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Tony Shepherd, chief executive officer of Transfield Project Development, is a firm believer that the project financing game is moving
more towards o partnership approach between the private and public sectors and says it is one area where the UK is ahead of Australia
by successfully exploiting its advantages. He cites the new Southern Railway project in Sydney as a classic example of this type of project
delivery, with the private secior funding the development and operation of the stations and the public sector funding the construction of

the railway funnel.

As capital markets reach new levels of maturity for assessing such deals, coupled with the increasing appetite of Australian banks and
investors for patronage risks even on railway projects, in this article written for Building Australia Tony Shepherd ponders the next big

challenge - project alliancing on a public/private partnership project.

Introduction

| believe we should drop the term
BOOT’ and adopt the term
Public/Private Partnerships’ because
he role of Government in a BOOT
project, even in these days of maximum
risk transfer, is highly significant. In fact,
the more successful BOOT projects to
date have embodied some of the
principles of alliancing. A number of
examples from Transfield’s experience
are relevant and are listed below.

The Sydney Harbour Tunnel was devel-
oped more on a partnership approach.

It was an ‘open book’ and we worked
closely with the RTA on all aspects of the
development of the project. There was
much give and take both before and
after contract which went a long way to
ensuring a successful outcome for all
parties.

The New Southern Railway was devel-
oped pre-contract in an open plan office
with all parties represented. In many
ways, this-was Transfield’s first introduc-
tion to-alliancing on a major project.
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By AF SHEPHERD, chief executive officer, Transfield Project Development

Post-contract, the relationship has

become more traditional and formal.

The Melbourne City Link was
developed in a highly competitive and
very rigorous environment other than
for the appointment of a go-between for
each consortium by the Authority. The
delivery has tended to be traditional and
there have been well publicised contrac-.
tual problems. It is this project which
has encouraged Transfield to find better
delivery mechanisms.

The fundamental reasons for the need
to review the traditional BOOT process
may be summarised as follows:

m The lack of flexibility in the evolution
of the project where the host authority
must juggle competing bidders and
keep them on the same baseline, often
while simultaneously processing an EIS.

m The current arrangements lack flexibility
in operation whether it be extending or
widening a tollway or converting a power

* station from PPA to a merchant plant.

= The high transaction costs in taking at
least two fully developed and under-

written bids to the finishing line. Our
external costs alone on Melbourne City
Link were $24m at financial close.

Dynamics of a public/private parinership

Let me briefly examine each of the main
players in such a project and identify
their key drivers.

Host Authbority

Value for money;

Wealth generation and job growth;
Quality asset and service;
Environmental protection;

Protect the consumer;

Social equity;

Prevent private sector excessive profit
taking in relation to risk;

Receive the asset in good order and con-
dition;

The ability to step in and rectify if the
private sector fails.

Sponsor
Win the bid while minimising upfront /
cost and risk; Create a quality deal which






approach, the turnkey contract is

undertaken in a partnership between

the host and the contractor on an open
book basis with a target cost. Normally,
under the gainshare/painshare
arrangement the parties either win or
lose with the contractor risking

overhead recovery and profit on a

predetermined basis. By comparison,

limited recourses finance is predicated
on a fixed price and guaranteed
programme. One way of melding the
two apparently conflicting approaches
is as follows:

m The contractor guarantees a maximum
price and program, which are greater
than the target price and program,
with the normal performance security
and liquidated damages and recourse
to which would be limited to those sit-
uations where the alliancing process
breaks down.

& The contract is undertaken on an

alliance ‘open book’ basis in accordance
with alliance principles with the host
and the contractor gainsharing and
painsharing on a pre-agreed basis.

m If the contract price increases or

program blows out above the
guaranteed maximum price or
program for any reason then the
parties (host, contractor, equity, debt)
get together and find a way to fix the
problem using a tool or tools from the
following tool box:

extending the debt term,;

raising more debt and or equity;
extending the concession term or scope;
government contribution;
re-arrangement of scope resulting in an
offsetting saving;

the contractor takes a reduction in
margin or overheads.

‘We would need to develop what tool

would be used in what circumstance and
in what priority order.

Another alternative would be to devel-
op the turnkey on an alliance basis and
convert to a true turnkey at financial
close. However this approach would
lose the benefit of future flexibility.

Operation phase

This phase raises similar problems to the
construction phase as, in many cases,
there is a long term operating contract
underpinning the operating cost in a
limited recourse debt project which
guarantees operating costs and standards.
Once again, alliancing principles could
be introduced as follows:

m The operator guarantees the maximum
operating cost (which could be greater
than the target cost) and key
performance indicators with the
normal performance security and
recourse to which would be limited to
those cases where the alliancing
process breaks down.



The operations are undertaken on an
~‘open book’ basis with the host and the
operator (and, perhaps, equity) gain-
sharing/painsharing in an arrangement
which will have to be carefully set up to
avoid any tax problems when the host

7 is anon-taxpaying entity.

g If the operating costs increase or the
KPTI's need to be varied for any reason
then the parties (host, operator, equity,
debt) get together and find a way to fix
the problem using a tool or tools from
the same tool box described above.
Again, we would need to develop what

tool would be used in what circum-

stance and in what priority order.

Equity

1 have included above some examples in

construction and operation where

gainsharing/painsharing might apply
under a BOOT project which could
affect equity.

Another community concern is the sig-
nificant ‘windfall’ profits made through
the ownership of public infrastructure,
e.g., the tollroads in Sydney and
Transurban in Melbourne. Of course,
they ignore:-

E The losses and problems associated
with the risk on public infrastructure
projects, e.g Skitube, The Sydney
Monorail, Sydney Olympic Stadium and
the Victorian Power Generators in the
early years.

B The substantial patronage risks now
taken on toll road projects which, in
the case of Transurban and Eastern
Distributor, have not yet been tested.

B Venture capital of this type when cou-
pled with highly geared limited re-
course debt, produces volatile returns
and, normally, such investments must
be predicated on ‘highish’ returns in a
competitive market.

E Many of the recent gains in value are
simply due to the significant reduction
(50%) in market yields since the deals
were put in place.

m Nevertheless, there is room for sharing
and/or capping equity returns if, in
practice, returns should exceed high
side predictions and, again, this ap-

proach would be entirely compatible -

with the alliancing concept. There may
be some form of tradeoff on the down-

side (e.g., capacity charges, non-com-
pete provisions) but in all cases we
would need to be careful not to offend
Australian tax and competition laws.

m From a practical point of view, it is in

equity’s best interest to have an arrange-
ment whereby the Government has a fi-
nancial incentive to ensure the eco-
nomic success of the project. Some of
the ways the Government may share in
the upside include:
» a minority shareholding;
 areduction in toll/tariff or a delay

in price hikes;

« an expansion of the facilities or
services within the same toll/tariff
regime; and

+ areduction in the concession terms.

Conclusion

There are many imponderables in
the above framework but I believe
that these issues can be worked
through and that the alliance
concept can be blended successfully
with a public/private partnership
delivery process.




