Achieving or sustaining the desired ‘off budget’ accounting treatment means that the IFU should
only deploy or ‘invest’ funds where there is a reasonable prospect of debt or equity type financial
return on these ‘investments’; and
Irrespective of the Government’s accounting treatment, credit rating agencies will not put these
allocations ‘off rating’ – they will still count against the AAA rating.

vii.

viii.

2. THE IFU DOES NOT SOLVE THE INFRASTRUCTURE PROBLEM – AND IT BRINGS
MATERIAL RISKS TO TAXPAYERS
i.

ii.
iii.

iv.

v.
vi.
vii.

viii.

ix.

x.

xi.

There is no evidence of any shortage of debt or equity finance for Australian infrastructure projects,
indeed all indicators show that the appetite to invest is substantially higher than the number of
investable projects; rather, there is a shortage of public and/or user funding to repay the costs of
required projects;
Infrastructure allocations ‘invested’ as either debt or equity require a cash flow or revenue source
to repay the Commonwealth’s investment, plus a financial return;
We cannot identify any currently proposed infrastructure projects which are commercially viable and
not already attracting finance; therefore we cannot see how the IFU will increase the pace of
infrastructure project delivery;
The historically (very) high levels of traditional, private debt and equity seeking to invest in Australian
infrastructure, means that the IFU’s investments - if directed to credit-worthy, commercial
infrastructure projects, could only ‘crowd out’ efficient private investment;
If the IFU avoids ‘crowding out’, this will see it take equity or debt positions in (very) marginal and
risky projects, where normal private investment is not willing to go;
This would effectively see the Federal Government acting as a ‘lender of last resort’ and expose
taxpayers to material risks;
Commonwealth debt or equity investments provide an illusory benefit to the budget’s bottom line,
but the Commonwealth is also taking equity or debt risk on complex projects – meaning that risky
investments’ in marginal projects will likely never be repaid;
Private equity and debt are used to allocate risk to those investors who are best placed to manage
it, therefore protecting taxpayers from losses. Meanwhile, by investors having ‘skin in the game’,
they are incentivised to manage risk, while also providing a basis for price and design competition;
Public sector debt or equity investments – and government guarantees for private investment
(balance sheet leveraging) only undermine or dull the very disciplines that see the public sector
deploy (private) finance into public infrastructure in the first place;
As a Unit within the Department of Prime Minister & Cabinet, the IFU will also not enjoy the structural
disciplines created by a fiduciary board, an investment committee or distinct financial accounts,
such as exist for the NBN, CEFC, etc.; and
In the event of any Government equity and debt infrastructure ‘investment’ failure, loss will accrue
as future and unanticipated costs to the Commonwealth budget - with impacts on the AAA credit
rating and overall fiscal position, in future years.

For these reasons we respectfully submit that:
1. The IFU should not be established.

We will be making a further pre-budget submission shortly, under separate cover, outlining the case for a
return to Federal government policies that link enlarged funding grants to states to meaningful national
reform priorities – such as the now de-funded Asset Recycling Initiative.
By your government’s own estimates, the ARI unlocked circa $26 billion in state government infrastructure
funding – for circa $4 billion in Commonwealth funding grants.

3. DOES THE IFU SOLVE THE INFRASTRUCTURE PROBLEM?
Australia’s population growth, demographic change and economic development are placing obvious and
growing pressures on infrastructure networks and systems across the country. While population growth and
economic development are desirable and ‘good problems to have’, the increased demand for transport,
utilities and social services is not being met with corresponding infrastructure projects and reforms to cater
for this growth.
In seeking to deploy Commonwealth equity or debt investments, it is important to understand the
fundamental problem to be resolved.
There is no evidence whatsoever that there is a shortage of private equity or debt available for infrastructure
investment.
Indeed, estimates of the available infrastructure investment not yet deployed are estimated at circa $320
billion1 of ‘dry powder’.
Indeed, the high levels of competition for greenfield projects, very low debt costs and the record prices for
privatised brownfield infrastructure assets all evidence the high levels of equity and debt that are available
– and the high levels of price and cost competition enjoyed by procuring governments.
Rather, it is funding for infrastructure that has been falling, in absolute and relative terms. Figure 1 below
shows that only NSW has substantially lifted net investment – a direct result of that jurisdiction’s major asset
recycling and fiscal repair programme.

1

Preqin Alternative Assets Data and Intelligence, Preqin Global Infrastructure Report, 2015 (assumes a gearing ratio
of 60 per cent).

Figure 1: Committed Government infrastructure funding, as a percentage of General Government
Expenditure

Source: Government infrastructure investment, infrastructure.org.au, accessed 23 February 2017.

4. IN INFRASTRUCTURE, PROJECT FUNDING AND PROJECT FINANCE ARE
RELATED, BUT DIFFERENT CONCEPTS
The discussion about infrastructure often sees confusion between infrastructure funding, and project
finance.
The Commonwealth’s Infrastructure Finance Working Group report in 2012 examined these issues, finding:
“A major constraint on the delivery of social and economic infrastructure is the funding capacity of
Australian governments. This is distinct from the capacity of the private sector to provide financing
capital for infrastructure projects2. [my emphasis]
And continued to note:
“…the IFWG sought to answer the key question: how to get the [infrastructure] market moving?
…the primary issue preventing more projects coming to market was the lack of available funding.
It is important to differentiate between financing and funding.
“…funding…refers to how infrastructure is paid for. Ultimately, there are only two sources of
funding for infrastructure, government investment or direct user charges.

2

Infrastructure Finance Working Group – Final Report, Infrastructure Funding and Finance Reform, 2012

“…financing refers to the way debt and/or equity is raised for the delivery and operation of an
infrastructure project.” 3
Financing refers to the supply of capital, such as debt and equity, used to pay for the upfront investment
cost of an infrastructure project.
Funding is the cash flow then used to pay back the money raised through the initial financing.
As it stands, the most important dissimilarity between funding and financing is that there exists a shortage
of funding, whereas financing remains abundant.
Therefore, we submit that a government financing policy solves the infrastructure problem we don’t have –
and ignores the one we do – a lack of capacity to repay the costs of the infrastructure we need.

5. IF THE IFU SELECTS SOUND PROJECT INVESTMENTS, IT IS CROWDING OUT
EFFICIENT PRIVATE INVESTMENT…
In an environment of capital market volatility and low interest rates, infrastructure continues to stand out as
an attractive asset class to both domestic and international investors, as it offers comparatively stable
returns in predominantly regulated, natural monopoly sectors.
In a global context, Australia stands out as a desirable destination to invest in infrastructure due to economic
stability, mature market structures and successful track record in delivering projects.
Our 2016 Australian Infrastructure Investment Report surveyed major Australian and international
infrastructure investors, finding 94 per cent of respondents were “highly likely” to invest in Australia, an
increase from 79 per cent in the previous year, as seen in Figure 2 below.
Figure 2: Likelihood to invest in Australian infrastructure

Source: Australian Infrastructure Investment Report, 2016

3

Infrastructure Finance Working Group – Final Report, Infrastructure Funding and Finance Reform, 2012

It is hard then to understand the benefit of Federal Government equity and debt investments, which would
serve to blunt or remove the incentives and disciplines created by private investment.
Indeed, even sophisticated and experienced investors make errors – and the Commonwealth should reflect
on the large scale project failures that have happened even without government finance. Examples include:



The Lane Cove Tunnel;
The Cross City Tunnel;



Clem7 Brisbane; and



Brisbane Airport Link Tunnel.

However, at its core, project finance models such as PPPs have been successful because they set clear
goals and clear roles and responsibilities between the government and private sector – with money at risk
for the private sector if they get it wrong.
It is hard to see the benefits of Federal equity and debt investment into project vehicles – but it is very easy
to see the risks.

8. CONCLUSION
The realities of a complex fiscal, economic, demographic and political environment see substantial
pressures on governments to ‘fix’ infrastructure – but a high degree of resistance to the structural and market
reforms needed to achieve this aim.
The pressure on the AAA, ongoing deficits and various budget policy commitments see a very strong focus
on the budget’s bottom line position – making the prospect of infrastructure ‘investment’ attractive in terms
of budget reporting.
However, as noted throughout this submission we can see little by way of actual economic or social benefit
– but much in terms of potential risks to the taxpayer.
Commonwealth Government funding support is needed for infrastructure – Commonwealth financing is not.
If the budget seeks to materially increase the pace, quality and scale of national infrastructure investment
we respectfully submit that Government policy needs to return to real options, which include grant funding
and should also include national government incentives linked to state government asset recycling, fiscal
repair strategies, or through the development of well structured, well-articulated infrastructure markets.
Thank you for your consideration of this submission – I hope that it informs this issue for the Cabinet and
your Government – and I will seek meetings to discuss this issue with you as soon as practicable.
Yours sincerely,

BRENDAN LYON
Chief Executive Officer
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