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Latest toll road float will test the faith of investors
Queensland Ink

ARE investors really interested in
another Brisbane-based toll road
and tunnel?

Especially since the last and
indeed only other similar offering,
RiverCity Motorway, is performing
so poorly being about 70 per cent off
its float of $1.

BrisConnections, the consortium
chosen to build and operate Bris-
bane's $4.8 billion Airport Link
project, is about to find out. The
group's fully subscribed $1.2 billion
initial public offering begins trading
on the ASX next Monday.

It is shaping up to be the biggest
float of the year which so far has
seen a dearth of public listings as
global stockmarkets remain jittery.

There are several factors that will
determine BrisConnections' price,
the first being investors' faith in
predictions about future traffic flows.

"It's kind of a black art to predict
what's going to be going through a
tunnel in four years' tune," Wise-
owl.com analyst Sven Restel said.

"Traffic projections for these
roadways are often very optimistic."

Closely tied to the question of
traffic projects are assumptions
made about future fuel prices and
their effect on road use.

BrisConnections does not detail
its fuel price assumption but does
note that: "The impact of a signifi-
cant and sustained increase in fuel
prices on traffic volumes is a risk that
should also be considered."

The second factor is timing, with
one analyst noting that the market
at large has probably come off about
one-third since the BrisConnections
deal was done.

Mr Restel said market sentiment
was also "very different today" with a
pushing back on highly leveraged and
complex vehicles.

BrisConnections will be leveraged
at more than 70 per cent in its early
years, with some of the borrowings
being used to provide investors after
the first year with an 8 per cent
guaranteed yield for six years.

A third factor will be how long the
promoters - Leighton subsidiaries
Thiess and John Holland and
Macquarie Group and the 17 or so
initially subscribing institutions -
decide to hold on to their stock.

But the most obvious worry is the
history of similar toll road floats.

RiverCity Motorway, which is
building Brisbane's North-South by-
pass tunnel raised about $690 million
from investors. But for those who
bought into the float and still own the
RiverCity securities, their investment
has been a dismal performer.

They paid 50( up front for
RiverCity, but were disappointed
from day one when the securities
closed at an 8 per cent discount to
their issue price.

And the units. on which a second

What's on offer

BrisConnections projects: Airport
Link, part of Northern Busway
and Airport Roundabout Upgrade

Market capitalisation: $1.2b

Units priced: $3 each

First instalment: $1 each

Expected on ASX: Aug 4

'Airport Link will be a
multi-faceted toll road,
with multiple connections
and will be unique in its
functionality within
Brisbane'
BrisConnections chairman
Trevor Rowe

instalment of 50G was paid in August
last year, were last week trading at
only 30 making the yield irrelevant.

Sydney's Lane Cove Tunnel was
not floated. But listed investors
Leighton and Mirvac were forced to
write off 100 per cent of their
investments in the project when the
original traffic forecasts proved
hugely optimistic.

And the Emerald City's Cross City
Tunnel was also a disaster as an

investment, collapsing into receiver-
ship in 2006 after being unable to
service its $600 million in debt.

And there have been better per-
forming toll road investments, like
listed group Transurban, which got
going back in 1996 when it devel-
oped Melbourne's 22km CityLink
toll road before going on to take
interests in a string of Sydney
operations, including the Hills
Motorway, as well as stakes in a
number of US tollways.

Transurban investors paid an ef-
fective price of about $1.16 for their
original securities, which mid-last
year hit $8.40 and this week closed
at $5.45.

For their part, BrisConnections
supporters argue that its traffic
forecasts are reasonable given the
fact that major links to airports
typically are more predictable and
more essential and more time sensi-
tive than some other cross city
transport routes.

"The value for money proposition
looks pretty sustainable," one ana-
lyst said. In other words, motorists
were more likely to feel they were
getting their money's worth than
with some other toll roads.

BrisConnections, in its own
192-page product disclosure state-
ment emphasises Airport Link's role
as "a priority transport infrastruc-
ture project for Brisbane".

"Airport Link will be a multi-
faceted toll road, with multiple
connections and will be unique in its
functionality within Brisbane,"
BrisConnections chairman Trevor
Rowe said in his chairman's letter.

But ultimately what does that
mean for retail investors? Restel says
he would not be surprised if
BrisConnections "opens reasonably
strongly and then starts to fade away
over the next year or so".

And while investors large and
small will be watching how the
securities fare, the State Govern-
ment and Treasury will also be
intensely interested.

The BrisConnections model is the
state's current preferred model for
much of the new infrastructure
required by Queensland now and in
the future.

But it is a model that needs patient
and satisfied shareholders, which
means both capital and yield over
time will need to be sufficient to
keep them coming back for more.

Robert MacDonald
Tony Grant-Taylor
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