
 

1 The Terrace 
PO Box 3724  
Wellington 6140 
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tel.  +64-4-472-2733 
 
https://treasury.govt.nz 

Reference: 20190815 
 
 
 
21 February 2020 
 

 
Thank you for your Official Information Act request, received on 25 November 2019 
and amended on 4 December 2019.  You requested the following: 
 

“A copy of all advice provided by Treasury to the Finance Minister and the Urban 
Development Minister on the infrastructure financing model Crown Infrastructure 
Partners, Fulton Hogan, Auckland Council, etc are using at the Milldale 
development in northern Auckland.” 
 

On 12 December we extended the timeframe for responding to your request by 
20 working days. 
 
Information being released 
Please find enclosed the following documents: 
 

Item Date Document Description Decision 
1.  4 September 2018 Treasury Report T2018/2340 Crown 

Infrastructure Partners – Update on 
Milldale Development Project 

Release in part 

2.  11 September 2018 Aide Memoire T2018/2563 Meeting with 
Crown Infrastructure Partners, 12 
September 2018 

Release in part 

3.  17 October 2018 Treasury Report T2018/2498 Crown 
Infrastructure Partners – Ministerial 
Approvals 

Release in part 

4.  28 March 2019 Aide Memoire T2019/934 Crown 
Infrastructure Partners – Lessons Learnt 
from Milldale Project 

Release in part 

5.  6 November 2019 Notes for Minister: Alternative Funding 
Mechanisms for Local Government 
Infrastructure 

Release in full 
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I have decided to release the documents listed above, subject to information being 
withheld under one or more of the following sections of the Official Information Act, as 
applicable: 

• section 9(2)(f)(iv) – to maintain the current constitutional conventions protecting 
the confidentiality of advice tendered by Ministers of the Crown and officials, 

• section 9(2)(g)(i) – to maintain the effective conduct of public affairs through the 
free and frank expression of opinions, 

• section 9(2)(g)(ii) - to maintain the effective conduct of public affairs through 
protecting ministers, members of government organisations, officers and 
employees from improper pressure or harassment 

• section 9(2)(i) – to enable the Crown to carry out commercial activities without 
prejudice or disadvantage 

• section 9(2)(k) – to prevent the disclosure of information for improper gain or 
improper advantage. 

 
Direct dial phone numbers of officials have been redacted under section 9(2)(k) in 
order to reduce the possibility of staff being exposed to phishing and other scams.  This 
is because information released under the OIA may end up in the public domain, for 
example, on websites including Treasury’s website. 
 
Information publicly available 
The information listed in the link below is also covered by your request and is publicly 
available on the Treasury website: 
 

Item Date Document Description Website Address 

6.  13 December 2019 Infrastructure Funding and 
Finance Information Release 

//treasury.govt.nz/publication
s/information-
release/infrastructure-
funding-finance 

 
Accordingly, I have refused your request for the documents listed in the link in the 
above table under section 18(d) of the Official Information Act: 
 
• the information requested is, or will soon be publicly available. 
 
Some relevant information has been removed from document listed in the above table 
and should continue to be withheld under the Official Information Act, on the grounds 
described in the document. 
 
In making my decision, I have considered the public interest considerations in section 
9(1) of the Official Information Act. 
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Please note that this letter (with your personal details removed) and enclosed 
documents may be published on the Treasury website. 
 
This reply addresses the information you requested.  You have the right to ask the 
Ombudsman to investigate and review my decision.  
 
 
Yours sincerely 
 
 
 
 
 
 
Maureena van der Lem 
Manager, Commercial Performance 
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Development Project 
25 
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Milldale Project 

53 

5. 419736Hugo Group IFF notes for Minister 6 November 2019 57 
 



 IN-CONFIDENCE 

Treasury:  3999240v4 IN-CONFIDENCE 

Treasury Report:  Treasury Report: Crown Infrastructure Partners - Update 
on Milldale Development Project 

Date: 4 September 2018 Report No: T2018/2340 

File Number: CM-1-3-106-1 

Action Sought 

 Action Sought Deadline 

Minister for State Owned 
Enterprises  
(Rt Hon Winston Peters) 

Note the contents of this report. 11 September 2018 

Minister of Finance  
(Hon Grant Robertson) 

Note the contents of this report. 11 September 2018 

Contact for Telephone Discussion (if required) 

Name Position Telephone 1st Contact 

Amelia East Senior Advisor, 
Infrastructure Transactions

 

Stacey Wymer Manager, Infrastructure 
Transactions 

 

Actions for the Minister’s Office Staff (if required) 

Return the signed report to Treasury. 
Minister of Finance’s office: Refer this report to the Minister for Infrastructure and the Minister of 
Housing and Urban Development 

 
Note any 
feedback on 
the quality of 
the report 

 

 
Enclosure: Yes 

 (CIP Introductory Briefing to Ministers on Milldale Development Project - 20 August 
(Treasury:3999376v1))
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Treasury Report: Treasury Report: Crown Infrastructure Partners - 
Update on Milldale Development Project 

Purpose of Report 

1. The purpose of this report is to: 
a provide an update on Crown Infrastructure Partners’ (CIP’s) pilot project, in 

advance of CIP seeking shareholding Ministers’ approval of the capital call for the 
funding of the equity investment in the project; and 

b Note that CIP has given written notice to shareholding Ministers’ under the Crown 
Entities Act 2004 of the formation of a number of subsidiaries and limited 
partnerships, as part of the corporate structure for the project. 

Background 

2. Crown Fibre Holdings was renamed CIP in July 2017 and CIP’s purpose was 
expanded under its company constitution to include investigating and implementing 
commercial models to support the financing and delivery of local bulk infrastructure. 

3. In developing its commercial models, CIP was asked to adhere to the following 
principles: 
a Projects should generate sufficient revenue to largely cover their own costs over 

time, including the cost of capital in most cases; 
b Projects should be assessed as unlikely to proceed without Government 

intervention due to an identified impediment, or able to be beneficially 
accelerated with Government involvement; 

c Projects are most likely to involve the Crown taking on some early execution and 
uptake risk until such time as a project’s revenue stream is clearly established; 

d There must be an identified exit strategy to allow the Crown to recoup its capital 
within a reasonable time period; and 

e Projects should be structured so as to demonstrate a mechanism through which 
external providers of capital can invest in infrastructure opportunities that are 
currently unavailable to them, or to allow for external investors to directly invest 
alongside Government so as to reduce the funding burden on Government. 

Pilot Project – Milldale Development 

4. Since December 2017, CIP has been piloting two projects in Auckland – one with 
Fulton Hogan in Milldale, north of Auckland, and one with 

with the aim of reaching financial close on both projects by the end of 
September 2018.   

5.  has subsequently pulled out of the process 
leaving the Fulton Hogan project in Milldale as the remaining pilot 

project. 
6. CIP has spent the past seven months working closely with the Auckland Council and 

the developer, Fulton Hogan, to develop and reach agreement on a series of contracts 

s9(2)(i)
s9(2)(i)
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that will use an encumbrance model (a “user – pays” model) to fund bulk infrastructure 
in Milldale and bring forward the initial supply of 3,860 properties.  A further 4,500 
homes will be enabled by this bulk infrastructure once the adjoining Future Urban Zone 
land is consented. 

7. A briefing from CIP on the project is attached to this report.  The key issues to note are: 
a CIP will establish a special purpose vehicle (SPV) to raise funding for the 

construction of approximately $86m of bulk infrastructure for the project. 
b The project will unlock approximately 3,860 properties (3,707 residential 

dwellings and 153 commercial properties), with the bulk infrastructure being 
constructed over a three-to-four year period.  The first sections are due to be 
released in January 2019 and the first houses are expected to be completed in 
late 2019. 

c The $86m investment by the CIP SPV will be funded by: 

d Householders (who purchase a property at Milldale) will repay the SPV through 
an annual infrastructure payment (an Infrastructure Payment”).  The 
Infrastructure Payment is payable by households for 30 years and has been set 
at $650 per annum for apartments and $1,000 per annum for houses (increasing 
by 2.5% pa).  It will be paid via their Auckland Council rates bill.  

e The Infrastructure Payment is a contractual charge payable by households to the 
CIP SPV, which is secured by a first ranking encumbrance on the land titles. 

f The $86m of funding will form part of the Crown consolidated debt, given CIP is 
wholly owned by the Crown and the CIP SPV is wholly owned by CIP. 

g Auckland Council has been very supportive of the Milldale Development project 
and the transaction. 

h CIP is required under the Crown Entities Act 2004 to provide prior written notice 
to shareholding Ministers’ of the acquisition or formation of a Crown entity 
subsidiary.  The transaction requires the establishment of a number of 
subsidiaries and limited partnerships1 by CIP, and notice of this has been 
separately provided to your offices to meet the requirements of the Crown 
Entities Act 2004. 

Next Steps 

8. In late September/October 2018, the CIP Board expects to seek shareholding 
Ministers’ approval of a share issue to the Crown (and subsequent capital call on those 
shares) for the equity funding for the project.   

9. CIP estimates that the equity funding will be between $12.5m to $17.5m (consisting of 
$5m to $7.5m equity funding for the project and $7.5m to $10.0m for development of 
the model, transaction and operational costs).   

                                                
1 CIP Services Ltd, Milldale HoldCo LP, Milldale Holdco GP Ltd, Milldale Infrastructure LP, and Milldale Infrastructure GP Ltd. 
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Limitations of CIP’s model 

10. The Urban Growth Agenda (the UGA) is designed to improve outcomes for New 
Zealanders by addressing the fundamentals of land supply, development capacity, and 
infrastructure provision.  The UGA’s main objective is to improve housing affordability, 
underpinned by affordable urban land. 

11. There are five key pillars to the UGA, one of which relates to infrastructure funding and 
financing.  The purpose of that pillar is to enable a more responsive supply of 
infrastructure and appropriate allocation of cost, including the use of project financing 
and access to financial capital. 

12. While CIP’s work has been very beneficial for our work on infrastructure funding and 
financing as part of the UGA, there are some limitations to its encumbrance model 
which we are looking to overcome through the development of alternative financing 
models.  Those limitations are: 
a CIP’s model relies on the successful negotiation of an annual infrastructure 

payment with the landowner (i.e. the CIP SPV does not have the power to 
impose a charge or targeted rate on a landowner to meet the SPV’s financing 
costs). 

b A SPV set up by CIP cannot access revenue from a targeted rate via a 
contractual arrangement with a Council to pay off the SPV’s debts, without those 
debts impacting the Council’s balance sheet2.  This means that legislation would 
be required to enable a CIP SPV to directly impose a targeted rate on 
landowners to pay off the SPV’s debts, without those debts impacting on a 
Council’s balance sheet. 

c As CIP’s model is a negotiated contractual model, it works well where it is dealing 
with a single landowner on a greenfield development, but is less effective where 
CIP is required to deal with multiple landowners or for a brownfield development. 

d CIP’s ability to secure financing for the infrastructure investment is less certain 
and more expensive because: 
i The lack of available long-term project revenue streams from Councils to 

enable ‘bankability’ by financiers makes CIP’s borrowing more expensive; 
and 

ii Financiers will form a view on the counterparty risk associated with the 
developer/infrastructure user, i.e. what is the ability of CIP to enforce 
payment from the developer/infrastructure user compared to a targeted rate 
that has a charge against the property. 

e As a Crown owned company, any borrowings of CIP or its SPV will have an 
impact on the Crown’s balance sheet.  Therefore, for this project, the $86m of 
funding will form part of the Crown consolidated debt, of which the CIP equity 
funded portion ($5m to $7.5m) will be treated as core Crown debt. 

 
Interaction with the Infrastructure Funding and Financing Pillar of UGA 
 
13. We will be considering the ongoing role of CIP and lessons learnt from the pilot project 

as part of our ongoing work on the infrastructure funding and financing pillar of the 

                                                
2 Only Councils have the ability to levy rates.  Therefore, if a rate is required to pay off a debt, the full debt is instantly treated as 
a financial obligation on the balance sheet of the Council. 
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UGA.  In the meantime, in our view it will be important for CIP to continue to focus on 
its current role, which is to investigate and implement commercial models to support 
the financing and delivery of local bulk infrastructure. 

Recommended Action 

We recommend that you: 
 
a note the contents of this report; and 
 
b note that, in accordance with the Crown Entities Act 2004, CIP has provided 

shareholding Ministers’ with prior written notice that it will be establishing a number of 
subsidiaries and limited partnerships for its Milldale development project. 

 
 
 
 
 
 
Stacey Wymer 
Manager, Infrastructure Transactions 
 
 
 
 
 
 
Rt Hon Winston Peters 
Minister for State Owned Enterprises 
 
 
 
 
 
 
Hon Grant Robertson 
Minister of Finance 
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1. Executive Summary 

Crown Infrastructure Partners Limited (CIP) is nearing execution of its first Bulk Housing 
Infrastructure (BHI) project and will soon be approaching Ministers for necessary approvals for 
funding and other matters before contractually closing the transaction in late September (with 
financial close as soon as possible thereafter). The purpose of this briefing is to provide Ministers 
with an update on this first project.  

CIP’s first BHI project (the “Project”) relates to Fulton Hogan Land Development Limited’s (FHLD) 
greenfield development in Milldale, north of Auckland (the Milldale Development). CIP will raise 
equity and third party debt to finance the delivery of five water and roading BHI projects (costing an 
estimated $86m) required to unlock the Milldale Development and the surrounding greenfield area. 
CIP’s infrastructure finance will be repaid by the final Milldale property owners over time. 

CIP, through Treasury, will liaise with respective Ministers’ offices in respect to an announcement 
of the transaction in conjunction with FHLD and Auckland Council. This would likely be an event at 
Milldale.  

CIP (in consultation with other growth Councils) determined that Auckland Council was well 
positioned with both a suitable project for the first CIP BHI project and the necessary resources to 
progress the transaction. The Milldale Development was previously identified as a potential Housing 
Infrastructure Fund project. 

For a modest Crown equity investment of $5m-$7m (which is expected to be fully repaid plus a 
return on capital) the Project will: 

– fund $86m of BHI,   

– accelerate the delivery of the Milldale Development, 

– prove CIP’s commercial model, and 

– will raise long term 38 year debt which will be repaid by a reasonable $650 (for an apartment 
+2.5% pa) or $1,000 (for a home +2.5% pa) annual payment by households over 30 years via 
their Auckland Council Rates Bill.  

This meets Government policy objectives of accelerating housing supply in Auckland and 
introducing third party capital which is funded by the beneficiaries of the new housing supply. It 
benefits Auckland Council through the acceleration of their Urban Growth Plan with completed 
infrastructure assets vesting to Auckland Council Group ownership. 

The Milldale Development will unlock approximately 3,707 new residential dwellings, including 
housing and apartments as well as a neighbourhood retail centre, parks and other civic amenities, 
potentially a new school and retirement village and 153 commercial properties1. The bulk 
infrastructure is intended to be constructed over a three to four year period. Housing development 
and sales are to occur incrementally over the next 10 - 12 years, with the first sections due to be 
released in January 2019 and the first houses expected to be completed in late 2019. 

CIP will establish a special purpose vehicle (SPV) which will raise equity from CIP and debt from 
third party senior debt provider(s) (“Senior Debt Providers”), with no recourse to CIP or the Crown. 
This funding will be repaid through Infrastructure Payments payable from FHLD and subsequent 
landowners over a period of 38 years. The CIP SPV will not be exposed to construction, 
development, operations or performance risk.  

Auckland Council is of the view that the Senior Debt and CIP equity will not constitute debt on the 
Council balance sheet or for the purposes of its credit ratings. The Senior Debt will form part of 
Crown consolidated debt.  

FHLD has significant experience developing residential sections in New Zealand. FHLD  

                                                
1 If a school or retirement village is delivered, the total number of dwellings will be reduced. 
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CIP is currently working through final commercial matters with the parties involved and completing 
a competitive Request for Proposals (RFP) process for selection of the preferred Senior Debt 
Provider(s).  

CIP is required under the Crown Entities Act 2004 to notify Ministers of its intention to establish 
subsidiaries. CIP will be establishing a number of subsidiaries and initial partnerships in mid-August 
as part of the corporate structure for the Project.  

In mid-September, the CIP Board expects to approve the Project and then approach Shareholding 
Ministers for approval of CIP’s capital issue for the equity required for the Project and CIP’s 
operational costs associated with BHI. This will be closely followed by a capital call to the Crown. 
CIP estimates the capital call to be between $5-$7.5m equity for the Project, 

This will be against the $600m appropriated within 
Vote Finance for funding CIP to invest in water and roading infrastructure to support the timely 
increase of housing supply.   

Once this equity to fund the Project is received, CIP will move to financial close.  

CIP has worked closely with Treasury officials on the Project and its other BHI activities. CIP has 
kept other targeted growth Councils informed of progress and they are preparing a pipeline of 
projects that may meet the criteria for CIP involvement and acceleration. 

2. Milldale Development Overview 

CIP determined (in consultation with Treasury and other growth Councils) that Auckland Council 
had the capability and resourcing needed to deliver the initial path finder BHI project against the 
required timeframes. 

Auckland Council presented two projects to CIP for consideration = Milldale

 

 

 

 

 
 
 
 
 
 
 

Figure 1: Early stages of the Milldale Development, North of Auckland, West of State Highway 1 
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The Milldale Development is located in 
Milldale, Wainui approximately 35 
kilometres north of Auckland. The 
development is being undertaken by FHLD.  

 The Milldale Development will unlock 
~3,707 new dwellings, including housing 
and apartments as well as a neighbourhood 
retail centre, parks and other civic 
amenities, and potentially a new school and 
retirement village and 153 commercial 
properties.2 Housing development and 
sales are expected to occur incrementally 
over the next 10-12 years with the first 
sections due to be released in January 2019 
and first houses expected to be completed 
in late 2019. 

The Project will also help unlock the wider 
greenfield area surrounding the Milldale 
Development, supporting a further ~4,500 
dwellings (currently zoned as Future Urban 
Zone land). In total, the Project will be 
supporting ~9,000 dwellings in the area and 
it is anticipated that infrastructure will 
incentivise the Council to bring the zoning of 
the surrounding land forward.  

The BHI in the Project consists of five sub-projects including both road and waste water assets with 
a collective cost of approximately $86 million, which are expected to be constructed over a three to 
four year period. 

Table 1: Overview of Bulk Infrastructure Projects in Milldale Development 

Projects Cost Description 

Project 1 - Weiti Stream to Silverdale 
Interchange 

Two lane arterial road and bridge connecting the 
development to the Dairy Flat Highway and Silverdale 
Interchange 

Project 2 - Wainui Road Argent Lane 
Intersection Upgrade  

Upgrade of intersection for two Arterial Roads 

Project 4 - Milldale to Millwater 
Wastewater Tunnel 

Wastewater tunnel and pumping equipment to service a 
total catchment of 9,000 dwellings 

Project 5 - Milldale to Millwater 
Wastewater Tunnel stage 2 

Stage 2 connection to Milldale Development through 
private land  

Project 6 - Highgate Bridge to 
Parkway Ave Extension  

Connects Milldale Development via Highgate Bridge to 
Parkway Ave and the development at Highgate on the 
east side of the motorway  

 

In addition to the BHI projects set out above,

                                                
2 If a school or retirement village is delivered, the total number of dwellings will be reduced. 

    Figure 2: Masterplan of Milldale Development 

s9(2)(i)

s9(2)(i)
 

 

 

 

20190815 TOIA Binder Doc 1
Page 9 of 59



 
Commercial in Confidence  
 
 

5 

3. Transaction Structure 

The Project is based on the encumbrance model which CIP designed and outlined in its Bulk 
Infrastructure Models Report to Ministers (dated November 2017) and at the subsequent Ministerial 
briefing in December 2017. 

CIP will establish a SPV which will raise equity from CIP and debt from Senior Debt Provider(s) 
(which is non-recourse to CIP or the Crown) to fund the construction of the BHI by FHLD. 

CIP SPV’s financing will be repaid through Infrastructure Payments from FHDL and subsequent 
landowners over 38 years. The payment obligations will be secured by a first ranking encumbrance 
on the land titles. 

The commitment to pay Infrastructure Payments will ramp up over eight years (i.e. in each year, an 
additional 12.5% of the aggregate Infrastructure Payments will become payable, such that at year 
eight, 100% of the aggregate annual Infrastructure Payments on the titles will be due).

The individual Infrastructure Payment to be made by each standalone house/ terraced house will 
be $1,000 per annum while apartments will pay $650 per annum (increasing by 2.5% per annum).  
The Infrastructure Payments payable by homeowners will be billed as part of the Auckland Council 
rates bill (while CIP SPV will directly invoice FHLD for amounts due from FHLD). No GST is 
expected to be payable on the Infrastructure Payments. We have included an example of the rates 
bill a home owner will receive in Appendix A.    

Once complete, the BHI assets will be owned, operated and maintained by the relevant member of 
the Auckland Council Group. 

Auckland Council and FHLD will make contributions towards the cost of the BHI. Auckland Council’s 
contribution is based on the spill over benefits that arise from the BHI outside the Milldale 
Development.  This amount will be ultimately on charged by Auckland Council through developer 
contributions in the surrounding areas at the time that land is developed. 

 
The Project will require a CIP SPV contribution of an estimated $5m of equity, in addition to an 
estimated $45m of Senior Debt. The table below provides CIP’s current estimate of the costs and 
distribution of the funding of the Project. These numbers are CIP’s current best estimate but will be 
ultimately determined by the outcome of the Senior Debt RFP process. 

s9(2)(i)
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CIP has sought to structure and price its equity based on market pricing. This is a conscious attempt 
to have the option to divest the equity at some point in the future and earn a commercial return in 
line with CIP’s operating principles.  

CIP acknowledge there are some challenges with selling the equity in the near term. In particular, 
the amount of equity is relatively small, and on its own, is likely to be too small to warrant a significant 
due diligence exercise by potential acquirers. CIP considers this to be part of the early execution 
and uptake risk required to be taken on by CIP.  The equity contribution will be fully invested at the 
start of the transaction and there will be no liability to CIP or the Crown for future calls on equity.  
There is potential to “package up” future transactions of this size if a sale at a later date was desired. 
This potential option would require further consideration by CIP, 

A diagram showing the transaction structure can be found in Appendix B. 

4. Approach to Capital Raising  

CIP is running a two stage competitive procurement process to raise the Senior Debt for the Project 
in accordance with the Government Rules of Sourcing. The two stages are outlined briefly below: 

(a) Senior Debt Panel RFP - CIP appointed a Senior Debt Panel. The Senior Debt Panel 
consists of suitably qualified and experienced senior lenders, capable of fully delivering 
to CIP’s Senior Debt Panel RFP requirements.  

(b) Senior Debt RFP – Once the Senior Debt Panel was established CIP issued a request for 
proposals to the Senior Debt Panel for the Project with final bids due

 

5. Key Parties 

Auckland Council  

CIP determined (in consultation with Treasury and other growth Councils) that Auckland Council 
had the necessary capability and resourcing to deliver CIP’s first BHI project against the required 
timeframes Auckland Council agreed to provide senior executive and mayoral sponsorship to 
ensure the project progressed.  

Auckland Transport 

Auckland Transport is a Council Controlled Organisation responsible for the region’s transport 
network. This Project is made up of three roading projects that will connect into and become part of 
Auckland Transport’s network. Auckland Transport will approve the design of the roading assets 
and have oversight of construction, ensuring the assets will meet the needs and standards of the 
Auckland Transport network. The roading projects vest in Auckland Transport on completion and 
Auckland Transport is responsible for ongoing maintenance.  

s9(2)(i)
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Watercare 

Watercare is a Council Controlled Organisation responsible for Auckland Council’s water systems 
and networks. Watercare is responsible for approving the design of the two water projects (Projects 
Four and Five). Watercare will have oversight of the construction and will ensure the assets meet 
the needs and standards of Watercare’s water network. The water projects vest in Watercare on 
completion and Watercare is responsible for ongoing maintenance.  

New Zealand Transport Agency 

As noted above, in addition to the BHI projects set out above,

Fulton Hogan Land Development Limited  

FHLD is a wholly owned subsidiary of Fulton Hogan Limited. FHLD has significant experience 
developing residential sections in New Zealand (some of which have been through joint ventures). 

and is regarded as a top tier land developer 
in New Zealand.  

Fulton Hogan Limited 

Fulton Hogan Limited is a large, family owned infrastructure construction, roadworks and aggregate 
supplier company. It is headquartered in Christchurch with operations around New Zealand and in 
wider Australasia. Fulton Hogan Limited reported Net Profit After Tax of $180m against Revenue of 
$3.64bn revenue for the year ended June 2017. 

Senior Debt Provider(s) 

CIP are running an RFP process to appoint Senior Debt Provider(s) from the Senior Debt Panel for 
the Project.  

6. Milldale Development: Key Outcomes 

The Milldale Development has provided CIP with the opportunity to prove its alternative funding 
model, while delivering a number of positive outcomes for the Crown and the Auckland area.  

Deliver on operating principles and key outcomes 

Under the Project CIP will deliver on its operating principles (CAB-17-MIN-0350 refers) and the 
following outcomes: 

(a) Proof of the encumbrance model – The Milldale Development will use the encumbrance 
model to fund the delivery of BHI required for greenfield area growth. The cost of this 
infrastructure will then be met by the final users of that infrastructure. 

(b) Long term revenue stream – The transaction will develop a long term revenue stream 
over 38 years to support long term debt to be provided by capital markets which is critical 
to funding long term infrastructure.  

(c) Housing supply – 3,707 new residential and 153 commercial properties that are expected 
to be delivered by 2027, as well as supporting the unlocking of a further ~4,500 Future 
Urban Zoned dwellings.  

(d) Acceleration of housing supply – Fulton Hogan anticipates delivering the BHI within three 
to four years. Without CIP intervention the infrastructure required to unlock the area (and 
specifically the roading infrastructure) would have been incrementally delivered by various 
parties over an uncertain timeframe (noting that Watercare has proactively worked with 
FHLD to implement arrangements for the construction of projects 4 and 5). The 
encumbrance model is designed to provide FHLD with certainty to proceed with the 
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development faster than it would under a business as usual approach and places a financial 
incentivise on FHLD to bring sections to market in line with an agreed development 
timetable.  

(e) A potential solution to incremental investment in infrastructure – CIP intervention 
brings a co-ordinated approach to the funding and delivery all five BHI projects required to 
unlock the Milldale area at once rather than in stages. 

(f) Development of a pipeline for future projects – CIP has kept other targeted growth 
councils (Tauranga, Hamilton and Queenstown) informed of progress and they are 
preparing a pipeline of suitable projects that may meet the criteria for CIP intervention and 
acceleration. 

(g) A commercial return to the Crown – The transaction provides a mechanism for the Crown 
to invest in BHI and receive a commercial return on this investment.  The quantum of the 
expected return of equity will be determined following the appointment of the Senior Debt 
Provider(s)

CIP learnings from the Project 

CIP has made significant progress through the development, contracting and testing phases of 
CIP’s work on the Project. This has led to a deeper understanding of the sector, identification of 
new issues and testing of possible solutions, particularly in the following areas:  

(a) Input from the infrastructure industry – CIP has worked closely with the best finance, 
commercial, engineering and legal advisors in the infrastructure space on the development 
of the encumbrance model and the transaction.   

(b) New investment opportunities for the capital markets – CIP has established a Senior 
Debt Panel comprised of 10 potential debt providers that have been (and will be in the 
future) approached to provide debt facilities for the purposes of CIP projects. The panel is 
made up of New Zealand and international providers which through this process have been 
educated on the encumbrance model. CIP has also gained useful learnings from its 
engagement with the Senior Debt Panel. In CIP’s next transactions, we anticipate further 
opportunities for the Senior Debt Providers to participate in the financing of infrastructure. 

(c) Incentivising the debt market to produce long term debt solutions which will support 
long dated debt most suitable for the long life of infrastructure – Debt providers have 
started to signal the potential to test longer term debt solutions here in New Zealand. Due 
to the long term (38 years) nature of the transaction CIP has clearly signalled a need for 
debt providers to present competitive solutions to the cost of borrowing over this time.   

(d) Managing the Council relationship – CIP has built a close relationship with Auckland 
Council.  It is necessary to have a very close working relationship with Council and senior 
executives to ensure projects can progress through the various levels and council 
organisations in a timely manner. 

On the completion of the Project, CIP will reflect and form comprehensive learnings to be 
incorporated into further development of the encumbrance model and others. These learnings will 
be provided to officials and Ministers. 

7. Ongoing Considerations 

Acceptance by the market and prepayment of Infrastructure Payments 

The market reaction to placing an encumbrance over land titles under the encumbrance model is 
yet to be tested in New Zealand.  No sale or a reduced sale price on sections is a risk to the success 
of the Project. The financial risk of non sale or a reduced sale price is held by FHLD.  
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Council approval 

CIP has worked closely with senior executives of Auckland Council.  CIP has met with the Mayor 
and Deputy Mayor and has fully briefed key Councillors. A workshop with Auckland Council 
management and Councillors is scheduled for late August.  Auckland Council has been very 
supportive of the Milldale Development and the transaction.  The approval of the transaction will be 
obtained prior to the final CIP Board and Ministerial approvals.  

Timetable 

CIP will be ready to contractually close the transaction at the end of September. The financial close 
date will occur once CIP receives its capital call from Treasury. This could be up to four weeks from 
when final approvals for capital issue from the Crown are received.  The timing of financial close 
will adjust depending on when CIP’s equity is received. CIP will manage the impact on the parties 
accordingly. 

Balance sheet impacts 

Auckland Council is of the view that the debt issued by CIP SPV is not considered to be debt or an 
obligation of the Council. Given CIP SPV’s independent revenue stream and strong security position 
and the absence of any form of guarantees from the Council this appears relatively straight forward.  
The Council expect that its financial contributions to the Project will be treated as business as usual 
for Council by the rating agencies as these are contributions that they have made and will continue 
to make for both this and other non-CIP projects. 

The Senior Debt will not constitute core Crown debt, but will form part of Crown consolidated debt. 

Interest rate management 

Compliance 

The encumbrance model creates compliance obligations under the Credit Contract and Consumer 
Finance Act 2003 (CCCFA) and the Anti-Money Laundering and Countering Financing of Terrorism 
Act 2009 (AML) for CIP SPV.  

CIP has determined CIP SPV will be able to meet the requirements of both the CCCFA and AML. 
Nevertheless they create administrative burdens and CIP is therefore working with the Ministry of 
Business Innovation and Employment and the Ministry of Justice to seek exemptions under both 
regimes.  

Inland Revenue considerations 

CIP currently takes the position that it is a tax exempt Public Benefit entity and is expecting a law 
change to confirm its tax exemption, so any flow through income will be exempt.  CIP has engaged 
with Inland Revenue from an early stage to confirm the tax implications of the Project. Inland 
Revenue has been asked to provide a binding ruling to ensure landowners understand their tax 
position. 

s9(2)(i)
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CIP has received a draft indicative view from Inland Revenue that confirms that Infrastructure 
Payments will be exempt of GST,

8. Establishment of Subsidiaries 

CIP is required under the Crown Entities Act 2004 to notify Ministers of its intention to establish 
Crown entity subsidiaries.  CIP hereby notifies Ministers that CIP will be establishing a number of 
subsidiaries and initial partnerships in mid-August as part of the corporate structure for the 
Project.   CIP will establish the following subsidiaries: 

(a) CIP Services Limited (a company wholly owned by CIP, established under the Companies 
Act 1993, for the purposes of providing management services to the limited partnerships); 

(b) Milldale HoldCo LP (a limited partnership established under the Limited Partnership Act 
2008); 

(c) Milldale HoldCo GP Limited (as general partner of Milldale HoldCo LP); 

(d) Milldale Infrastructure LP (a limited partnership established under the Limited Partnership 
Act 2008); 

(e) Milldale Infrastructure GP Limited (as general partner of Milldale Infrastructure LP). 

9. Next Steps  

CIP will be completing the Senior Debt RFP process at the beginning of September. Once the 
Senior Debt Provider(s) have been appointed, CIP will work quickly to finalise the agreements 
between the parties. 

In early September, the CIP Board will approach Shareholding Ministers for necessary approvals 
including approval of the capital issue to fund the equity for the transaction and CIP’s BHI operating 
expenses. This will be closely followed by a capital call to the Crown.  

CIP will work closely with Auckland Council, FHLD and the appropriate Ministers to ensure a 
coordinated announcement of the Milldale Development following contractual close which is 
expected to occur late September.  Financial close will occur as soon as possible thereafter upon 
CIP’s receipt of the capital. 

Following financial close, CIP will shift its focus to capturing the lessons learned on the 
encumbrance model and the assessment of potential projects that have been put forward by other 
Growth Councils (Hamilton, Queenstown, Tauranga).  Auckland Council has signalled that it would 
like CIP to focus on the large projects surrounding Drury in the South of Auckland, some of which 
are part of the Auckland Transport Alignment Project and could release 10-15 thousand lots.  

s9(2)(i)
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Appendix A: Example - Auckland Council Rates Invoice  
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Appendix B – Commercial Structure Diagram 
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IN-CONFIDENCE 

Treasury 4008624v1 IN-CONFIDENCE 1 

Reference: T2018/2563     CM-1-3-106-1 
 
 
Date: 11 September 2018 
 
 
To: Minister for Infrastructure (Hon Shane Jones) 
 
Copy to: Minister of Finance (Hon Grant Robertson) – for your information only 
   
 
Deadline: 12 September 2018 
(if any) 
 
 
Meeting with Crown Infrastructure Partners, 12 September 2018 

You are meeting with Crown Infrastructure Partners (CIP) on Wednesday 12 
September 2018 at 12.30pm.  The purpose of this briefing is to provide you with an 
update on CIP in advance of this meeting and set out possible discussion topics. 

We understand that CIP is keen to ensure that in addition to their Shareholding 
Ministers, other interested Ministers (primarily yourself and the Minister of Housing and 
Urban Development) are kept informed of their progress on their infrastructure projects.  
CIP met with the Minister of Housing and Urban Development on 9 August 2018 to 
discuss their infrastructure pilot project and progress and we believe this meeting will 
follow a similar format.  

CIP have not circulated any materials for the meeting but have provided the following 
agenda to your office staff: 

• Overview of approach to Infrastructure financing 

• Update on Milldale, CIP’s first Bulk Housing Infrastructure project 

• Next steps to contractual and financial close 

• Next projects with Growth Councils (Auckland, Tauranga, Hamilton, Queenstown) 

• Questions 

Overview 

CIP was asked to design a model to accelerate bulk infrastructure development to 
support housing supply while minimising further debt on councils’ balance sheets.  It 
was anticipated that the CIP model would most likely accomplish this by investing in 
infrastructure assets in place of councils in return for revenue streams from developers 
and infrastructure users (which may include the relevant council). 

Since December 2017, CIP has been working on testing this concept with a pilot 
project in Milldale, North Auckland.  The other counterparties to this project are 
Auckland Council, Watercare, Auckland Transport and Fulton Hogan (as developer). 
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We provided a project update to Shareholding Ministers (the Minister for State Owned 
Enterprises and the Minister of Finance) on this project on the 4 September 2018 
[Treasury Report T2018/2340]1.    

The key elements to note from that report are replicated below: 

• CIP will establish a special purpose vehicle (SPV) to raise funding for the 
construction of approximately $86m of bulk infrastructure for the project. 

• The project will unlock approximately 3,860 properties (3,707 residential 
dwellings and 153 commercial properties), with the bulk infrastructure being 
constructed over a three-to-four year period.  The first sections are due to be 
released in January 2019 and the first houses are expected to be completed in 
late 2019. 

• The $86m investment by the CIP SPV will be funded by: 

• Householders (who purchase a property at Milldale) will repay the SPV through 
an annual infrastructure payment (an Infrastructure Payment).  The Infrastructure 
Payment is payable by households for 30 years and has been set at $650 per 
annum for apartments and $1,000 per annum for houses (increasing by 2.5% 
pa).  It will be paid via their Auckland Council rates bill.  

• The Infrastructure Payment is a contractual charge payable by households to the 
CIP SPV, which is secured by a first ranking encumbrance on the land titles. 

• The $86m of funding will form part of the Crown consolidated debt, given CIP is 
wholly owned by the Crown and the CIP SPV is wholly owned by CIP. 

• Auckland Council has been very supportive of the Milldale Development project 
and the transaction. 

Logistics and attendees 

The meeting is being held at your offices.  The meeting will start at 12.30pm and run 
until 1.30pm.  CIP will be managing the meeting and the agenda.   

Attendees from CIP are Graham Mitchell (Chief Executive), Sean Wynne (Deputy Chief 
Executive) and Nick Manning (General Manager of Government and Communications).  
Simon Allen, the Chair, is unable to attend. 

Treasury officials will also attend the meeting.   

                                                
1 We requested the Minister of Finance’s office referred this report on to yourself, as Minister of Infrastructure and the 
Minister of Housing and Urban Development.   
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Possible questions to raise with CIP 

Their commercial model is predicated on the successful negotiation of an annual 
infrastructure payment with the landowner (i.e. CIP does not have the power to impose 
a charge or targeted rate).   

• Do they believe this model is replicable? 

• Where might this model not work 

• What changes would CIP make to the model 

What learnings can they provide the Crown from their interactions with councils, 
developers and debt markets? 

 
 
 
 
Amelia East, Senior Advisor, Infrastructure Transactions,
Stacey Wymer, Manager, Infrastructure Transactions, 

s9(2)(k)

s9(2)(k)

 

 

 

20190815 TOIA Binder Doc 2
Page 24 of 59
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Treasury 4006615v5 IN-CONFIDENCE 

Treasury Report:  Crown Infrastructure Partners – Ministerial Approvals 

Date: 17 October 2018 Report No: T2018/2498 

File Number: CM-1-3-106 

Action Sought 

 Action Sought Deadline 

Minister for State Owned 
Enterprises  
(Rt Hon Winston Peters) 

Note the contents of this report. 

Agree to the recommendations. 

Sign the Shareholder Resolution 

Send the attached letter to the Chair of CIP 
on behalf of shareholding Ministers. 

22 October 2018 

Minister of Finance  
(Hon Grant Robertson) 

Note the contents of this report. 

Agree to the recommendations. 

Sign the Shareholder Resolution. 

22 October 2018 

Contact for Telephone Discussion (if required) 

Name Position Telephone 1st Contact 

Amelia East Senior Advisor, 
Infrastructure Transactions



Stacey Wymer Manager, Infrastructure 
Transactions 

 

Actions for the Minister for State Owned Enterprises’ Office Staff  
Once signed, please return the signed report to the Treasury. 

Please scan and return the Shareholder Resolution to the Treasury as soon as possible after signing so 
that CIP can file the resolution with Companies Office within the statutory timeframes. 
Sign and send the attached letter to the Chair of CIP on behalf of Shareholding Ministers. 

Actions for the Minister of Finance’s Office Staff  
Once signed, please return the signed report to the Treasury.   
Please scan and return the Shareholder Resolution to the Treasury as soon as possible after signing so that 
CIP can file the resolution with Companies Office within the statutory timeframes. 
Refer this report to the Minister for Infrastructure and the Minister of Housing and Urban Development. 
 
Enclosures: Letter to the Chair of CIP;  CIP Briefing to Ministers Milldale Development;  
  CIP Shareholder’s Resolution

s9(2)(k) s9(2)(g)(ii)
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Treasury Report: Crown Infrastructure Partners - Ministerial Approvals 

Executive Summary 

The purpose of this report is to provide an overview of Crown Infrastructure Partner’s (CIP’s) 
first pilot project at Milldale (the Project) and seek Shareholding Ministers (Ministers) approval 
to: 

• CIP’s capital call of $4.5 million for the funding of the equity investment in the project (the 
Capital Request); and 

• changes to the CIP constitution to avoid the need for Ministers to grant approval for CIP’s 
subsidiaries to enter into borrowings and provide certain guarantees and indemnities in 
order to complete the transaction (the Subsidiary Approvals).  

The Treasury recommends that Ministers approve the Capital Request, but rather than grant 
the Subsidiary Approvals, amend the CIP constitution to remove this being a necessary 
requirement.  Our legal advice is that we cannot rule out the potential risk that Ministers may 
become ‘deemed directors’ of CIP if they approve these requests.  Amending the constitution is 
a more pragmatic way forward to ensure the Project can move to contractual/financial close 
without exposing the Ministers to unnecessary risk. 

The Treasury is primarily relying on the Board approval of the Project as confirmation that the 
Project should proceed from a financial, commercial and risk position.  However, the Treasury 
have assessed the Project documents supplied and believe that the Project meets the majority 
of the principles that CIP was tasked with, when designing and implementing its commercial 
models.   

CIP’s mandate has always been to trial a pilot project and then implement its commercial 
models across the high-growth centres.  We would therefore recommend that CIP provide a 
“lessons learnt” report to Treasury on the Project, so that Ministers can fully understand the 
model created and this can help inform any future government policy. 

The Project will be the first of its kind in New Zealand and we anticipate media interest in this 
project.  However, we recommend public communications for the Project be performed only 
once the project has reached financial close (targeting 26 October) and that media 
announcements are co-ordinated between the various involved stakeholders (Ministers, 
Auckland Council, Watercare, FHLD, CIP) to ensure consistency of message. 

Recommended Actions 

We recommend that you: 
 
a authorise CIP to request a capital call of $4.5 million for its equity in the project, on the 

provision that any un-used capital is offset against future capital calls made by CIP for 
infrastructure projects 

 
Authorised/not authorised    Authorised/not authorised 
Minister of Finance     Minister for State Owned Enterprises 

s9(2)(g)(i)
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b agree to amend the Crown Infrastructure Partners constitution to remove the requirement 

for Ministers to approve CIP subsidiaries to enter into borrowings and provide certain 
guarantees and indemnities for its infrastructure work programme 

 
Agree/disagree     Agree/Disagree 
Minister of Finance    Minister for State Owned Enterprises 

 
c note that changes to the constitution requires the consent of shareholders; 
 

Agree/disagree     Agree/Disagree 
Minister of Finance    Minister for State Owned Enterprises 

 
d agree to sign the attached Shareholder’s Resolution, authorising the changes to CIP’s 

constitution 
 

Agree/disagree     Agree/Disagree 
Minister of Finance    Minister for State Owned Enterprises 

 
e agree that CIP provide a lessons learnt report to the Treasury on this Project before the 

end of the year 
 

Agree/disagree     Agree/Disagree 
Minister of Finance    Minister for State Owned Enterprises 

 
f agree that CIP should focus next on the implementation of its commercial model in either 

Hamilton or Tauranga 
 

Agree/disagree     Agree/Disagree 
Minister of Finance    Minister for State Owned Enterprises 

 
g send the attached letter to the Chair of CIP, on behalf of Ministers, which details the 

decisions taken by Ministers 
 

Agree/disagree 
Minister of Finance 

 
h agree that public communications for the project be performed only once the project has 

reached financial close  
 

Agree/disagree     Agree/Disagree 
Minister of Finance    Minister for State Owned Enterprises 

 
 
 
 
 
Stacey Wymer 
Manager, Infrastructure Transactions 
 
 
 
 
 
Rt Hon Winston Peters     Hon Grant Robertson 
Minister for State Owned Enterprises  Minister of Finance 
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Treasury Report: Ministerial Approvals for Crown Infrastructure Partners 

Purpose 

1. The purpose of this report is to provide an overview of Crown Infrastructure Partner’s 
(CIP’s) first pilot project and seek Shareholding Ministers (Ministers) approval to: 

1.1. CIP’s capital call of $4.5 million for the funding of the equity investment in the 
project (the Capital Request); and 

1.2. Changes to the CIP constitution to avoid the need for Ministers to grant approval for 
CIP’s subsidiaries to enter into borrowings and provide certain guarantees and 
indemnities in order to complete the transaction.  

2. These Ministerial approvals are required for CIP to complete the project. 

Background 

3. On 4 September 2018, Treasury provided an update [T201/2340] to Ministers on the 
development of CIP’s first infrastructure pilot project at Milldale, Wainui (the Project).  The 
Project looks to accelerate the development of over 3,800 properties at Milldale. 

4. On 14 September 2018, we received confirmation that the CIP Board had approved for 
the Project to proceed.  This was accompanied by the Briefing to Ministers:  Approval of 
matters relating to the Milldale Project (the CIP Report – enclosed). 

5. In summary, CIP will establish a SPV1 to raise funding for the construction of bulk 
infrastructure for the Project.  CIP expect the first sections to be sold by FHLD by 
Christmas, with the first houses completed in 2019. 

6. The total cost of the Project is $91.32m and is funded as follows: 

7. The amount of debt ultimately raised by ACC, the equity financing by CIP and the 
contribution by Fulton Hogan (FHLD) will be finally determind on financial close (based on 
prevailing interest rates) but is expected to be within the ranges indicated above. 

8. CIP has informed Treasury in writing that all commercial issues and documents for the 
Project are finalised and upon receiving Ministerial approval, they will be able to move to 
contractual close.  Financial close will follow a week or so later (with a target date of no 
later than 26 October 2018).  

                                                
1 For the purposes of this report, SPV refers to the corporate structure that has been set up by CIP for this Project, which includes a 
number of subsidiaries and limited partnerships. 
2 This has increased from $86.3 million as per previous advice. This is due to the cost of one of the water projects involved 
increasing from $14 million to $19 million.  
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Assessment of the Capital Request 

9. In the CIP Report enclosed, Ministers are requested to authorise CIP to issue a capital 
call of $4.5 million to the Treasury.  This is in addition to the $6.5 million for operational 
costs in relation to the Project, which has already been approved by Ministers 
[T2018/2464 refers].  

10. The $4.5 million is for CIP’s equity investment in the Project.  The equity funding required 
for the Project by CIP in the base case scenario is $4.1 million.  A call of $4.5 million 
therefore provides a $0.4 million buffer for any unforeseen events, such as interest rate 
movements and minor changes to CIP’s financial model.  

11. In the case where the base case remains as-is upon financial close, this creates excess 
capital of approximately $0.4 million.  CIP has advised that this excess capital will be 
used to offset any future capital calls requested by CIP to fund CIP’s infrastructure 
operating expenditure, or investments in future infrastructure projects.  

12. Based on the CIP Board approval of the Project and the mandate given to CIP by 
Ministers, we recommend Ministers approve the equity capital call.  

13. Whilst the $6.5 million operational costs connected with the Project were approved under 
a separate report [T2018/2464 refers], the Treasury see benefit in better understanding 
the breakdown of costs incurred by CIP in delivering this Project over the last year.  The 
breakdown of costs provided by CIP make it difficult to assess which are one-off costs 
(such as model development) or which will occur on every infrastructure project (such as 
negotiation of a project).  As part of the lessons learnt report, referred to later in this 
report, we would like CIP to provide a fuller breakdown of its cost.   This will assist in 
Ministers understanding how much it will cost, and if it is financially viable, to roll out 
similar projects across New Zealand. 

Assessment of the Subsidiary Approvals 

What are CIP seeking? 

14. In the CIP Report, CIP sought Ministerial approval for the CIP SPV to: 

14.1. enter into the borrowings contemplated under the financing documentation, which 
would allow the CIP SPV to enter into a senior debt borrowing arrangement with 
ACC; and 

14.2. enter into certain guarantees and indemnities in connection with the Project which 
would allow the CIP SPV to guarantee repayment of the amount borrowed from 
ACC.  This guarantee (as is typical for a financing agreement) would be backed by 
an indemnity for any amount not recoverable under the guarantee3.  

(together the Subsidiary Approvals). 

                                                
3 This indemnity covers (at a high level) the costs of the financier entering into the finance documents, enforcement costs, break 
costs on early payment, losses associated with a default or with taking enforcement or preservation action in respect of any 
security or associated property, insurance costs, receivership costs and the costs of any environmental liability.   
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Is there any recourse to the Crown in the CIP SPV providing the guarantees and 
indemnities? 

15. No, the risk sits with the CIP SPV and we have confirmed there is no legal recourse to 
either the Crown or CIP.  

16. 

17. As noted in paragraph 15, there is risk to the CIP SPV in this arrangement.  CIP SPV’s 
sole source of revenue is the infrastructure payments from homeowners.  Annual 
payments will be set at $1,000 per house and $650 per apartment, indexed at a fixed rate 
of 2.5% per annum (the Infrastructure Payments).  Non-payment of the Infrastructure 
Payments is therefore a risk to the CIP SPV, as the CIP SPV is guaranteeing the 
repayment of the ACC loan (which will be in the range of $43-$50 million). 

18. Should the Infrastructure Payments not be sufficient to pay back the amounts borrowed, 
CIP SPV would be in default and could ultimately be wound up.  However, the CIP Board 
have approved for the Project to proceed as they assess this risk as low due to the 
following factors: 

18.1. First, the Infrastructure Payments will be secured by a first-ranking encumbrance 
over the land title – meaning CIP SPV could enforce payment of the Infrastructure 
Payments by forcing the homeowner to sell their house; 

18.2. Secondly, the Infrastructure Payments will ultimately be diversified over 
approximately 3,860 residential and commercial property owners who will be invoiced 
alongside Council rates.  Council rates have a very low rate of non-payment 

 and 

18.3. 

Are there any risks to Ministers in the granting the Subsidiary Approvals 

s9(2)(i)
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Assessment of the Project 

29. The Treasury is primarily relying on the Board approval of the Project as confirmation that 
the Project should proceed from a financial, commercial and risk position. 

30. The Treasury has however reviewed the CIP report provided to Ministers and the 
Investment Proposal that CIP presented to the Board, and asked some clarificatory 
questions, to assess any risks we saw to the Crown.  We have set out the key matters to 
note below. 

31. We also considered whether CIP has met the principles set by Cabinet when it was re-
purposed for infrastructure delivery.  We have attached our assessment at Appendix 1. 

                                                                                                                                                       
 
5 These include: act in good faith and in the best interests of the company; exercise that power for a proper purpose; not agree to the business of the 
company being carried on in a manner likely to create substantial risk of serious loss to a company’s creditors; not agree to the company incurring an 
obligation unless the director believes on reasonable grounds that the company will be able to perform the obligation; and exercise the care, diligence 
and skill of a reasonable director.  
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Recourse to the Crown 

32. We asked CIP to confirm that there was no liability to CIP/Crown beyond the equity 
investment of $4.5 million.  They have confirmed there is no legal recourse to either the 
Crown or CIP beyond this equity investment, except for that set out below in the CIP 
Services section below. 

33. However, as a Crown owned company, any borrowings of CIP or the CIP SPV will have 
an impact on the Crown’s balance sheet.  Therefore, for this project, the $91.3 million will 
form part of the Crown consolidated debt, of which the CIP equity funded portion of $4.5m 
will be accounted for as core Crown debt. 
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20190815 TOIA Binder Doc 3
Page 32 of 59



IN-CONFIDENCE 

T2018/2498 :  Treasury Report: Crown Infrastructure Partners - Ministerial Approvals Page 9 

IN-CONFIDENCE 

ACC Senior Debt arrangement 

38. CIP ran a two-stage competitive procurement process to raise the senior debt, and 
received five financing proposals from potential lenders.  This evaluation process led to 
ACC being recommended to the CIP Board, who then appointed ACC as the senior debt 
provider.  

39. We asked CIP when negotiating the senior debt arrangements with ACC, whether they 
had made some concessions in order to proceed.  CIP’s response was that the issues 
were resolved in a commercially acceptable manner without any material concessions or 
CIP being exposed to additional risks.   

CIP Equity Return 

40. CIP have acknowledged that in some instances, they might not meet their expected 
returns of on their equity.  We have asked for this to be more fully explained in their 
lessons learnt report. 

41. 

Risks to the Project Completing 

42. The amount of debt ultimately raised from ACC, the equity financing required by CIP SPV 
and the amount of FHLD’s contribution will be finally determined on financial close based 
on prevailing interest rates.  Financial close is currently targeted for 26 October 2018.  
Should interest rates move considerable in this period, there is a risk to the Project 
completing. 

43. 

44. The Treasury believe the risk of interest rates moving in such a way is highly unlikely, and 
Ministers should be comfortable to carry this risk heading towards financial close.  CIP 
management have also confirmed that they believe that they could manage any interest 
rate risk within the current financial parameters of the model and their equity buffer. 

Project next steps 

45. Should Ministers agree to the recommendations within this report, we will amend the CIP 
constitution and issue the equity investment to CIP – which will enable the Project to 
reach financial close by the 26 October. 

46. We anticipate media interest in this project but recommend public communications for the 
project be undertaken only once the Project has reached financial close (targeting 26 
October) and that media announcements are co-ordinated between the various involved 
stakeholders (Ministers, Auckland Council, Watercare, FHLD, CIP) to ensure consistency 
of message. 
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CIP Next Steps 

47. The CIP Report states that following financial close, CIP will be holding a workshop to 
work through the learnings from this Project, which it will then share with Treasury 
officials (the Lessons Learnt Report).   

48. Once the Lessons Learnt Report is finalised and shared with officials by CIP, we will 
report to Ministers on the content to help inform decisions on the next steps for CIP and 
how this may interact with the Infrastructure Funding and Financing (IFF) pillar of the 
Urban Growth Agenda.   

49. In the meantime, we do think it is important that CIP continue to focus on the 
development of its model. 
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APPENDIX 1:  Assessment of CIP Principles 

CIP Principles Achieved Comments 

Projects should generate sufficient 
revenue to largely cover their own costs 
over time, including the cost of capital in 
most cases. 

In part The CIP model only covers the direct costs of the infrastructure – which is recovered through an annual charge on the 
homeowners.  The indirect/network costs were passed to the Developer and/or the Council. 

Projects should be assessed as unlikely 
to proceed without Government 
intervention due to an identified 
impediment, or able to be beneficially 
accelerated with Government 
involvement. 

Yes Auckland Council have confirmed that without CIP’s involvement, the public financing of the full infrastructure investment 
would not have been programmed within Auckland Councils 10-year period of the 2018-2028 long-term Plan. 

However, there is nothing in the model that couldn’t be replicated in the private sector.  The equity investment is relatively 
small in the context of the entire project, and the debt finance, council contribution, and developer payments could have all 
happened without CIP. 

Projects are most likely to involve the 
Crown taking on some early execution 
and uptake risk until such time as the 
project’s revenue stream is clearly 
established. 

Yes The Crown’s equity returns from the project are variable in the early stages subject to any non-payment of infrastructure 
payments, prepayment of infrastructure payments, development delay, and/or loan-to-value breaches.  

There must be an identified exit strategy 
to allow the Crown to recoup its capital 
within a reasonable time period. 

 

Yes CIP structured and priced its equity based on market pricing, in order to preserve the option to divest its equity at a later 
date to earn a return.  CIP mention that the equity value may be achieved by postponing any sale until the project has 
reached a steady state,  CIP is therefore likely to hold its equity 
position in the project for the medium term, when exit options become available. 
The equity return on the investment has been analysed by Macquarie and KPMG, and is reported at a range of 

Equity distributions are forecast to commence from September 2021, planned to be distributing out to year 2058.  

Projects should be structured so as to 
demonstrate a mechanism through 
which external providers of capital can 
invest in infrastructure opportunities that 
are currently unavailable to them or to 
allow for external investors to directly 
invest alongside Government so as to 
reduce the funding burden on central 
and local government. 

In part CIP have developed a co-investment funding SPV model, involving external-debt providers, external developers, and a 
council contribution.  This is able to source private capital and contract with private developers to achieve further 
infrastructure investment but there is nothing in this model which technically isn’t already available to external providers of 
capital.  During the development of the model, CIP came to the conclusion that this objective could not be met within the 
existing New Zealand settings. 

The Infrastructure Funding and Financing (IFF) pillar of the Urban Growth Agenda should look to meet this principle instead 
as legislation would be required to fully achieve this principle. 
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CROWN INFRASTRUCTURE PARTNERS LIMITED 
(Company) 

Special resolution of the shareholders of the Company pursuant to clause 5 of the Company’s 
constitution (Constitution) and sections 32 and 122 of the Companies Act 1993 (Act)   

Date:      2018 

Introduction 
It is proposed that the Constitution be altered in the manner described below. 

Shareholder resolutions 
It is hereby resolved as a special resolution of the shareholders: 

1 That the Constitution be altered by replacing clause 7.4 with the following new clause 7.4: 

“7.4 The board shall comply with sections 162 and 163 of the Crown Entities Act (subject 
to section 160 of the Crown Entities Act) as if the Company was a crown entity 
company under the Crown Entities Act, and as if those sections formed part of this 
constitution, provided that the board may (without complying with those sections) 
approve the Company:  

7.4.1 borrowing money, or amending the terms of any borrowing, from registered 
banks or other reputable New Zealand based financial institutions for the 
purposes of implementing any commercial models contemplated by clause 
6(b); and 

7.4.2 giving any guarantees and indemnities, or amending the terms of any such 
guarantees or indemnities, relating to the borrowing of money in accordance 
with clause 7.4.1.” 

2 To approve and authorise any director of the Company (or any other person authorised by 
any director for that purpose) acting alone to do any act, matter or thing for or on behalf of 
the Company which such director considers appropriate, necessary or desirable to give 
effect to resolution 1 (including registering the amendments to the Constitution with the 
Registrar of Companies). 
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Signed by the shareholders of the Company: 

THE SOVEREIGN IN RIGHT OF NEW ZEALAND
acting by and through the Minister of Finance 
in the presence of: 

 

 Signature of Minister of Finance 

Signature of witness 
 

Name of witness 
 

Occupation of witness 
 

City/town of residence 

 

THE SOVEREIGN IN RIGHT OF NEW ZEALAND
acting by and through the Minister for State-
Owned Enterprises in the presence of: 

 

 Signature of Minister for State-Owned 
Enterprises 

Signature of witness 
 

Name of witness 
 

Occupation of witness 
 

City/town of residence 
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Mr Simon Allen 
Chair 
Crown Infrastructure Partners Limited 
PO Box 105321 
AUCKLAND 1143 
 
 
Dear Simon, 
 
I am writing on behalf of Shareholding Ministers regarding the Crown Infrastructure Partners 
(CIP) Milldale development project (the Project), and the approvals required in order for CIP 
to proceed to financial close.  
 
We have considered your briefing dated 13 September 2018, and we respond as follows:  

 
a) we approve CIP to issue a capital call of $4.5 million for its equity in the Project, on the 

provision that any un-used capital is offset against future infrastructure capital calls or 
operational calls made by CIP; and 

 
b) we will amend the Crown Infrastructure Partners constitution to remove the 

requirement for Ministers to approve CIP subsidiaries to enter into borrowings and 
provide certain guarantees and indemnities for its infrastructure work programme.   

 
Please note that we have only agreed to the change to the CIP’s constitution as a temporary 
solution to enable the Project to proceed on its current timetable.  We will be requesting that 
the Treasury assess from a policy perspective what are the options for CIP’s structure going 
forward to address such issues that this has raised.  We will advise further on this in the near 
future. 
CIP’s mandate has always been to implement its commercial models across the high-growth 
centres. 

We are very supportive of your management team collating its learnings on the Project (as 
referred to within the briefing you provided us) and would hope such a report could be 
shared with Treasury officials by the end of the year.  This would obviously include all 
feedback you believe salient, but we would be interested to receive information on the risk 
transfer to CIP, the ongoing costs likely to be incurred when delivering these models, and 
any feedback you believe will assist us in making future policy decision about infrastructure 
investment/development. 
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We anticipate media interest in this project but request that public communications for the 
Project be performed only once the project has reached financial close (targeting 26 
October) and that media announcements are co-ordinated between the various involved 
stakeholders (Auckland Council, Watercare, Fulton Hogan, CIP, Ministers) to ensure 
consistency of message.  A member of my office will engage with your management team to 
co-ordinate this approach.  
Shareholding Ministers would like to thank CIP and its directors for their work in developing 
this commercial model and implementation of its first pilot project.    
 
Yours sincerely 
 
 
 
 
 
 
 
Rt Hon Winston Peters 
Minister for State-Owned Enterprises 
On behalf of Shareholding Ministers 
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1. Executive Summary 

The purpose of this report is to seek the approvals required for CIP Limited (CIP) to reach financial 
close on its first bulk housing infrastructure project (the “Project”) relating to Fulton Hogan Land 
Development Limited’s (FHLD) greenfield development in Milldale, north of Auckland (the Milldale 
Development).  

Capital Issue and Call 

Treasury is liaising with Ministers in relation to CIP’s share capitalisation matters and arranging for 
CIP’s Shareholding Ministers to sign a Shareholders’ Approvals, Entitled Persons’ Consents and 
Special Resolution (Shareholder Resolution) approving the issue by CIP of 300 million new $1 
shares (150 million to each Shareholding Minister) of which 6.5 million shares are paid up shares to 
meet CIP’s operational costs, and 293.5 million are uncalled shares (the Infrastructure Uncalled 
Shares).  

Subject to Shareholding Ministers approving the Shareholder Resolution, CIP is seeking Shareholding 
Ministers’ written approval to issue a capital call to CIP’s Shareholding Ministers for $4.5 million of the 
Infrastructure Uncalled Shares to fund CIP’s equity investment in the Project. 

Milldale Project  

On 21 August CIP reported to the Treasury and Shareholding Ministers on the development of its 
commercial model and the progress of its first BHI Project.   

Since August, CIP has (i) completed a competitive debt process to raise up to of senior debt 
for the Project, with Accident Compensation Corporation (ACC) being the successful debt provider, 
(ii) completed negotiations of its Project documents, (iii) secured required internal approvals from 
FHLD, Auckland Council and Auckland Transport, and (iv) established the CIP Project subsidiaries 
and limited partnership vehicles (as previously advised to Ministers).  

For the Crown’s equity investment of between $3-4.5m2 (which is expected to be fully repaid plus a 
targeted  return on capital3), the Project will fund $91.3m of BHI4, accelerate the delivery of the 
Milldale Development and prove CIP’s commercial model.  As noted, the equity requirement is 
expected to be between $3.5-$4.5m – the exact amount of equity required will be determined on 
financial close and is dependent on interest rates at financial close.  The current base case is that the 
Crown’s equity investment will be $4.1m.  CIP is requesting approval to make a $4.5m capital call, 
allowing $0.4mm as a buffer for movements in the size of CIP’s equity investment prior to financial 
close5. Any amount of the $4.5m not required at financial close for the final equity investment will be 
held by CIP and offset against any further capital calls for operational costs or future project equity 
funding.  

CIP is now in a position to proceed to contractual close by 28 September 2018 and financial close 
(subject to financing parameters being met on financial close) by 28 October 2018 (at the latest), 
noting:  

• CIP’s Board approved the Project on 13 September subject to Ministerial approval (including 
approval of the capital call to fund CIP’s equity investment in the Project and the receipt of 
that capital). 
 

                                                
1 The amount of debt ultimately raised from ACC, the equity financing required by CIP SPV and the amount of FHLD’s contribution will 
be finally determined on financial close based on prevailing interest rates but are expected to be in the range indicated. 
2 The amount of debt ultimately raised from ACC, the equity financing required by CIP SPV and the amount of FHLD’s contribution will 
be finally determined on financial close based on prevailing interest rates but are expected to be in the range indicated. 
3

5 The amount of CIP’s equity investment may vary from the $4.1m estimated under the current base case due to interest rates changes 
and minor changes in the financial model in the period leading up to financial close. 
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• Auckland Council and Auckland Transport are ready to move to contractual close and 
financial close.  Watercare has already executed its contractual arrangements with FHLD. 

 
• The amount of senior debt to be provided by ACC (including the amount of that facility which 

is available to FHLD to fund BHI construction costs (Principal Amount)), the size of CIP’s 
equity investment and the expected amount of the FHLD contribution towards the BHI costs 
(Developer Contribution) will be finally determined on financial close based on prevailing 
interest rates on the day.  Under the current base case, the Principal Amount (the amount of 
CIP SPV funding available to FHLD for funding Project BHI construction costs) amounts to 
$51.3m.   

 
• FHLD are ready to move to contractual close and financial close - FHLD Board’s approval of 

the Project is subject to the Principal Amount being no less than at financial close.  If 
the size of the Principal Amount falls outside the prescribed parameters at financial close, the 
Project transaction documents signed on contractual close will not take effect and FHLD will 
need to review their position and seek new approvals or withdraw from the transaction (as 
applicable).  For the avoidance of doubt, CIP will only need to seek new approvals from 
Ministers in the event that CIP’s required equity investment is determined to be higher than 
$4.5m as at financial close. Both of these events are viewed as highly unlikely given where 
interest rates are currently at.  

 
• To mitigate the risk of interest rates moving to the extent that causes the prescribed 

parameters (the size of CIP’s equity investment and/or the size of the Principal Amount) to 
be breached, CIP is seeking to shorten the period between contractual close (28 September) 
and financial close (up to 28 October 2018).  Further to this, FHLD is ready to start marketing 
and selling the initial houses and can begin following financial close and Ministerial 
announcements. 

 
• The period between contractual close and financial close will be determined by the timing of 

final Ministerial approvals and the receipt of CIP’s capital from Treasury.  

This briefing seeks particular Ministerial approvals under Sections 162 and 163 of the Crown Entities 
Act 2004 for the relevant CIP subsidiaries to borrow and provide indemnities and guarantees.  

Future Pipeline 

CIP is currently working through proposals with the Growth Councils (Auckland, Hamilton, Tauranga 
and Queenstown) and will soon be identifying potential options for the next wave of projects using the 
commercial model. CIP intends to improve the commercial model used for subsequent projects based 
on the learnings of the Project. These learnings will be collated following financial close and shared 
with officials.  

2. CIP Requests  

CIP requests that Shareholding Ministers consider the following; 

• that subject to Shareholding Ministers approving the Shareholder Resolution (to issue $300m 
of shares in CIP), Shareholding Ministers’ authorise CIP to issue a capital call to CIP’s 
Shareholding Ministers for $4.5 million of the Infrastructure Uncalled Shares (the Share Call) 
to fund CIP’s equity investment in the Project.  
 

• in accordance with CIP’s constitution (which requires CIP’s board of directors to comply with 
section 162 of the Crown Entities Act 2004), Shareholding Ministers authorise that 

can enter into borrowings with Accident Compensation 
Corporation for up to to finance the Project.  Further detail on the borrowing 
arrangements is set out in section 7 of this report. 

 
• in accordance with the CIP’s constitution (which requires CIP’s board of directors to comply 

with section 163 of the Crown Entities Act 2004), that Shareholding Ministers authorise that 
Milldale HoldCo LP, Milldale Infrastructure LP, Milldale HoldCo GP Limited and Milldale 
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Infrastructure GP Limited can give certain guarantees and indemnities in accordance with 
the relevant Project transaction documents, including: 

 
o under the limited partnership agreements establishing Milldale HoldCo LP and 

Milldale Infrastructure LP, the powers of the relevant general partner include general 
powers to cause the respective limited partnership to give guarantees, indemnities, 
covenants and undertakings in favour of third parties in connection with the business 
of that limited partnership; 

 

 

 
• that the contractual parties to the Project are ready to progress to contractual close and 

financial close and that the timing of financial close will be dependent on Shareholding 
Ministers’ approval and receipt of $4.5 million from Treasury for the equity investment in the 
Project (the subject of the Share Call). 
 

• that CIP will continue to develop its commercial model and that CIP is currently working with 
the Growth Councils (Auckland, Hamilton, Tauranga and Queenstown) to develop a pipeline 
of BHI projects to bring forward housing supply for CIP investment. 
 

• that CIP will continue to keep Treasury officials informed on its progress on BHI projects and 
once advanced bring them forward to Ministers for equity funding approval. 
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3. Background 

On 21 August CIP reported to the Treasury and Shareholding Ministers on the development of its 
commercial model and the progress of its first BHI Project, relating to the Milldale Development.  

The Milldale Development is a property development in Milldale, Wainui, 35km north of Auckland, 
currently being undertaken by FHLD, a wholly owned subsidiary of Fulton Hogan Limited (FH).  

CIP has established a special purpose limited partnership structure (SPV) which will raise up to $4.5m 
equity from CIP and up to  from ACC (CIP’s appointed senior debt provider for the Project), 
with no recourse to CIP or the Crown7. This funding will be repaid through annual payments payable 
by FHLD and subsequent landowners over a period of 308 years (Infrastructure Payments). The CIP 
SPV will not be exposed to construction, development, operations or performance risk. These risks 
will sit with the developer, FHLD. CIP’s commercial model is further detailed in the briefing provided 
to Ministers in August and a detailed Investment Proposal document which describes the Project (a 
copy of the Investment Proposal has been provided to Treasury officials).  

Key metrics for the Project are set out in Table 1 below. 

Table 1: Milldale Project Summary 

Total development size ~264 hectares 

Initial land value (pre-development) 

Approximate total properties within the Milldale Development 3,860 (incl. 680 apartments and 153 commercial properties)9.  

Total number of dwellings supported by the Bulk Housing 
Infrastructure10 

9,000 

Total Bulk Housing Infrastructure costs $91.3m 

Total Bulk Housing Infrastructure projects Five roading and wastewater projects

CIP equity funding Up to $4.5m 

Expected Bulk Infrastructure development period ~3-4 years 

Infrastructure Payments commence 1 July 2019 

Infrastructure Payment $1,000 p.a. (stand alone/terrace house or commercial property), $650 
p.a. (apartment), indexed at 2.5% p.a. No GST is payable 

Infrastructure Payments term 30 year term for each dwelling 

                                                
6 The amount of debt ultimately raised from ACC, the equity financing required by CIP SPV and the amount of FHLD’s contribution will 

be finally determined on financial close based on prevailing interest rates but is expected to be range indicated. 

8 The period from the first Infrastructure Payment until the final payment will be 38 years (with each homeowner or business facing a 30 
year tenure). 
9 If a school or retirement village is delivered in the Milldale Development, the total number of dwellings will be reduced. 
10 Further infrastructure is required in the area before a full 9,000 dwellings can be achieved. 

12 The amount of FHLD’s contribution will be finally determined on financial close based on prevailing interest rates but is expected to 
be in the range indicated.  Under the current base case FHLD’s contribution will be The amounts set out in Table 3 reflect CIP’s 
current base case. 
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Table 1: Milldale Project Summary 

Key parties Auckland Council 

Watercare 

Auckland Transport 

FHLD 

 

 

Approvals 

On 23 August 2018 Auckland Council met to consider the Project and approved the Council to enter 
into the transaction. Auckland Transport approved the transaction on 21 August 2018. On 11 
September 2018, the FHLD Board met to consider the Project and approved FHLD to enter into the 
transaction 

On 13 September the CIP Board met to consider the Project and a detailed Investment Proposal 
document which describes the Project including key risks. A copy of the Investment Proposal has been 
provided to Treasury officials.  The CIP Board approved CIP to proceed with the Project, and for the 
relevant CIP subsidiary companies and limited partnerships established for the Project to enter into 
the relevant Project documents, subject to the receipt of the necessary Ministers’ approvals and CIP’s 
capital from Treasury.  

All commercial matters have been resolved and all parties have the required approvals to proceed to 
contractual close and then financial close (subject to the satisfaction of the conditions noted above). 

4. Project Economics 

Alongside the Auckland Council group and FHLD, CIP will provide funding to the Project through CIP 
SPV. 
 
CIP SPV will be funded with a combination of senior debt from ACC and equity from CIP.  

Funding of Milldale BHI 

The Project will prove CIP’s commercial model and enable BHI costing $91.3m to be financed 
according to Table 2 below.  

 

Auckland Council Group Funding 

The Auckland Council group contribution has been determined by Auckland Council using Auckland 
Council’s developer contributions methodology and reflects the spill over benefits to the areas 
surrounding the Milldale Development.  Council will seek to recover this from developer 
contributions/infrastructure growth charges over time (from the surrounding areas as they are 
developed). This funding was included as part of Auckland Council’s long term plan.  
 
FHLD has a stand-alone agreement with Watercare for the design and build of the wastewater assets 
required for the Milldale Development. CIP SPV is providing funding to FHLD to build these assets. 
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FHLD (Developer) Funding  

FHLD will fund a contribution towards the BHI costs, which is expected to be between 
(the Developer Contribution).  As noted above, the amount of FHLD’s contribution will be finally 
determined on financial close based on prevailing interest rates and the actual costs of the BHI but is 
expected to be in the range indicated.  Under the current base case FHLD’s contribution will be 

CIP SPV Funding 

CIP SPV’s funds are made up of senior debt from ACC and CIP equity (outlined below). Under the 
current base case, the Principal Amount (the amount of CIP SPV funding available to FHLD for 
funding Project BHI construction costs) amounts to $51.3m. This funding will be repaid via 
Infrastructure Payments paid by land owners over time (as described in Table 1).  

CIP SPV – CIP’s Equity Investment 

CIP will invest equity into CIP SPV and expects its equity to be fully repaid 

Final Determination of Senior Debt (including the Principal Amount) and Equity  

The amount of senior debt (including the Principal Amount) and the equity finance required by CIP 
SPV will be finally determined on financial close based on prevailing interest rates on the day. To 
address the risk of material interest rate movements: 

• FHLD’s Board approval is subject to the size of the Principal Amount being no less than 
 and 

 
• CIP’s capital call request (detailed below) is set at $4.5m. 

 

These levels have been deliberately set at levels that allow for some variation from the current base 
case due to interest rate changes and minor changes in CIP’s financial model in the period up to 
financial close.  In the event that either or both of these parameters are breached as at financial close, 
the relevant party (or parties) will need to review their position and seek new approvals (as applicable).  
For the avoidance of doubt, CIP will only need to seek new approvals from Ministers in the event that 
CIP’s required equity investment is determined to be higher than $4.5m as at financial close. 

5. Key Risks to the Project 

CIP and CIP SPV are not exposed to any direct construction, timing or completion risk. There is no 
exposure to property development risk and upon completion the BHI assets will vest in Auckland 
Council group and they are responsible for the ongoing maintenance, insurance or operating risk in 
relation to the BHI assets. Neither CIP nor the Crown are providing any form of guarantee or comfort 
to the debt provider or other parties. 
 
CIP has identified the following key potential risks to the success of the model and to CIP. 
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Timetable  

CIP will be ready to contractually close the transaction at the end of September and will advance to 
financial close once CIP receives its capital call from Treasury.   

Default/Non-payment Risk of Infrastructure Payments 

CIP has been advised that Auckland Council rates have a low default risk which has been forecasted 
and accounted for in CIP’s model.  However, there is still a potential risk (albeit low) that there is a 
greater level of non-payment of Infrastructure Payments than expected.  To mitigate this, the 
financing (which is secured by a first ranking encumbrance over the Project land)

 a ratio that will 
improve as houses are developed). Further to this, Auckland Council will provide predictable and 
effective collection support, supplemented with established escalation and enforcement 
mechanisms. 

Prepayment of the Infrastructure Payments 

The market reaction to placing an encumbrance over land titles under CIP’s commercial model is yet 
to be tested in New Zealand (although is common place elsewhere such as North America).  No sale 
or a reduced sale price on sections is a risk to the success of the Project. The financial risk of no 
sale or a reduced sale price is held by FHLD.  

Subsequent land owners (home owners) can prepay the encumbrance on their land in full (but not in 
part) at any time under the terms of the encumbrance (this is also a right under the Property Law 
Act). 

CIP Contract for Services  

CIP Service, a subsidiary wholly owned by CIP, will enter into the MSA with CIP SPV to provide 
ongoing management services for the full thirty eight years of the Project.  

CIP Services and CIP are exposed to the extent that the management fees payable by CIP SPV are 
not sufficient to cover the actual costs of providing the services.  
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6. Ministerial Approval to Make Capital Call 

Treasury is liaising with Ministers in relation to the approval of CIP’s Shareholder Resolution. Subject 
to Shareholding Ministers approving the Shareholder Resolution, CIP will issue 300 million new $1.00 
shares of which 6.5 million shares are paid up shares to meet CIP’s operational costs, and 293.5 
million are uncalled shares (the Infrastructure Uncalled Shares).    

The current CIP base case is that CIP’s equity investment in the Project will be $4.1m.  Shareholding 
Ministers’ approval is being sought for CIP to make a capital call of $4.5 million on CIP’s Infrastructure 
Uncalled Shares to fund CIP’s equity in the Project and allow approximately $0.4m as a buffer for 
movements in the size of CIP’s equity investment prior to financial close.  The amount of CIP’s equity 
investment may vary from the $4.1m estimated under the current base case due to interest rates 
changes and minor changes in the financial model in the period leading up to financial close15.   

If the required level of CIP equity determined at financial close is less than the $4.5m capital called by 
CIP, then any excess capital will be held by CIP and ultimately offset against any future capital calls 
to fund CIP’s BHI operational expenditure or investments in water and roading infrastructure to support 
the timely increase of housing supply.  CIP will ensure that any excess capital is accounted for in CIP’s 
financial records and will make it clear to Treasury officials when the excess is being offset against 
future capital calls. 

7. Ministerial Approval to Borrow 

High level description of debt arrangements 

CIP intends to enter into borrowings in the form of senior debt with ACC for up to to finance the 
Project, with the debt facility committed to Milldale Infrastructure LP for a period of approximately 34 
years (ACC Debt Arrangements). 

Certain finance documents will be entered into between the CIP SPV entities (Milldale HoldCo LP, 
Milldale Infrastructure LP, Milldale HoldCo GP Limited and Milldale Infrastructure GP Limited (together 
the Milldale Entities)) in respect of the ACC Debt Arrangements. 

Key terms of the ACC Debt Arrangements are set out in the Table 3 below. 

                                                
15 Minor changes in the financial model may occur for various reasons including (i) changes to the date of financial close which may 
have consequential impacts on the funding draw down profile and debt repayment dates; (ii) ACC may elect not to engage a security 
trustee (the costs of ACC engaging a security trustee have been included in the costs to date); and (iii) the final audit of the financial 
model which will occur in the period leading up to financial close. 
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The Investment Proposal document provides greater detail of the ACC Debt Arrangements.  A copy 
of the Investment Proposal has been provided to Treasury officials. 

Selection of ACC as debt provider 

CIP ran a two stage competitive procurement process to raise the senior debt for the Project in 
accordance with the Government Rules of Sourcing. 

Request for approval to enter into borrowings 

This report requests approval by the Minister of Finance and the Minister for State Owned Enterprises 
in accordance with CIP’s Constitution (requiring CIP’s Board to comply with section 162 of the Crown 
Entities Act 2004), for Milldale Infrastructure LP to enter into borrowings in the form of the ACC Debt 
Arrangements.  

8. Ministerial Approval to Enter into Guarantees and Indemnities  

Explanation for basis of entering into guarantees and indemnities 

s9(2)(i), s9(2)(k)
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The guarantee of the financial indebtedness is effectively limited to principal, interest and break costs 
(with the principal amount being up to interest costs accruing on a daily basis, and break costs 
variable depending on the timing of any break and the interest rate environment at the time of the 
break).  The other costs are not able to be fully quantified (except initial transaction costs will be known 
at financial close) but are unlikely to be material in the context of this transaction. 

The risk of having to pay any amount outside principal, interest, fees, break costs and transaction 
costs is minimal unless defaults.  In that case it may also be liable for 
enforcement and receivership costs.  The other risks (such as environmental) are remote in the context 
of this transaction and, in any event, are unlikely to be material.  

The financing documentation makes it clear that there is no recourse to either the Crown or CIP Limited 
under the guarantees or the indemnities. 

If the market standard set of security and credit support measures outlined above cannot be provided, 
ACC is likely to either withdraw its offer of finance or re-price it (which will inevitably impact on FHLD’s 
appetite for entering into the transaction and may impact on the setting of Infrastructure Payments).  
The alternatives would be for the Crown to either 100% equity finance the transaction, or to otherwise 
reduce the level of gearing/increase the level of equity to a level where ACC would consider that equity 
provides a sufficient buffer for the weakening of the security position.  This would also impact on 
affordability. 

Request for approval to enter into guarantee and indemnities  

This report requests approval by the Minister of Finance and the Minister for State Owned Enterprises 
in accordance with CIP’s Constitution (requiring CIP’s Board to comply with section 163 of the Crown 
Entities Act 2004) as to the giving of the following guarantees and indemnities by the CIP subsidiary 
entities:  

These indemnities and guarantees are appropriate in a project financing arrangement in the nature of 
the Project. 

9. Pipeline for Investment 

CIP is working closely with the Treasury, infrastructure industry, local government, and third party 
capital providers. CIP has used the Project as an opportunity to establish strong relationships with 
these groups and receive valuable feedback and input into the development of its commercial model. 

Access to Third Party Capital 

CIP has engaged with and educated its appointed panel of suitable senior debt providers (‘Senior 
Debt Panel’)  on its commercial model. 
CIP’s commercial model incentivises the debt market to produce long term debt solutions (for example 

s9(2)(i)
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20 – 25 year facilities compared with the current 5–15 year options) which will support long dated debt 
most suitable for the long life of infrastructure.  CIP’s Senior Debt Panel has started to signal the 
potential to test longer term debt solutions here in New Zealand.  

Pipeline for CIP Investment 

CIP has established a Growth Council Working Group (made up of high growth councils, Auckland, 
Tauranga, Hamilton and Queenstown) who meet regularly. CIP uses these meetings to test the 
development of its commercial model, share lessons learned and to gain insights into local government 
perspectives.  

CIP is working through proposals with Growth Councils that are expected to benefit from CIP 
intervention and acceleration and will be identifying a potential pipeline for investment in coming 
weeks.

For its next projects, CIP intends to improve the commercial model based on the learnings from the 
Milldale Development Project. These learnings will be collated following financial close and shared 
with officials.  

Key constraints on the existing CIP model are the requirement for Councils to fund any “spill over” 
benefits in absence of a statutory authority to levy charges; and, the level of the annual Infrastructure 
Payment payable by the landowner must be sustainable for the landowner. Even within these 
constraints, CIP believes there is a significant amount of BHI that can be financed by utilising the 
current commercial model CIP across the high growth councils.  

10. Key Dates and Next Steps 

Once Ministers have: 

• considered and approved this briefing; and 
 

• given written approval to CIP to issue a capital call to CIP’s Shareholding Ministers for $4.5 
million of the Infrastructure Uncalled Shares to fund CIP’s equity investment in the Project 
(targeted to be no later than 27 September), 

CIP will move towards contractual close on or before 28 September. At contractual close, CIP is 
comfortable that an announcement can be made. However, we advise Ministers to delay making any 
announcements until CIP has received its capital call and proceeded to financial close. This could be 
anytime up until October 26.  

If Ministers decide not to approve this paper and the signing of the attached Shareholder Resolutions 
CIP will not enter into the transaction and the Project will not proceed.  

Once approvals have been received, CIP will make a capital call to Treasury for $4.5m for CIP’s equity 
investment into the Milldale Project. Treasury has advised that it will take up to 20 working days until 
CIP receives the capital. The length of the period between contractual close and financial close will 
depend on the timing of the receipt of the capital.  

Parties will need to coordinate any public announcements of the Project. CIP will be available to 
support officials, Auckland Council and FHLD with the coordination of announcements. CIP will provide 
any requested support for the public announcement of the Milldale Development Project.  
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Key dates are outlined in the table below.  

Table 3: Key Project Milestones 

Contractual close On or before 28 September 2018 (following Ministerial approval 
of this briefing and Shareholder Resolutions) 

CIP capital call to Treasury On or before 29 September 2018 (immediately following 
contractual close) 

Treasury to process capital call (Up to 20 working days) 

Crown equity paid to CIP On or before 26 October 2018 

Financial close On or before 26 October 2018 

Announcement TBC to CIP 

First sections expected to be released to market Q1 2019 

Infrastructure Payment first commencement date 1 July 2019 

First houses expected to be completed Q4 2019 

Bulk Infrastructure construction expected completion September 2021 - April 2022 

Final encumbrances released To year 2056 
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Treasury:4091001v1 IN-CONFIDENCE 1 

Reference: T2019/934 CM-1-3-106 
 
Date: 28 March 2019 
 
To: Minister for State Owned Enterprises (Rt Hon Winston Peters) 

Minister of Finance (Hon Grant Robertson) 
  Minister of Housing and Urban Development (Hon Phil Twyford) 

Minister for Infrastructure (Hon Shane Jones) 
 
Deadline: None 
(if any) 
 
Aide Memoire: Crown Infrastructure Partners - Lessons Learnt 
from Milldale Project 

Purpose 

The purpose of this report is to provide Ministers with an overview of the lessons learnt 
report from Crown Infrastructure Partners’ (CIP) Milldale Project (the Project) as well as 
the Board’s independent review of the project.  
 
This report is also sent to - non-shareholding Ministers - the Minister for Infrastructure 
and Minister Housing and Urban Development due to their respective portfolio 
interests.  
 
Pilot Project – Milldale Development 

The Milldale Development is located in Milldale, Wainui, approximately 35 kilometres 
north of Auckland. The Milldale Development is being undertaken by Fulton Hogan.  

The Milldale Project will accelerate the development of over 3,800 properties, including 
over 3,000 houses, almost 700 apartments and over 150 commercial properties. It is 
also expected to incentivise Auckland Council (the Council) to bring forward the 
rezoning of the surrounding area which would unlock the wider area of the Milldale 
Development. In total, the Bulk Infrastructure will be supporting approximately 9,000 
dwellings in the area. 

The key metrics for the Project are as follows: 
s9(2)(i)
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Equity financing required by CIP SPV  $3.8m 

Expected Bulk Infrastructure construction period  3-4 years 

Infrastructure Payment  $1,000 p.a. (house or commercial 
property),  

$650 p.a. (apartment), indexed at 
2.5% p.a. 

Infrastructure Payments commence  1 July 2019 

Infrastructure Payments term  8 year ramp, 30 year term 

Total properties within the Milldale Development 
(approximately) 

 

3,860 (inc. 680 apartments and 
153 commercial properties) 

 

Lessons Learnt on Milldale 

CIP’s Project Working Group held a lessons learnt workshop in early December 2018 
to consolidate reflections on what went well and what could be refined for future 
projects. Feedback from the Council, the short-listed debt financiers and the debt 
financiers’ legal advisor was also incorporated. 
 
In summary, the report considers that the Project is a success and achieved the 
desired outcome to develop and prove a new commercial model to support the 
acceleration of housing. It achieved a robust and bankable structure within short 
timeframes that was attractive to the Developer, the Council, private debt markets and 
provided a commercial return on Crown funds. CIP’s role as the key facilitator of the 
Project was positively recognised by the Developer, the Council and other key parties. 
The general response from all stakeholders to the Project has been positive, and the 
lessons learnt therefore largely focus on potential refinements for future projects rather 
than any fundamental issues. 
 
The key themes were analysed across four topics: 

1. Engagement and working arrangements with key parties 

a. CIP established strong multi-level working relationships with the Council which 
should be replicated in the future. The relationships were not as strong with 
Council controlled organisations (Auckland Transport and Watercare) and 
these need to be focused on more in future projects. 

b. The Project also highlighted the benefit of engaging early to ensure necessary 
council financing is available in Long-Term Plans. 

c. The Project benefitted from the involvement of a single developer in Fulton 
Hogan, with whom CIP established a good relationship. In future projects, the 
identity and financial strength of the developer/s will be relevant to the financial 
solution. Finance providers will consider these factors in their pricing and may 
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be unwilling to rely as heavily on the Infrastructure Payment security (loan to 
value ratios) and 

d. The Milldale development was already advanced in terms of consenting and 
master planning. Future project timetables need to acknowledge the 
consenting timeframes involved for large scale property developments and the 
iterative process of scoping and costing infrastructure projects.  

e. The Treasury and Ministers were engaged throughout the process, and regular 
engagement and briefings should be replicated in future projects. The timetable 
created some challenges, which should be addressed in future projects.  

2. Project management and CIP working arrangements 

a. The Project reached Financial Close within the timetable, despite issues that 
arose during the process. Consideration could be given to introducing more 
formality to the project management, but key to any such change would be 
ensuring CIP retains its advantage of being commercially agile and that the 
process does not become overly bureaucratic. 

b. The Project utilised an experienced set of advisors, many of whom CIP had 
worked with previously and established strong working relationships with. 

c. The CIP Board received succinct monthly updates on progress and the 
attendance of advisors and the Developer at key Board meetings was valuable. 

d. The parallel development of Project documents presented some challenges due 
to the tight timetable and interdependencies between documents. Now that 
precedents have been established, this should be less of an issue in future, 
although new projects will bring fresh issues to documents and improvements 
can still be made. 

3. Commercial structure 

a. The risk allocation as set out in CIP’s commercial model was largely unchanged 
throughout the Project and helped to obtain highly efficient capital, including a 
commercial return on Crown funds. This should be generally replicable in 
future projects, although the financial strength of developers is a key factor. 

b. Tenor and fixed revenue indexation was suitable for the Milldale Project. 
Consideration should be given to shorter tenor in future projects. 

c. The collection of Infrastructure Payments by the Council as part of rates 
invoices was very important. In future projects that involve councils other than 
Auckland, this needs to be understood at the outset and agreed with the 
relevant council. 

d. While there was positive early engagement with key agencies, identifying and 
addressing AML/CFT and CCCFA1 requirements could have commenced 

                                                
1 AML/CFT refers to the Anti-Money Laundering and Counter Financing of Terrorism Act 2009. CCCFA refers to the 

Credit Contracts and Consumer Finance Act 2014. 
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earlier. The exemptions sought will reduce the significance of these matters in 
future. 

e. A positive tax ruling and clear tax position was achieved. These serve as a 
useful precedent for future projects. 

4. Financing structure 

a. The debt raising process was appropriate given the focus on educating the 
market and timeframes. In future projects, a process with broad early 
engagement and then a narrower shortlist of parties would be beneficial. 

b. The debt solution was efficient and met the agreed objectives, with no exposure 
to refinancing or base interest rate risk during the term of the Project. The base 
rate solutions offered by a number of the debt providers were longer in duration 
than ever before in New Zealand. In the future, a shorter debt amortisation 
period may create an even more competitive environment. 

c. The equity pricing method was robust and believed to be consistent with that of 
an independent commercial equity provider. This should be replicated in future 
projects so that CIP has the option of selling their equity interest. 

The Project was attractive to the Developer (Fulton Hogan), the Council, private debt 
markets and provided a commercial return on Crown funds. It achieved the objective of 
proving a new commercial model of funding and financing infrastructure to support the 
timely increase in housing supply. 
 
CIP’s role as the key facilitator of the Milldale Project was positively recognised by the 
Developer, Council and other key parties. The general response from all stakeholders 
to the Project has been positive, and the lessons learnt therefore largely focus on 
potential refinements for future projects rather than any fundamental issues. 
 
 
 
 
 
Jean-Marc Petit, Analyst, Commercial Operations - Governance and Performance, 

Maureena van der Lem, Manager, Commercial Performance, Commercial Operations 
- Governance and Performance, 
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Alternative Funding Mechanisms for Local Government Infrastructure 

• New Zealand’s ability to build more homes and improve housing affordability is being held 
back by a lack of key infrastructure to support housing developments, particularly roading and 
water infrastructure. 

• Local Government funding and financing issues, and especially the problem of local authority 
debt constraints, are being tackled through the Infrastructure funding and financing (IFF) pillar 
Urban Growth Agenda. 
 

• The aim of the IFF work is to improve housing affordability by enabling responsive 
infrastructure provision and appropriate cost allocation - including the use of project financing 
and access to financial capital.  

 
• There are three aspects to this IFF work: 
 
Work-stream 1 
 
• Most high growth councils are close to their maximum debt to revenue ratios imposed by rating 

agencies (with debt at 250% of revenue).  This constrains their ability to borrow to deliver new 
infrastructure projects. This results in a long list of “unfunded” but economically positive 
projects that cannot proceed. 

 
• Alternative financing would speed up the delivery of new infrastructure projects by freeing 

infrastructure investment from local authority financial constraints.  
 
• An alternative model is already enabling more houses, faster, in Auckland.  
 
• A funding and financing arrangement (known as a Special Purpose Vehicle or SPV) involving 

Crown Infrastructure Partners (CIP) raised around $50M in long-term finance to fund strategic 
infrastructure in a large residential development, (Milldale). 

 
• The Milldale development aims to build around 4000 houses and new infrastructure that will 

allow for an additional 5000 houses in the future.  
 
• Applying a similar concept more widely could speed up the delivery of new infrastructure 

projects while also ensuring that the costs fall on those who benefit from it.  By being able to 
access private capital, councils could bring forward much-needed infrastructure projects rather 
than delaying them for years because of financial constraints. 

 
• Government officials have worked closely with local government to create a Milldale-like model 

that is scalable and replicable in other scenarios.   
 

• That work is well- advanced and an alternative funding model is expected to be in place for 
councils’ use by mid next year (2020) 

 
IFF Work-stream 2 
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IFF Work-stream 3  
• A third aspect of the IFF work is looking at whether the existing targeted rates and 

development contributions regimes can be utilised more effectively to better recover the cost 
of infrastructure.   

 
• This work began in June 2019 and is expected to continue through to June next year.  Initial 

discussions with key stakeholders informed the development of a draft information paper 
about issues such as: 

• demand forecasting and cost calculation issues, including: 

o dealing with significant complexity and uncertainties; 
o a shortage of relevant expertise to complete the work; and 
o the risk of determinations being challenged which may lead to conservatism 

and consequent under-recovery; 

• operating costs incurred by local authorities in preparing for growth-related 
developments; 

• the inability of some developers and/or ratepayers to pay the full cost at the time it 
is due (eg, due to inadequate finance or cashflow). 

• the statutory cap on uniform targeted rates; 

• the inability to use targeted rates to set a volumetric charge for wastewater; 

• the statutory limits relating to categories of rateable land and calculating liability for 
targeted rates; and 

• limits on the types of infrastructure that can be funded, including infrastructure 
funded but not owned by a local authority. 

• The information paper was circulated to all local authorities and relevant peak bodies for 
review and feedback during September/October 2019.  Feedback received will inform 
decisions on any improvement options.   
 

• How best to progress those options in 2020 will be considered alongside the findings and 
recommendations in the Productivity Commission’s final local government funding and 
financing inquiry report  

 
• When it first came into office, the Government asked the Commission for this inquiry into 

local government funding and financing and for options and approaches for improving the 
system, where it found shortcomings.  The Commission’s interim report was released in July, 
and the final report is due at the end of this month (November 2019). 
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Alternative Funding Mechanisms for Local Government Infrastructure   

Backpocket Questions and Answers  

 

Will the alternative financing model be applied to brownfields properties, and so become an extra 
tax for existing property owners? 

Applying a Milldale-like concept more widely could speed up the delivery of new infrastructure 
projects, bringing forward much-needed infrastructure projects rather than delaying them for years 
because of financial constraints. 

Any such solution would need to be sustainable and scalable.  So ideally it would be applicable to 
brownfields and greenfields.  But of course it would be up to the government as to what it would 
actually be applied to. 

The beneficiaries of a project (ie those who would be required to pay) and how much they would 
pay would be determined oi a case-by-case basis for each project.  

Will the infrastructure payments mean the price of properties is higher than they would be 
otherwise? 

We understand from Crown Infrastructure Partners that lots at Milldale are selling in line with Fulton 
Hogan’s expectations and no concerns have been raised about the infrastructure payments. The 
requirement to make infrastructure payments is clearly stated up front before buyers make the 
decision to purchase sections. 

Infrastructure needs to be paid for in some way. The current funding and financing model means 
councils borrow money for infrastructure and recover an appropriate portion of the costs from 
developers. In turn, this developer contribution cost is generally passed on to the purchaser of the 
home at the time of sale, although homebuyers might not realise that. 

Councils’ financial constraints mean the only other way to fund new infrastructure is to increase 
rates, putting the costs on all ratepayers rather than just those who benefit.  The only other option is 
do nothing – which also has costs associated with it. 

A Milldale-like concept allows the costs to fall on those who benefit, in a way that is very transparent 
and allows councils to keep within their debt to revenue ratios.  

How does this help alleviate the housing crisis if properties are expensive? 

 Alternative financing and funding options are integral to enabling large housing developments to 
happen earlier than they otherwise would. 

The infrastructure being funded would be large scale.  In Milldale, for instance, it will ultimately 
enable approximately 9,000 sections. 

Based on the laws of supply and demand, we expect that by helping more houses to come to market 
sooner, and where they are most needed, an alternative funding and financing model will help 
improve housing affordability longer term. 

Having said that, we are also well aware that there are no silver bullets.  An alternative funding and 
finance model will be another tool for councils to use in their development work. 
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