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Purpose 
1 To inform the Board of the results of investigations into using Public Private Partnerships for the 

delivery of the Huntly By-Pass and Transmission Gully projects. 

Recommendations 
2 That the New Zealand Transport Agency Board: 

a notes the “Detailed Business Case to proceed from Initiation to Implementation for the 
Transmission Gully Project”, dated September 2012. 

b agrees that the Transmission Gully project demonstrates all the necessary requirements and 
potential to be procured as a Public Private Partnership in accordance with the Treasury 
guidelines; 

c      agrees to seek the approval of the Minister of Transport and the Minister of Finance, in 
accordance with s162 of the Crown Entities Act, to borrow sufficient funds to enable the 
procurement of the Transmission Gully Project under a Public Private Partnership approach; 

d approves the Chief Executive seeking expressions of Interest for the procurement of the 
Transmission Gully Project as a Public Private Partnership, subject to the Ministers of Transport 
and Finance approving the required borrowing; 

e requests the Chief Executive to establish a reporting and approval process as outlined in 
paragraph 41 that enables the Board to have a close involvement in the development and 
implementation of this procurement, given its significance. 

f      requests the Chief Executive to develop a detailed business case for the procurement of the 
Puhoi to Warkworth project as a Public Private Partnership for consideration by the Board in 
February 2013. 
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Background 
3 The current Government Policy Statement (GPS) on Land Transport Funding has a strong focus on 

economic growth and productivity. The Roads of National Significance (RoNS) are a key part of 
delivering on this strategic intent and the Government has an expectation that the New Zealand 
Transport Agency will progress the RoNS programme in line with the level of expenditure stated in 
the 2012-2015 GPS. 

4 Board paper 12/07/0659 “Long-term debt funding options for delivery of major projects”, 26th July 
2012, and a more recent Minister of Transport paper to Cabinet have highlighted the reduced 
revenue forecasts which constrain the ability of the National Land Transport Programme (NLTP) to 
deliver on the GPS 2012-2015 programme. 

5 There were four levers proposed which, with various combinations, could allow the programme to 
be delivered. These were: increase the allowable variation by $100m; limit the call on the NLTF of 
the Christchurch rebuild to $50m a year; above-inflation increases on FED and RUC in 2013 and in 
future years; and the use of structured debt. The first two of these levers have been approved, 
which has freed up short term cash but leaves an appreciable gap.  

6 A combination of structural debt and revenue increases are necessary to close this gap. From a 
structured debt point of view it is the Boards preference to promote Public Private Partnerships 
because they are supported by Government’s current policies and, as projects, can be 
accommodated comfortably within the NZTA’s current procedures. 

7 The Public Private Partnership (PPP) approach removes significant cashflow demands during 
construction, i.e. repayments do not begin until the project is opened. This allows more projects to 
be built over this period of time because existing cash flows can be fully utilised while the PPP 
project is completed at the same time. Once the PPP is opened and repayments are required then 
additional revenue increases are required to ensure the purchasing power of the NLTP is 
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maintained. It is possible to reduce expectations of revenue increases in the short term because 
overall progress is being maintained over the medium term, but revenue increases in the medium 
and longer term are required to maintain progress on the rest of the programme and fund the PPP 
repayments. 

8 The PPP model effectively matches an intergenerational benefit with an intergenerational debt and 
allows the Agency to use a broader range of tools (paygo/debt) to invest in transport projects and 
manage project timings. 

Project Selection Process 

9 Business cases were undertaken on two projects to assess the value for money proposition for 
procurement under a PPP model. A two stage selection process was used to identify potential PPP 
projects, with the first stage using our standard criteria and the second stage being a readiness 
filter. The criteria were: 

 Stage 1 

• Is the construction value greater than $300m? (The minimum value required in a roading project 
to offset fixed costs associated with a PPP). 

• Does the project have sufficient complexity to offer opportunities for innovation and improved 
risk management? 

 Stage 2 

• Is the project sufficiently progressed in its development to enter a PPP procurement process? 

• What is the project’s priority and its place in the State Highway Plan programme? 

10 This assessment identified that currently two projects meet these requirements, Huntly By-Pass and 
Transmission Gully. 
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The Business Case Development  

11 Both business cases have been developed in line with the Treasury requirements outlined in Better 
Business Case Approach and Guidance for PPP’s in New Zealand. Treasury have had representation 
in the business case project team and on the governance group. Our business cases have had a 
number of peer reviews, from an internal investment point of view, from Treasury (National 
Infrastructure Unit) and from the Project Director for the Department of Corrections Wiri Prison PPP 
project. These reviews support the findings outlined in this paper. 

12 As both projects have been in development for some time we have used previous work that has: 
confirmed the strategic case for the project; confirmed the option selection process; assessed the 
preferred option; developed robust cost estimates; and undertaken the economic analysis. This 
forms the front end of both business cases. 

13 As discussed in the previous Board paper, 12/09/088, we have adopted an availability payment 
model with a customer service level outcome approach. The main focus for our outcomes are safety, 
zero harm, throughput (travel time), and reliability. 

14 The payment model and business cases do not include an evaluation of tolling. However, we will 
continue to investigate this at a later date as a potential revenue source for the NLTF outside of the 
PPP contract. 

15 The majority of the new work associated with the business case has been on the commercial and 
financial analysis, which includes developing the Public Sector Comparator (PSC), developing the 
proxy bid model (PBM), carrying out market sounding, and evaluation of the value themes between 
PPP and traditional delivery options (assumed within the PSC). 
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The Business Case Findings  

16 The PSC is based on our current best practice delivery and is built up from three components: base 
construction, operational cost, and construction risks able to be transferred to a third party. It also 
includes some adjustments to ensure competitive neutrality on tax grounds between the NZTA and 
the private sector. This is fully consistent with the Treasury process. 

17 The PBM is the nominal cost of delivering the PSC if debt-financed by the private sector. The PBM is 
calculated by converting the PSC costs into a nominal PPP by using private equity and debt to 
construct the project, which is repaid by annual payments over a 25 year concession period. 

18 When building the PBM we have had to make certain assumptions in the financial model around 
debt, equity and interest rates. We have taken what we believe is a slightly conservative approach 
with a debt/equity ratio of  and an equity return of . Debt interest rates have been set 
at current market rates with an assumption of increasing rates over the concession period. This 
allows a buffer against increases in interest rates over the life of the project. The Wiri Prison PPP has 
recently closed with terms more favourable than this.  
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19 The difference between the PBM and the PSC is the gap that private sector innovation and 
performance must close to pass the value for money test and therefore support a PPP. The 
difference between the PSC and PBM for the two projects is shown in the table below. 

 

All cost NPV to 1st July 2014 Huntly By-Pass Transmission Gully 

PBM 

PSC 

VfM Gap 

VfM Gap % 

Note 1. Treasury guidance requires analysis to include the P85 in transferable risks. 
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20 The following table explores the sensitivity of the  result for Transmission Gully using 
differing values for gearing and equity return. 

 

Sensitivity of the PBM on the Transition Gully Results 

Equity Return 

Gearing 

 

21 The Treasury P85 approach to risk is different to our normal approach where we fund at P50 and 
understand P5 and P95. This difference is related to our ability to manage our risks on a portfolio 
level whereas a PPP must manage risks in isolation as a standalone project. There is no redress 
outside the PPP to the NZTA. 

22 The next step is the value for money test. The value for money test undertaken is a theoretical 
exercise as it endeavours to forecast what would happen in the future. We have a very good 
appreciation of the performance of our traditional approach and the PSC represents this. That is, 
our cost estimation of the project has benefited from our experience in delivering large 
infrastructure projects over the last ten years. We have a high degree of confidence in this material.  

23 On the other hand we must forecast the likely results for a PPP. There is a lot of information 
available from other jurisdictions although projects there don’t have exactly the same outsourced 
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conditions, market or natural physical environment as we do so we need to apply good judgement 
based on our experiences. 

24 The business case uses a combination of qualitative and quantitative approaches to assess the 
likelihood that the private sector can close the gap. The following six value themes were identified 
that we believe will create a better value for money solution: 

• Additional competitive tension in the RFP process driven by the Special Purpose Vehicle (SPV) 
and lenders. 

• Innovation in design, enhanced by adopting an outcomes approach to the project. 

• Synergies between design and operation, a whole of life approach. 

• Improved risk management. 

• Outcome focused approach to delivery. 

• Improved quality and scope control in design, construction and operation. 

25 The analysis of these value themes has given us a better understanding of the types of projects that 
will provide sufficient value for money for us to pursue. At a macro level, scale and complexity are 
the two key components. A larger project provides opportunities through economies of scale and 
minimises the impacts from the fixed costs associated with the PPP model. Significant complexity 
provides the opportunities for innovative engineering solutions and improved risk management 
practices. 

26 Although we were unable to model the value themes individually we expect they will be evident 
predominantly in a reduction in risk allowance and construction costs in the PPP bids. Our analysis 
suggests construction cost reductions are likely to be in the order of  and risk mitigation 
(through both design and management) will be in the order of . 
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27 This analysis suggests that Transmission Gully provides a sufficiently robust value for money 
argument to support progressing with a PPP procurement model. The same analysis (refer to Huntly 
By-Pass Business Case in Resource Centre) suggests the Huntly By-Pass is a marginal case and we 
consider that we continue to assess that project alongside others as possibilities for procurement in 
the medium term. On this basis we have focused the remainder of this paper on the Transmission 
Gully business case. 

Transmission Gully Value for Money Test 

28 The table below presents the results of the value for money test. The target saving is  or 
. The X axis depicts the capital cost savings whilst the Y axis depicts the risk reduction to the 

projects risk profile. The intersection point describes the result. For example: a  capital cost 
saving together with a  risk reduction generates a  saving and therefore fails. A  
capital cost saving together with a  risk reduction generates a  saving and therefore 
passes. 

 

 

 

 

 

 

 

 

 



11 
 

Transmission Gully 

Base Case           

 

% Reduction in VfM Gap 

Cost Reduction 

Risk 

Reduction 

 Note 2: The shaded area identifies the scenario range that we believe is more likely. 

 

29 We have also reviewed research into international experience to confirm the appropriateness of our 
assumptions and found: 

• “PPP cost advantage of 11%  from contract to outcome” (Allen Consulting 2009) 

• “consequence of private sector managing cost & time risk… significant design work completed. 
Reducing scope changes” (Allen Consulting 2007) 

• “Ongoing capital investment reduced 30%, share of roads in poor condition reduced 5%” (World 
Bank 2005)  

• “Outturn costs under traditional procurement averages 17% higher versus 3% under PPP”  (UoM, 
2008) 
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Market Surveys 

30 During preparation of the business case we undertook market soundings meetings. The key 
feedback we received during this work was: 

• There was genuine interest in both projects as commercial opportunities and it was noted some 
consortia were in the early days of formation. 

• There was support for the availability payment model with an outcome focus. It was felt this 
model had the most appropriate allocation of the risks. 

• There is sufficient liquidity in New Zealand debt markets to support two committed-finance bids 
for Transmission Gully (possibly three if international bidders brought their own relationship 
banks) and three for Huntly By-Pass. 

• Although there was some preference for Huntly By-Pass as an initial PPP it was acknowledged 
Transmission Gully offered more opportunity for innovation. 

31 Accordingly, we believe the Board should have full confidence that we will get good participation in 
this tender, should it proceed, from both the local and international consortia. 

Discussion 

32 There is a good case for Transmission Gully proceeding as a PPP, on the following basis: 

a there is a reasonable probability that the PPP Consortium will beat the value for money target 
through innovation and excellence in risk management; 

b there are further project benefits over and above the Value for Money test, which include 
exploring better network solutions as a part of delivering the PPP and taking the learnings from 
the model and transferring them across the rest of the State Highway business; and 
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c     the use of structured debt in combination with revenue increases will allow greater delivery of 
economic benefits to New Zealand across the NLT Programme. In addition, the application of a 
PPP model is likely to accelerate the release of benefits to the project due to a shorter 
construction time. 

33 On this basis, we recommend the Board agree to submit the Transmission Gully business case to 
the Ministers of Transport and Finance and seek the approval to borrow up to the debt level for 
delivery of the project. Should the Minister provide such approval then the Board will be able to 
proceed with the project within existing legislative frameworks. 

34 A he 
a hen we go out to market. If we follow the 
a we 
g ach. It should be noted that there is a risk that 
t al 
e owever, because we have followed our well 

 

Ongoing Pipeline 

35 We believe the work contained within these business cases demonstrates that there is a value for 
money proposition, provided that projects with the appropriate attributes are selected. We also 
know from our introduction of other new procurement models that we generate more interest and 
investment in the process, and therefore more competitive bids, if we give the market a clear 
indication that we will continue to use the model. 
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36 When we review our future programme against our criteria, there are three projects that clearly 
stand out as having the potential to be future PPPs. The Puhoi to Warkworth and the Second 
Waitemata Harbour Crossing (and Auckland Transports AMETI project) have the scale and 
complexity required to demonstrate a value for money proposition. 

37 Puhoi to Warkworth is about to enter in to a planning alliance to gain designation and consents 
through the EPA process. This gives NZTA the opportunity to develop the project with an outcome 
approach in mind and therefore make it ready for a possible PPP. We see this is best expressed in a 
wider designation footprint and more enabling consent conditions. We believe that by agreeing the 
outcomes rather than having the traditional constraints of agreed technical solutions the PPP 
consortia can more easily implement better value solutions without having to go through a costly 
process to alter consent conditions. 

38 In order to confirm that a PPP procurement model is the right approach for Puhoi to Warkworth, we 
propose to develop a detailed business case and present this to the Board in early 2013 with a view 
to seeking Ministerial approval in mid 2013. Although we would not expect to commence the tender 
process until late 2014, this approval would inform our EPA submission and give better certainty 
around the management of the NLTF through the 2015-18 GPS period. 

39 In Board paper 12/7/0659 the Board agreed that it should limit the repayment of structured debt to 
about 7% of the NLTP. Analysis of the Transmission Gully and Puhoi to Warkworth projects suggest 
these could be progressed under such conditions. 

Next steps 
40 Should we get Government approval, we suggest that we immediately proceed to Expression of 

Interest stage so we can keep to time. An Expression of Interest is a relatively low risk step to secure 
bidders to proceed to the main tender round. An early release of the EOI also gives consortia the 
maximum time to form, and for these to include international bidders. During the Expression of 
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Interest stage we will be able to develop the model further and provide the Board with assurance it 
will work effectively. 

Reporting Back and Approval Strategy 

41 Due to the significance and scale associated with procuring Transmission Gully as a PPP we propose 
that the Board has a closer involvement with the development and implementation of this 
procurement approach. This would comprise the following combination of reporting back for 
information and some key decision points: 

• Outcomes from Expression of Interest process – Report back to the Board on final model design 

• Release of Request For Proposals (RFP) – Report Back to the Board 

• Evaluation of RFP submissions – Report back to the Board 

• Nominating preferred proponent – Approval from the Board 

• Negotiation strategy to financial close – Report back to the Board 

• Award of contract – Approval from the Board 

 

Communication and engagement 
42 There is widespread public knowledge that the Minister of Transport has sought a proposal from the 

NZTA on proceeding with Transmission Gully as a PPP. We have also engaged with equity providers, 
lenders and contractors on both the Huntly and Transmission Gully projects. 

43 We would expect to maintain our current stance that we are in the process of giving, or have given, 
our business case to the Minister and are awaiting feedback. 
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44 We have agreed with the Treasury and Minister of Transport that consideration of borrowing for a  
PPP should proceed in advance of the wider NLTP funding discussion by Ministers so that the choice 
of proceeding with PPP’s ahead of any revenue announcements is an option.  

45 Should the Minister decide to support borrowing for a PPP procurement for Transmission Gully then 
it will be appropriate for him to make the announcement and for us to follow up with the details. 
This would focus on proceeding to EOI stage. We also believe that with any announcement the 
Minister should make it public that the NZTA is to prepare a business case for Puhoi to Warkworth 
project. This will help with establishing the potential for a pipeline of PPP’s. 

46 We will prepare a full communications pack in readiness for any announcements and this will need 
to cover off the following issues: 

a what is an availability PPP and how does it relate to the BOOT projects that have financially 
failed in Australia; 

b explaining that tolling and PPP’s are not the same thing; and 

c differentiating between PPP’s and the mixed ownership model programme of the Government. 

Attachments 
47 There are no attachments but there is additional reference material provided in the Resource Centre 

of Board books. 




