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Abstract 
 
This paper describes the Australian PPP market and the approach adopted by Australian 
governments to facilitate PPPs. A brief history of Australian PPP projects is detailed and a précis of 
recent and current projects undertaken in Australia provided along with an analysis of factors 
leading to successful projects. Emerging PPP trends and lessons learned from Australian projects 
are presented and include: bidding costs, value for money and the importance of contractual 
certainty.  
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1. Introduction 
 
The Australian PPP industry can now defined to be in its second generation of the modern era.  The 
first generation of Australian PPP projects principally involved BOO (Build Own and Operate) and 
BOOT (Build Own Operate and Transfer) style projects. The first of these projects was the Sydney 
Harbour Tunnel (commenced in 1988) (Tiong, 1990; Arndt, 2000) and projects of this form were 
progressively undertaken until the Victorian government released its Partnerships Victoria policy in 
June 2000.  The Partnerships Victoria (DTF, 2001a) policy significantly changed government’s 
involvement in PPP projects as they sought to retain direct control of ‘core services’ and to involve 
the private sector where such involvement could deliver improved services to the community 
through innovative solutions and the development of value for money outcomes.  This approach is 
a quantum shift from the first generation of projects where the key driver was access to private 
capital and the transfer of near full project risks (Yates and Sashegyi, 2001) to the private sector. 
The majority of concepts outlined in the Partnership Victoria policy have now been implemented 
by all Australian jurisdictions. 
 
This paper briefly describes the approach adopted in Australia for the delivery of PPP projects and 
provides a précis of both first and second generation of PPP projects. These projects are used to 
form a comparative assessment of the factors that led to successful PPPs in Australia and emerging 
project trends.  A range of issues and lessons learned from both first generation of projects and the 
more recent projects is provided and generalized lessons drawn.  Specific issues considered include 
ownership and skills bidding costs than for money the availability of finance, contract management 
and the use of standardized commercial terms and place for reviews and audits. 
 
 
2. Market Conditions in Australia 
 
The Australian economy has been buoyant since 1991, ABS (2004) and has had an average growth 
rate of 3.3 percent per annum over the last five years, refer Figure 1: Australian GDP growth and 
productivity growth 1985 – 2004. During this period of growth earlier difficulties with deficits and 
excessive loan balances have been contained with most Australian governments now operating 
surplus budgets. There is also evidence to suggest that the efficiency of infrastructure investment 
has contributed to improved productivity, (EPAC, 1995; Hulten, 1996; Aschaeur, 1998; Pollitt, 
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2000). It has been in this environment that PPPs have matured. In Australia, PPPs are a risk-sharing 
relationship between the public and private sectors which exist to bring about a desired public 
policy outcome though the delivery of public infrastructure based services involving private sector 
capital investment, they are akin to UK PFI projects. They do not involve privatization or 
outsourcing. 
 

Australian Economic performance
(1985 to 2004)
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Figure 1: Australian GDP growth and productivity growth 1985 – 2004  
Source: ABS 5206.0 2004 

 
In many respects Australian PPP projects have tracked the political imperatives of the day and 
these have been orchestrated by strong leadership. Early Australian infrastructure was often 
financed by the private sector, then, post Second World War was dominated by public sector 
procurement of infrastructure and it wasn’t until the late 1980s when the pressure of a poor balance 
of trade and perceived excessively high debt regime, and governments borrowing limits capped by 
the Loan Council, led to change. These factors combined with some poor fiscal management left 
many Australian governments seeking alternative methods to generate opportunity for development 
without further reducing credit ratings.  In Victoria, this led to a series of activities involving: 
privatizations, e.g. Loy Yang B power station; outsourcing; and a range of so-called first generation 
BOO and BOOT projects. The construction activity leading up to the Sydney Olympic Games 
stimulated significant activity in New South Wales. 
 
Duffield (2001) undertook a detailed study of Australian PPP style projects undertaken until 2000, 
and established that the majority of privately funded infrastructure projects were undertaken in 
NSW, Victoria and Queensland. The largest expenditure was for transport projects, particularly 
roads.  Privately financed water projects were procured by the largest number of states. It is also 
interesting to note that at this time Victoria and NSW were the only states to have adopted this 
form of service delivery for social infrastructure such as private prisons. Coincidentally, these two 
states have also had operating contracts transferred back to governmental control earlier than 
originally envisaged due to the either the commercial viability of the private proponent or the 
desire to maintain service delivery outcomes expected by the public. 
 
The drive for private involvement in projects changed as the overall Australian economy improved. 
This is given rise to the maturing of PPP industry and proliferation of the so-called second 
generation PPP projects. All Australian governments now meet regularly via a National PPP forum 
to facilitate improvements in the delivery of PPP projects, to exchange lessons learnt and 
commenced the process of coordinating projects between the jurisdictions to assist in achieving and 
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for money through the management of resources. A key joint communiqué from the first PPP 
forum stated (Joint Ministerial Forum, 2004): 
 

“All Australian governments are cooperating to transform a stream of diverse Public 
Private Partnership (PPP) projects into a $6 billion national market. 

The National PPP Forum is designed to deliver better coordination, information sharing 
and support among Australian governments to enable the best project outcomes. 

The coordinated development of a national market will benefit private sector partners by 
increasing consistency in PPP proposals while reducing bidding costs. 

Governments will enjoy improved value for money from strong competition for private 
participation in the delivery of public infrastructure and the effective delivery of PPP 
projects.” 

 
The drive for value for money (VfM) underpins the rationale for second generation PPPs and it is 
an expression of the economy, efficiency and the effectiveness in which the public sector bodies 
operate. The major factors generally considered when assessing value for money in Australian PPP 
programs include: risk transfer, whole of life costing, innovation, asset utilization and price to 
deliver a range of service outcomes as detailed in an output based specification that has a raft of 
performance requirements and incentives (and abatements). A generalise PPP process, as 
represented in Figure 2: The PPP continuum importantly incorporates a competitive tendering 
phase where value for money from bidders can be demonstrate, frequently demonstrate by an 
effective price (Andersen, 2000; National Audit Office, 1999). In Partnerships Victoria projects 
(DTF, 2001b), bids are assessed against a reference project called the Public Sector Comparator 
(PSC), VfM is deemed to be on offer by the bidders if the risk adjusted, whole of life, price is 
lower that the reference project if delivered traditionally by government. Non-financial factors 
including non-quantifiable risk transfer, design amenity and sustainability of the proposal are also 
considered. 

 

Figure 2:  The PPP relationship continuum 
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Table 1: 2nd generation Australian PPP projects 
 
State  Project  Industry 

type 
Project status 
(7 Jan 2005) 

Commonwealth Defence Headquarters Joint Operation 
Command facility 

Building Bid phase 

 Customs Coastwatch Aerial Surveillance Technology Bids closed 
Northern 
Territory 

Convention Centre/Water Front 
Redevelopment 

Other Preferred bidder

NSW Chatswood Transport Interchange Transport Bids closed 
 Cross Sydney Tunnel Transport Implementation 
 Eastern Creek Alternative Waste Technology 

Facility 
Waste & 
Energy 

Operating 

 Long Bay Prison & Forensic Hospital Justice & 
Health 

Bids closed 

 Lane Cove Project (Tunnel) Transport Implementation 
 Mater Hospital, Newcastle − Redevelopment Health Bids closed 
 New Schools project Buildings Operational 
 Newcastle Polyclinic Health/ 

Building 
Bids closed 

 Newcastle Port Multi-Purpose container 
terminal 

Transport EOI closed 

 Parramatta Transport Interchange Transport Contract signed 
 RailCorp Rolling Stock Transport EOI closed 
 Western Sydney Orbital (Westlink M7) Transport Implementation 
Queensland Southbank Education and Training Projects Education Bids closed 
 Townsville Industrial Recycling Opportunities 

project 
Waste Bid phase 

South Australia Regional Police Stations & Courts 
Administration Authority Facilities 

Justice Bid phase 

 State Swimming Centre Other Bid phase 
Tasmania Risdon Prison Redevelopment Justice Implementation 
Victoria Ballarat & Creswick Reclaimed Water Water Bids closed 
 Berwick Community Hospital Health Operating 
 Echuca/Rochester Wastewater Treatment Water Implementation 
 Emergency Alerting System project Technology Implementation 
 Enviro Altona Water Implementation 
 Film & Television Studio Technology Operating 
 Melbourne Convention Centre Other EOI 
 Metropolitan Mobile Radio Technology Implementation 
 Mitcham − Frankston Freeway Transport Implementation 
 Mobile Data Network Justice Implementation 
 Partnership Victoria Correctional Facility Justice Implementation 
 Royal Melbourne Showgrounds Other Preferred bidder
 Royal Womens Hospital Redevelopment Health Bids closed 
 Spencer St Station Redevelopment Transport Implementation 
 Victorian County Court Justice Operating 
 Wodonga Wastewater Treatment Plant Water Operating 
Western 
Australia 

CBD Courts Project Justice Financial close 
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A brief analysis of these projects reveals that, like the first-generation of projects, New South 
Wales and Victoria are most active. Interestingly, Victoria has by far the most diverse range of 
projects include service delivery for both economic and social infrastructure programs and include 
a number of technology services. Projects in Queensland, notably the Southbank education and 
training project, have been slow to bring to financial close, in part due to a wavering commitment 
to PPP projects by local politicians (Ludlow, 2005).  Projects in South Australia have struggled to 
gather momentum, probably due to the smaller volume of business in South Australia. Interesting, 
Western Australia has a most successful PPP in their new courts project. The federal government 
has only recently accepted that for some services PPPs may offer a VfM solution. 
 
The concurrent implementation of three major road projects in New South Wales and the letting of 
the AUD2 billion Mitcham to Frankston project in Victoria has stretched the resource capacity of 
tunneling and road contractors. These projects have undoubtedly been the impetus for governments 
to collaboratively discuss their planned timing for major projects. 
 
It would be fair to say that different Australian jurisdictions are having varying levels of success in 
the roll out of projects and the general support for PPP projects differs between the states, (Quiggen, 
2004). The Spencer Street Station redevelopment in Victoria recently received significant press 
when it was reveled that the construction contractor was running late and had made provision for 
cost overruns in excess of AUD100 million. The outcome of discussions regarding the allocation of 
risks on this project will no doubt be a litmus test for the robustness of VfM assessments made 
during the tender evaluation phase of the project. Road projects, the Eastern Creek Alternative 
Waste Technology Facility and the New Schools project in New South Wales have been heralded 
as great successes, as have many of the Victorian projects. In 2003, Victoria undertook an 
independent review of PPP projects that included evaluation of VfM outcomes from eight of its 
PPP projects. The findings of this review are summarized in Table 2. 
 
Table 2:  VfM from 2003 PPP projects in Victoria, Australia (interpreted from Fitzgerald, 2004) 
 
Project Approximate 

value (AUD 
million) 

VfM assessment 

Berwick Community Hospital 378 9% saving against PSC 
Echuca/Rochester Wastewater Treatment 51 Whole of life savings 
Enviro Altona 20 6% saving against PSC 
Film & Television Studio 40 Relevance of PSC questioned 
Mobile Data Network 138 11% saving against PSC 
Spencer St Station 309 5% saving against PSC 
Victorian County Court 519 Asset exceeded utility & design criteria 
Wodonga Wastewater Treatment Plant 33 Superior technology & performance 
 
Fitzgerald concluded that the weighted average savings was 9% against the risk-adjusted PSC 
using the then prevailing discount rate. The use of discount rates has since been refined to better 
reflect specific project risks. The Victorian Treasurer stated “It (the Fitzgerald review) found the 
first eight project commenced to date provide tangible evidence of the benefits that flow from 
harnessing private sector skills and innovation in infrastructure” (Office of the Treasurer, 2004). 
 
 
3. The Mix Required for Successful PPPs 
 
Conditions that facilitate successful PPP projects have been investigated by many including: 
Andersen (2000); Fitzgerald (2004); Grimsey and Lewis (2004); Jefferies et al. (2002); KPMG 
(2000) and NAO (2001; 2004). Based on these investigations a series of factors required for 
successful PPP has been developed and presented at Table 3. 
Table 3: Factors contributing to successful PPPs  
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Issue Factors 
Preparation & 
Project 
Development 

Clarify that use of PPPs is a strategic choice 
Articulate clear objectives through: 
• Output-based specification 
• Performance regime with sensible measurable 

indicators 
Clarify interfaces with other contracts and service 
requirements 
Establish flexible processes for long term contracts; 
including: 
• Understand customer needs and manage their 

expectations 
• Clearly defined social outcomes 
Careful preparation  including: 
• VfM 
• Allocation of ownership rights 
• A clear business model 
• Clear & manageable allocation risks 

Accountability Ensure accountability to the public via thorough 
testing of Public Interest and: 
• Transparency 
• Appropriate pricing 
Ensure accountability to the private consortium via: 
• Incentives 
• Governance  

Competitive pricing Facilitate high quality competitive bids 
Actually transfer risks as allocated  
Confirm final deal makes sense 

Ongoing contract 
management 

Develop a culture of partnership 
Transfer knowledge throughout the contract 

 
Grimsey and Lewis (2004) emphasized that accountability and a regard for the public interest is 
most important as it assists in legitimizing and acceptance of the contractual arrangement.  
 
Reflection on active PPP projects in Australia also raises the factor that strong political leadership 
and unambiguous commitment to seek VfM for the community is a clear driver for the successful 
implementation of PPPs. This was evident in NSW, Queensland and Victoria during the first 
generation of projects and is most obvious in Victoria for the second generation of projects. A 
strong political commitment to PPP has flowed through to governments establishing specialist PPP 
units to assist their various Departments and Agencies. The resulting increased depth of expertise 
has facilitated a maturing of the market and captured best practice through an evolving range of 
policies and guideline documents. 
 
 
4. Emerging Projects and Trends 
 
In November 2004, The National PPP forum (2004) released details of all potential PPP projects 
under consideration by Australian governments, the location and type of potential projects are 
detailed in Table 4: Potential projects. 
 
Table 4: Potential projects (Source: National PPP Forum, 2004) 
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 Vic NSW QLD SA Tas WA NT Federal Total 
Transport (Road, rail & ports)  1 6      7 
Health  1    1   2 
Prisons and courts etc  1  1     2 
Environmental, water & waste 1  1      2 
Buildings & development 2     1   3 
Community facilities & 
leisure      1   1 
Housing & aged care 2 1  1 1   1 6 
Technology   1      1 

 
Interestingly there is proposed PPP activity from nearly all jurisdictions and, with the exception of 
Queensland, this activity is concentrated on social infrastructure programs with the dominant 
infrastructure type being affordable housing and aged care facilities. 
 
There is an emergence of interest in PPPs from Local Government, not for profit institutions, such 
as universities and private organizations. These organizations provide further impetus for 
proliferation of PPPs in Australia. To date, emerging projects from this sector have been dominated 
by carparks and building for health facilities and educational and housing buildings for universities. 
There is considerable interest from Local Government with the Cardina Shire Council entering a 
long term road design, construction, finance and maintenance agreement.  
 
The enthusiasm of these new entrants has again been tempered by the failure of Liverpool Councils 
Oasis development project (Daly, 2004). This has led to new local government legislation to 
control the use of PPPs in local government. In this case, Council placed too much trust in its 
private sector partners, made ineffectual use of its advisors, failed to project assess the projects 
risks and were obsessed by a dream rather than reality. 
 
The adoption of PPPs by these sectors is again demonstrating emergence of a diverse range of 
projects. 
 
 
5. Issues and Lessons 
 
5.1 Issues 
 
Throughout the development of Australia’s PPP a number of issues have been identified and are 
being addressed, these include: 
 
Skills: There was a steep learning curve for participants in PPP projects. Government have 
recognized the need to develop it commercial skills if it was to achieve VfM and the private sector 
has had to learn that long term PPP project are quite different to design and construction projects, 
risks need to be priced and managed in accordance with the service being delivered. 
  
Ownership: The have been a number of examples where the private proponents consortium was led 
by Financers. There was a mismatch of objectives as these Financiers saw their key focus to be 
achievement of the deal rather than the long term management of the service delivery. It should be 
emphasized that the flexibility in the agreements and good will from all stakeholders has meant 
there are no examples where the service delivery suffered from this mismatch of objectives. 
 
Bidding costs: The bid costs for most of the PPP projects are high. The bidding cost for the 
Mitcham to Frankston freeway has been reported as high as AUD 40 million. All stakeholders are 
actively pursuing mechanisms such as standardized commercial terms, improved communication 
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and clarity, shorter negotiation periods in an attempt to reduce these bidding costs. A consistent 
flow of deals is also sought by the private sector, thus creating an industry with depth. 
 
Risk and risk management: Improved understanding of project risks and clear risk allocation 
principles continue to develop. 
 
5.2 Lessons Learnt 
 
Numerous lessons have been learnt and implemented. Some of the more general lessons worthy as 
sharing are: 
 
Contract management: Contract management has been identified as such an important feature of 
successful service delivery from PPPs that concerted effort has been placed to develop and train 
practitioners in the likes of developing contract management plans, manuals and procedures to 
systematize the vast array of terms and conditions in the multiple agreements that document a PPP 
project. Similar effort has gone into development of skills to manage change, relationships and to 
negotiate new arrangements in the spirit of the initial agreement. 
 
Availability of Finance: Issues of capital raising do not appear to be a problem. The most recent 
major project, the Mitcham to Frankston freeway, had two fully financed bids of AUD 2 billion 
each, taken to the point of final letting of the contract without any difficulty in sourcing financial 
sponsors. 
 
Clarity and speed: The industry well recognizes the need for speed and clarity as a mechanism to 
contain costs. Clarity and a firm commitment to proceed with the project in accordance with stated 
policy is an important criterion of all government procedures. 

 
5.3 Emerging Issues 
 
Emerging issues continually come to the fore, however, the cost of bidding PPP projects, 
appropriate allocation (and pricing) of risk and the inherent difficulty in quantifying long term VfM 
of infrastructure investment appear to be ongoing issues. 
 
The use of standard commercial terms for PPPs is just the start for reducing the cost of bidding. 
Concerted effort is required to minimize duplicated effort when preparing bids, eg. technical 
reports. The practice of maintaining two live bids all the way to financial close, in an attempt to 
keep strong competitive pressure on the bidders, is a most negative experience for the loosing 
bidder.  
 
Fostering true “Partnerships” in the ongoing contract management is still to be achieved on an 
ongoing basis with the integration of the likes of relationship contracting into PPPs being in its 
infancy. 
 
It is evident that some states, eg. Queensland, maintain a degree of philosophical disagreement with 
the use of PPPs (Ludlow, 2005) and that political pressure is creating uncertainty in the market. 
Such uncertainty strongly discourages private sector involvement due to the high likelihood of 
wasted effort and resultant costs. Clearly there is on ongoing case for reviews and audits to check 
that the community is achieving the VfM anticipated. 
 
 
6. Conclusions 
 
It is evident that as the Australian PPP industry has matured, so has the range and diversity of 
projects procured via PPPs. The market appears to be expanding through provision by most 
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government jurisdictions and is expanding with interest in such projects from Local government 
and private providers. This expansion is occurring in a strong economic climate and is driven by 
ideals to achieve VfM and governments have been meeting to continually improve the roll out of 
projects through better co-ordination, planning and consistency of approach. 
 
Successful outcomes are achieved through commitment, clarity of purpose, sensible preparation 
and documentation of projects, accountability, competitive pricing and professional ongoing 
contract management. In the main, PPP projects appear to deliver VfM even though such value is 
often difficult to quantify. Not all projects have been successful; projects that have experienced 
difficulties have reinforced the need for a high level of understanding of the services being 
delivered and professional and commercial skills of those involved. 
 
Developments are progressing to further reduce bidding costs, to foster a truly “Partnership” 
approach and to allocate risks appropriately. 
 
The expansion of services being procured via involvement of private organizations suggests that, 
on balance, PPPs are an active part of the Australian industry and will continue to fill an important 
role into the future.  
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