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Welcome 
Recently we have seen a resurgence in the property sector across the country and some new directions in infrastructure policy in 
Queensland.  The need for better cost benefit analysis has never been stronger.   

However there is also a need to have a rigorous look at public private partnerships. There are also weaknesses and risks around how 
property development and infrastructure interact with one another.   

In this edition, I help clients obtain an introductory guide to cost benefit analysis, and unpack a little bit of a recent NSW hospital PPP.  My 
colleague, Simon Huston, takes a look at property development and infrastructure. 

Craig Lawrence 
Principal

 
Introducing Cost Benefit Analysis 
Craig Lawrence 

How do you find out what an economic cost benefit analysis 
should contain? 

Reference materials run to hundreds of pages, with detailed 
explanations depending on the nature and purpose of the 
investigation and the field under consideration. 

I thought a simple introduction would help explain what is 
involved and prepared Intro to CBA for my clients.  It is available 
at: 

https://lyttonadvisory.files.wordpress.com/2015/05/20150523-
intro-cba-lytton-advisory.ppt  

I hope you find it useful. 
 

Northern Beaches Hospital Deal 
Craig Lawrence 

One of the largest public health projects in NSW has been slowly 
releasing more and more information about the total cost of the 
project. Like some other public private partnership arrangements 
this project is a combination of capital investment and operating 
service payments. 

The Northern Beaches Hospital project was belatedly revealed to 
the public to cost $2.14 billion cost, up from “over $1 billion” in 
December 2014. See:  

http://www.brisbanetimes.com.au/nsw/revealed-the-real-2-billion-
cost-of-privatised-northern-beaches-hospital-20150501-

1mxgqd.html 

A lot of information was shrouded in commercial secrecy and the 
Health Minister has indicated she did not get involved in the 
financing. 

So let’s have a look at what the good taxpayers of NSW may be 
getting.  From public information, the hospital development itself 
will cost $600 million. The NSW government plans to chip in 
some $400 million in adjacent transport improvements. A big 
assumption is that this is actually delivered on schedule and 
budget. 

That basically handles the capital investment side of the equation 
and may leave $1.14 billion for the hospital services NSW is 
purchasing up to 2038 from the consortium. 

Let’s say the hospital is operational in 2018, so there is a 20 year 
service period. According to some reports, 488 public beds will 
be provided.   

This means the average daily cost per bed – occupied or not – is 
around $320 over this period. 

Across the NSW health system the average cost per occupied 
bed was around $1,400 per night in 2012-13, based on 
information given to the NSW Auditor General. 

See: 
http://www.audit.nsw.gov.au/ArticleDocuments/358/10_Managing
_Length_of_Stay_Hospital_Readmission_Appendix_Three.pdf 
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So this looks like it might actually be a good deal even at low 
occupancy rates. But since we do not know the basis of the 
service payments we simply cannot be sure.  The consortium get 
to make some extra cash on the side by selling private services 
through the site. 

At about this point I can hear a lot of health economists scream. 

So let’s recognise there is a lot of detailed, good work being 
done by the Independent Hospital Pricing Authority that is putting 
evidence-based price signals into the hospital funding system, 
allowing funding arrangements to move from block grants to 
activity-based funding payments. 

See: http://www.ihpa.gov.au/internet/ihpa/publishing.nsf 

Over time this should help improve the efficiency of our hospital 
systems. 

 

Infrastructure and Property 
Development  
Dr Simon Huston 
Property development can lead or lag infrastructure. When it 
leads, owners assume the bulk of risk. Consequences of 
property-led development are 1) financial misery (if China’s 
downturn proves contagious) and 2) depleted and unsustainable 
neighbourhoods with isolated and unhealthy residents.  

On the other hand, excessive state infrastructure subsidies are 
1) unaffordable and 2) can enrich informed investors at public 
expense. Clearly, governments should strike a sensible balance 
between neglect and infrastructure provision. Geographical 
science on population and land use should inform government 
strategic planning.  

The mechanism to provide sustainable infrastructure could 
involve tax incentives, soundly administered subsidies or 
properly administered partnerships. Prudence and due diligence 
can avoid costly mistakes or ‘white elephants’.  

Valuation errors and white elephant projects are notorious. The 
cities of Brasilia or Abuja in Nigeria are surely two of the most 
spectacular. Others include the Maginot line and Columbia Road 
market and the Empire State Building (Shariatmadari 2015).  

Recently, receding tide of China’s slowdown has revealed many 
empty malls or apartment blocks. China’s Dachangshan Island 
airport illustrates the divergence between phantasmagorical 
project projections and reality. It planned for 42,000 passengers 
in 2010 and another 78,000 in 2015 but only got 4,000 
passengers in 2013 (Goh 2015).  

If Chinese analysts used income capitalisation to evaluate the 
airport project, something went wrong. Capitalisation 
compresses future income risky streams into a lump sum.  

An appraisal or a feasibility analysis is conjectural and, therefore 
‘rarely, if ever, admits of a precise conclusion’ (Lincoln et al. v CB 
Richard Ellis 2010).  

Clearly, if improperly used, capitalisation techniques can mislead 
(Flyvbjerg et al. 2003). Obstacles to discerning capitalisation turn 
on:  

• Forecasting errors   
• Technical misapplication   
• Maladroit philosophy which ignores ethics, proper 

administration or consultation   
• Bungled economics without consideration of public goods or 

ecological externalities   
Dr Simon Huston CPA is a Senior Lecturer in  

Real Estate at the Royal Agricultural University 
 in Gloucester, UK.  His area of expertise is in  

geographical science (property). 
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