflict with 
prevailing values within the public sector and give rise to agency 
problems. The agency problem can be exacerbated if the public sector 
perceives that private involvement in infrastructure will have an impact 
on employment, departmental budgets and individual and 
organisational control. 

Some of the negative effects that have occurred as a consequence  
of privatisation have also lessened the public sector’s willingness to 
“experiment” with alternative funding and provision arrangements. 

While campaigning requires politicians to focus on principles, 
governing requires compromise. The public wants (and needs) 
bipartisan solutions to address Victoria’s most pressing social and 
economic challenges.  The overarching challenge of supporting  
growth and maintaining liveability by addressing the State’s growing 
infrastructure task should serve as a basis for building bipartisan support.

Public sector skills and competencies
Government can lack the range of financial, commercial and 

technical skills and competencies, and resource capacity, to achieve 
desirable outcomes on major public infrastructure projects. The 
deterioration of capacity in some areas is a consequence of reductions  
in staff numbers, development and training. This can contribute to  
a deficiency in the acquisition, retention and transfer of knowledge 
essential for the public sector to successfully perform its duties. 

Because public sector commercial skills are sometimes not as 
comprehensive as private sector counterparts, they are frequently 
compelled to rely on private consultants and contractors, but the 
acumen required to specify, procure and manage projects efficiently  

Competencies and skills, 
whether internally or externally 
sourced, are one part of overall 

organisational capability
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The public’s willingness and ability to pay
Most of the funding mechanisms presented in this report relate to 

some form of user or beneficiary payment system. A major hurdle for the 
implementation of these mechanisms is the disconnect between the 
public’s desire for new and improved infrastructure, and their willingness 
to pay for it through charges. 

If infrastructure charges are not perceived as being fair, regardless of 
the form they take, they are unlikely to be acceptable to the public. It is 
worth noting, however, that the public’s willingness to pay for services 
increases with the level and quality of the service. User and beneficiary 
contributions towards infrastructure are thus more likely to be supported 
where they are accompanied by noticeable improvements to services  
or various forms of benefit, such as increases in property values for 
households or revenues for businesses. 

Taking a commercial perspective, demand for infrastructure based 
upon user charges can be difficult to assess as it involves consideration of 
many interrelated factors, which include not just the willingness of users 
to pay, but also government price regulation and the potential impact  
of ‘substitutes’ on demand for the service provided by the infrastructure 
(e.g. substituting out of toll roads to public transport or alternative 
routes). We have seen in Australia a number of “failed” toll road projects 
as a consequence of poor demand forecasting against such factors.

An important limitation of user and beneficiary charges is that they 
are biased towards those who can afford it. The general effect of 
infrastructure charges is that higher income households would exhibit 
greater user benefits than low-income households that have limited 
ability to pay, which raises the issue of equity when considering pricing 
and payment for infrastructure services.

Multi-Tiered government
Unlike the UK for example, Australia has essentially three tiers of 

government, each generally being politicised, and each with a level of 
independence and responsibility. 
In the UK the local councils are 
the next tier below central 
government and tend to have 
both a critical mass and the direct 
nexus with end users and 

beneficiaries that can be associated with funding approaches for the 
direct outcomes of infrastructure procurement or upgrade. In Victoria, 
the State is the main policy maker and provider of major infrastructure, 
but many of the benefits and disbenefits have impact at local council 
level. This means that not only is there an equity principle at the 
beneficiary level, but  
also at the council level, and inevitably a level of competition and 
inconsistency of the resources available to councils, as opposed to  
their basic needs for services. One of the major needs for grass roots 
infrastructure development and alternative funding and financing,  
is for a means of alignment of local councils, state government and  
line agencies, so that the nexus between large scale multi-beneficiary 
infrastructure and the bailiwick of local councils is workable.

 Equity, efficiency and simplicity
It will be very challenging for any government to garner both  

public and industry support for new user and beneficiary charges for 
infrastructure, which will inevitably be seen as another form of taxation.  
Notwithstanding the fact that Australia has one of the lowest tax burdens 
in the OECD, the public increasingly sees the tax system as becoming 
less equitable and are increasingly less supportive of the way public 
finances are spent.  As noted previously in this report, the introduction of 
user and beneficiary charges would require leaders to make the politically 
challenging argument that it is in the community’s interest to increase 
infrastructure investment through new forms of funding.  It would also 
require leaders to demonstrate that proposed funding mechanisms 
comply with the core principles for introducing and reforming taxes  
and user charges; namely, that they are simple, equitable and efficient.

The simplicity principle implies that the process of raising revenue 
should have minimal administrative or transaction costs for the revenue 
raising entity.  It can additionally be understood as a scheme that 
imposes minimal compliance costs for users and beneficiaries, and may 
therefore be viewed as another form of efficiency. Simple taxes and 
charges also enable users and beneficiaries to easily understand the 
financial consequences of transactions.

The equity principle means that taxes and charges should be fair, 
with two aspects of fairness to be considered.  The first being that people 
should only pay for the services they use or the benefits they receive, 
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proportionate to the value of the service or benefit. The second is that 
people should pay for services in accordance with their ability to pay.  
Political leaders must be able to clearly demonstrate that user and 
beneficiary payment schemes comply with the equity principal, and have 
the capacity to produce fair outcomes.   Compared to other industries, 
the property industry shoulders a considerable share of Commonwealth 
taxes and charges and is the largest single contributor to State revenue, 
including land, transaction and capital gains taxes, developer charges, 
property-based fire services levies, car parking taxes, municipal rates, 
betterment taxes and augmentation fees. Of particular concern (and 

potential detriment) to the property sector 
and homeowners would be the introduction 
of a form of value capture in addition to the 
existing capital gains tax, which would result 
in an inequitable ‘double taxing’ of increases 
in property values. 

With regards to efficiency, the public 
finance literature defines efficient taxes and charges as those that encourage 
efficient use of resources while not distorting economic activity.  The 
property industry is the largest contributor to gross state product and, as a 
consequence of recent events in the Victorian automotive industry, is likely 
to surpass manufacturing as the State’s largest employer.  It is therefore 
imperative that new forms of infrastructure funding, along with existing 
taxes and charges, are structured in such a way as to be equitable in their 
application and to strengthen, not weaken, the competitiveness of arguably 
Victoria’s most important industry sector.

It is crucial that the focus of any reform be on sustainable infrastructure 
outcomes, not simply the creation of another tax that may distort economic 
activity and erode liveability and social outcomes for Victorians. Some of 
the funding and financing mechanisms presented in this report may, 
therefore, necessitate major reforms to Commonwealth-State taxation 
arrangements, including eliminating inefficient and onerous forms of 
property tax that can create a drag on the economy.  

6.2 A way forward
Based on this report, feasible financing and funding 

mechanisms to augment traditional methods and to accelerate 
infrastructure development for Victoria exist. 

 Defining State Balance sheet and ratings impact
Each of the potential models reviewed and discussed in this report 

needs detailed examination and further structuring to get a definitive 
accounting outcome for the State. It is advantageous for structures to be 
off balance sheet so that no liability associated with a project is recorded. 
This is a complex area and the performance against this criterion is critical 
to understand in detail and it is critical for the State in implementing these 
structures to ensure that it mandates sufficient terms and conditions to 
ensure the required balance sheet outcome.

Similarly, it is important that the position of the ratings agencies, on 
the implications of the structures on the State’s rating, is understood. The 
rating agency position may not be exactly that reflected by the accounts 
due to their ‘substance over form approach’. This could be clarified by 
direct discussion as part of the next step of development.

Finally, the response of the financial markets in pricing Treasury 
Corporation Victoria issues needs to be investigated. There are no hard 
and fast rules that align a level of pricing with any rating, and other 
factors contribute, such as the quality of the” name” and the scale of the 
funding requirements. An investigation of the market attitude to the State 
as borrower is directly relevant to the efficacy of funding approaches that 
may still reflect onto the State’s balance sheet.

Benefits Principle Policy
To properly apply them and assure success, the development of a 

practical means of applying the benefits principle over a number of the 
financing and funding mechanisms discussed in this report is needed. 
Forms of funding such as value capture and TIF need to be perceived to 
be equitable so that there is a direct and transparent link between the 
benefit and what is being ‘charged’ for it. Depending on the relationship 
between the infrastructure and the individual beneficiary, levels of benefit 
and therefore contribution should vary. In fact, to the extent that there are 
disbenefits or negative benefits from infrastructure development, the 
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principle points to forms of compensation as well. Until there is a policy 
basis for this and this has been managed through all levels of potential 
stakeholders, adoption of a sound approach will be difficult.

Full Feasibility Development
This report has concentrated on identifying international working 

models for alternative funding and financing of infrastructure and has 
then applied those to five selected potential projects in Victoria, to be 
used as generic forms of projects that might represent many more. This is 
not ‘final proof ’ of their applicability. Out of this report come two major 
directions for further work – the first is to definitively define the criteria 
and their priority for directing the development of models in detail. The 
second is the detailed development of these models under the local 
jurisdiction taking into account local law, policy and taxation so that the 
commercial deliverability is properly assessed in detail. Once this level  
of detail is developed it would incorporate a full cost/benefit analysis 
covering value for money, as well as procurement and delivery option 
analysis and assessment.

Resolving Structural issues
Government’s current delivery structure would need to be reviewed as 

to who would manage and deliver from the public sector side. Ownership 
and accountability needs to be established across all the concerned line 
agencies and coordinated into local councils and other related government 
entities. Enabling legislation may be needed. Specialist government delivery 
capability might be required. A mechanism is needed both to influence the 
change and adoption of models, such as the ones outlined in this report, and 
to formally align the different components of government under policy and 
process guidelines. Chief amongst these is collaboration and a common 
direction and goal.

Creating Stakeholder Momentum
There are many papers and reports that have been developed or  

are being developed in this country, concerned with activating the use  
of private sector capital and resources to implement infrastructure 
development. In proposing an approach to government – from where 
ultimately any such models or procurement processes would be driven 
– there should be some confidence that the basic stakeholder 
engagement has been carried out and there is an alignment of thought, 
intention and mutual outcomes based on a good level of fact and 
understanding. Practicality, commerciality and certainty of the benefits 
and impacts on government must be priorities here. 

Once understood, and once both 
private sector and levels of government 
have shown support, central 
government might be in a position to 
implement the structural and process 
changes needed to enable the initiation 
of the program. As part of this, the 
program needs to be material and predictable in size and timing,  
and must have well-developed and commercial documentation that  
can be implemented and adapted for run-on projects. The costs of 
implementation have to be controlled for all parties.

There also needs to be a defined mechanism for project selection for 
these models that evaluates the benefits and commerciality across all 
entities and individuals that are affected by their implementation, and a 
formularised and understood process. Concepts of how competitive 
tension will be engaged and value for money assured and measured, also 
need to be both in place and well understood by all those affected. On 
this basis the market will be most likely support these initiatives across 
the board.

 The program needs to be 
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