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Agenda

+ Overview on PPPs as a government 
procurement option 

+ Benefits and challenges in PPPs
+ Case studies on successful PPP projects 
+ Social and economic infrastructure 

opportunities 



A public context for infrastructure 
procurement

1st    - Remember whose money are we spending? 

2nd - Public value to be evidenced

3rd - No regrets when its time to cut the ribbon

4th - Probity tick

5th - etc



What can the private sector bring to 
public infrastructure procurement?

Improved “ public value” outcomes by
+ Value adding creativity and innovation
+ Financial/cost discipline 
+ Timeline discipline
+ Focussed and active risk management capability
+ “working with us”

� How do we get these improved outcomes?



A smorgasbord of procurement vehicles 
for improved public value

A small selection of acronyms
+ D, C (separate contracts for design, construction etc)
+ D & C (one contract for design and constructions)
+ Schedule of Rates (price list for various specified jobs)
+ Alliancing (“we are all into this together”)
+ PPPs (purchasing service delivery) 

- DBFM - BOO 
- DBFO - etc
- BOOT

+ etc
� And new acronyms are being developed as 

we speak



What are PPPs?
+ A project methodology that focus on the 

services/outputs to be delivered rather the capital 
assets

+ Private sector involvement in delivery of services with 
exposure to risks of capital assets ownership and 
service KPIs

+ Definition varies around the globe, and can include
– Privatisations
– Joint ventures
– Contracting-out/outsourcing

+ In Victoria, we definite PPPs in accordance with the 
Government’s Partnerships Victoria policy and 
guidelines  

PPPs - a structure for improved public value



PPPs- a structure for improved public value

+ Input Specification 
(D&C):
– Each platform must have 

two X m/s Y m wide 
escalators at each end and 
one lift (capacity 25 
persons, Z kg) connecting 
it to the concourse.

– All escalators and lifts must 
be in continuous operation 
from 5:30am to 1:00am.

+ Output Specification 
(PPP):
– Except during Special 

Events… platforms 
servicing metropolitan 
trains must be available 
and capable of clearing 
passengers disembarking 
from each train… within 90 
seconds of passengers 
having disembarked.

Scope for innovation:
- An illustration from the Southern Cross Station Redevelopment 



PPP- a structure for improved public value

Key Commercial features:
+ Government is purchasing services, not a building, 

makes payments only upon delivery of services
+ Relatively long-term contract, for mutual benefit
+ Outputs clearly specified with measurable performance 

requirements
+ Government generally contracts with one fully 

accountable party
+ Clear and enforceable risk allocation



• D, C
• D & C
• Alliance

� DBFO
� BOOT
� BOO

$

time time

$

Thinking about cash flows…

� The very popular question – Why do we use 
private sector debt when government can 
borrow more cheaply??



In Victoria a PPP is NOT:
+ Another bucket of money
+ Something for nothing
+ An alternative to the State Budget process
+ A financial device to get things off the balance sheet
+ A method of fast-tracking low-priority projects
+ Simply about building things (things that are not 

strategic and core)

PPPs - a structure for improved public value



Choosing the right project for PPP delivery:
+ Can you …

– clearly specify measurable service delivery standards and 
outcomes?

– calculate whole-of-life, risk adjusted costings?
– clearly identify and quantify construction and operational 

risks and determine the “optimal risk transfer”?
– identify significant (enforceable) risks to be managed during 

operations?
+ Does the project …

– have an appropriate scale (varies)?
– provide scope for private sector innovation and creativity?
– pass a “Public Interest Test”?

PPPs - a structure for improved public value



Test for PV suitability
Illustration from the Southern Cross Redevelopment

+ Scale and term? Yes ($A300m+; 30+ years)
+ Are there measurable outputs? Yes (Platform 

clearance times, signage, cleanliness etc)
+ Are there opportunities for risk transfer? Yes 

(design, construction, maintenance, retail)
+ Scope for innovation? Yes
+ Market capability and appetite? Yes
+ Non-core services? Yes (cleaning, retail etc)



PPPs - a structure for improved public value

+ Study conducted by Allen’s Consulting & 
Melbourne University in Nov 2007

+ Reviewed 21 PPPs and 33 traditional projects
+ Found that PPPs exhibit superior cost and time 

certainty compared to traditional projects

� And because the payment stream is contracted 
WofL against extensive KPIs with payment 
abatements, PPPs assets are maintained as 
high quality assets 



From this…



…to this



Winner of an architectural award



Victorian PPPs signed
IIPV projects - 1994 to 1999
+ City Link
+ Seal Rocks
+ La Trobe Hospital
+ Mildura Hospital
+ Traffic Camera Office
+ OneLink
+ Computer Aided Dispatch
+ Deer Park Prison
+ Fulham Prison
+ Port Philip Prison
+ Maxi (ESD)
+ OneVic (WAN)
+ Central Highlands (WTP)
+ Grampians (WTP)
+ Castlemaine (WWTP)
+ Bendigo (WTP)

PV projects - 2000 to 2008
+ Berwick Community Hospital

+ Victorian County Court
+ Southern Cross Station
+ Film and Television Studio

+ Wodonga Wastewater
+ Echuca/Rochester Wastewater
+ Enviro Altona Wastewater

+ Mobile Data Network
+ Correctional Facilities
+ Creswick Reclaimed Water

+ Emergency Alerting System
+ EastLink
+ Mobile Metropolitan Radio

+ Showgrounds Redevelopment
+ Barwon Water Biosolids Treatment
+ Royal Women’s Hospital

+ Melbourne Convention Centre
+ Royal Children’s Hospital



A classic BOOT from the late 1990s

+ A core simplicity:

“ No service / No pay”

+ Maximum risk transfer: an “aggressive” BOOT for a water 
treatment plant (circa 1998) done under the now defunct 
IIPV policy:

Water  
Treatment 

Plant
X quality water  (eg WHO + standard)

township

Y quality/volume

of water  from catchment



EastLink (opened June 2008)



EastLink Project Features
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• 39 year term
• Continuous 40 km “greenfields” motorway
• 17 road interchange; twin tunnels
• Fully electronic tolling system
• ConnectEast to design, build, finance and operate 

motorway (DBFO)
• Payment totally by user charges



EastLink – Risk Allocation

Risk State Private Shared

Planning and development X

Design and construct X

Completion and commissioning X

Operational and maintenance X

Performance X

Change in law X

Demand (or volume/usage) X

Environmental performance X

Technology obsolescence X

Financial (i .e. interest rates, inflation, cost increases, exchange rate) X

Commercial (i .e. tax , insurance, stamp duty) X

EastLink



Tolled Length [km] Trip Cap 2004 [$] Cap cents per km

EastLink 39.0 4.43 0.11

CityLink 22.0 5.09 0.23

Westlink M7 40.0 5.74 0.14

Eastern Distributor (M1) 6.0 4.00 0.67

M2 Motorway 21.0 3.80 0.18

Lane Cove Tunnel 3.6 2.31 0.64

Cross City Tunnel 2.1 3.04 1.45
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EastLink has the cheapest tolls of any 
private tollway in Australia

A Key Selection Criteria was minimizing tolls 
to the motorist



EastLink - Additional value for money 
design features:

+ $85m Dandenong Southern Bypass (Untolled)
+ Longer Tunnels
+ Additional freeway lanes (creating greater 

capacity)
+ $20m for Station Upgrades in 2005
+ Significantly enhanced features: 

– noise walls
– freeway lighting
– bike paths and 
– open spaces



Assumed Refinancings

� Significant refinancing assumptions into the financial 
model over the entire concession.

� Captures refinancing value “up front”

Refinancing Gains above base case

� 50% share of refinancing benefits over and above that 
assumed in the base case financial model.

� Refinancing gain mechanism captures gains from any 
combination of regearing and margin reductions.

EastLink – re-financing 



EastLink - Gain Sharing Mechanisms

+ Upside Sharing Mechanism
– the State shares in excess revenue above base case
– revenue share calculated on revenue (not net profit)
– calculation of any State entitlement is conducted 

annually without reference to prior periods

+ Compensable Enhancements
– A “compensable enhancement” is any State action 

that increases traffic patronage on the Freeway
– 50% share of incremental revenue generated



Casey Hospital
- a typical PV Social Infrastructure Project

+Private sector 
responsibilities:

– Design
– Construction
– Finance
– Maintenance (for 25 years)
– Various ancillary services –

security, grounds, car 
parking

+Public sector 
responsibilities:

– Operating the hospital  for 
the provision of core medical 
services 

– ie the State employs doctors 
and nurses

New PV Social Infrastructure Projects
– Schools Project ($170 million) – in the market
– Biosciences Research Centre Project ($200 million)



Challenges in PPPs delivering improved 
public value

What do we need…
+ Rigour and commercial nous in business case 

development
+ Investment in planning and obtaining good market 

intelligence
+ Specifications that are meaningful for achieving the 

required outcome and work for both parties
+ Understanding that public value may go beyond financial 

analysis and encompass social and environmental 
values

+ Sophisticated relationship & commercial skills to 
manage risks once the contract is signed



Challenges in PPPs delivering improved 
public value

How do we get what we need…
+ Appropriate capability in Project Directors
+ Project teams and project intelligence that at 

least matches the capability and project 
intelligence of the counter parties

+ Project Governance structures that are 
accountable and responsible for project 
outcomes

+ Support at Ministerial/Cabinet level



Challenges in PPPs delivering improved 
public value

Current Financial Market Issues
+ Tightened credit markets
+ PPP market remains viable, although beating 

the PSC will require careful attention to costs
+ Strong market interest in current Victorian PPPs

– Victorian Desalination Plant
– Biosciences Research Centre
– Partnerships Victoria in Schools 



Lessons Learnt

PPPs – the celebration cycle

11/2 – 3 yrs 20 – 25 yrs

Business 
Case

Tender ing

Contract 
Execution

Contract
Management

•Construction

•Operations



Partnerships Victoria

+ All you need to know about 
– Partnerships Victoria; and
– PPPs generally 

www.partnerships.vic.gov.au

+ Very extensive policy and guidance material


