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Abstract 
 
A key argument for Governments to procure projects using Public Private Partnerships (PPPs) is 
that the process would deliver better overall value for all the stakeholders. The need to demonstrate 
this has contributed to demanding bid requirements that ultimately make it unsustainable to 
maintain an industry around Public-Private Partnership (PPP) contracts when the overall costs of 
bidding exceeds the net returns to the industry. The paper explores why PPPs in Australia are 
heading towards an unsustainable situation. 
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1. Introduction 
 
The increasing demand for new infrastructure combined with the issue of reduced public sector 
investment has led to governments turning to the private sector to form partnerships in the 
construction, ownership and operation of national infrastructure assets (Mitrovic, 1999). 
Governments are now frequently obtaining private sector finance for infrastructure projects due to 
this shortfall in public sector funds. Public-private sector joint ventures appear to be the preferred 
vehicle for continued finance and construction of infrastructure.  
 
There is a growing trend for governments and other clients in the construction industry to place 
major projects into the private sector (Angeles and Walker, 2000). The private sector is playing an 
increasingly important role in this trend that has partly arisen out of a necessity for the 
development of infrastructure to be undertaken at a rate that maintains and allows growth. This in 
turn has become a major challenge for many countries, and particularly so where it is evident that 
these provisions cannot be met by government alone, as they have typically been in the past. 
 
This paper presents some preliminary findings of a wider research project. The ultimate objective 
of this research project is to improve the process of risk identification and risk allocation for all 
Public and Private Sector stakeholders in PPP bidding and in doing so, minimise the transaction 
costs incurred during the bidding process. 
 
 
2. Innovation in Procurement 
 
The implementation of innovative methods and techniques require change. A suitable catalyst for 
change within the construction industry is often driven by Government in the form of legislation or 
incentives. A New South Wales (NSW) Government Report, ‘Construct NSW: Seizing 
Opportunities to Build a Better Construction Industry’ (1998), outlines a framework that will assist 
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the NSW construction industry to meet the challenges and take advantage of the opportunities in 
the coming years. 
 
The goals set out in Construct NSW will only be achieved if the industry shares this vision, accepts 
the challenge and is prepared to lift its performance and embrace innovative practice. The 
construction industry must take up the challenge and work in partnership with Government and 
forge other relationships that offer clients complete solutions and even receive input from other 
industries especially with regards to innovative methods of financing projects. 
 
One current example of procurement innovation involving both Government and private industry is 
Public-Private Partnerships (PPPs). The NSW Government (2001) developed ‘Working with 
Government – Guidelines for Privately Financed Projects’, a policy document that evolved from 
the 2000 Green Paper of the same name after the canvassing of an infrastructure council to provide 
a high level forum for discussions between Government and the private sector. The public 
consultation process from this confirmed the direction for an infrastructure council and this is now 
provided in the 2001 ‘Working With Government’ Policy.  
 
 
3. Sustainable Infrastructure 
 
Growing economies and rapid urbanisation have created a huge demand for new infrastructure. 
According to Mitrovic (1999) many countries have recognised that the public sector is not strong 
enough to finance change and they are turning to the private sector to join in the construction, 
ownership and operation of national infrastructure assets. This trend in public-private sector 
partnerships is supported by McDermott (1999) who sees governments as having to obtain private 
sector finance for infrastructure projects which have been a drain on public sector finances in 
modern times. 
 
There are connections between a country’s economy and successful infrastructure development. 
For instance, according to the World Bank (1995), infrastructure can support economic growth and 
make development environmentally sustainable. A growing number of countries are now 
demanding alternatives, especially options involving the private sector. 
 
There is an obvious link between innovation and procurement, hence the need for continuous 
development of new models in order to deliver and maintain infrastructure growth in times of 
limited finance. This is supported by Katsanis et al. (1997), who identify procurement as the most 
important determinant of the outcome of the process. This is especially relevant as project 
complexity and market dynamics have made it necessary for owners to seek alternative methods. 
 
The construction industry in Australia has traditionally operated within the two totally separate 
domains of both the public and private sectors with interaction between them only occurring when 
absolutely necessary. The construction industry is now learning from other industries and indeed 
from the history of early infrastructure development in forming on-going partnerships between the 
public and private sectors.   
 
If innovation is to produce fundamental improvements in quality, cost and time of the delivery of 
public infrastructure projects, then the procurement method will need to be structured to produce 
competition that focuses on these improvements. A procurement system which openly embraces 
innovation sends a powerful signal to the private sector that government recognises that continued 
public-private co-operation is essential to sustainable self-adjusting improvements in infrastructure 
facilities and services (Miller, 1997). According to Angeles and Walker (2000), one way of 
meeting future procurement demands will be to develop better project delivery systems. They 
report that the future of construction over the next 10 years will be influenced by the restructuring 
and re-engineering of the various processes in the construction industry. This will be aimed at 
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achieving improved quality and performances through the integration of project processes and 
management of supply chains.  
 
The move away from traditional procurement systems will have significant effects on innovation. 
As the traditional process, such as design-bid-build, does not allow for intellectual property and 
knowledge externalities by contractors in their tenders, there is a perverse disincentive to innovate 
(de Valence, 2001). With the increase of non-traditional procurement methods, such as PPP’s, this 
disincentive is removed and firms can appropriate the benefits of innovation and research and 
development. This situation will be expected to lead to the use of new forms of procurement of 
major projects such as PPP schemes. 
 
 
4. Australian Public Private Sector Partnerships  
 
Projects such as the Suez Canal experience support the notion that the concept of private sector 
participation in infrastructure provision is not a recent initiative. It is, however, only in the last two 
decades that concepts of public and private sector partnerships, particularly the Build-Own-
Operate-Transfer (BOOT) approach, have become high on many Government agendas. Jefferies 
and Chen (2004) identify Australian examples of this type of approach include the Sydney Harbour 
Tunnel, Stadium Australia in Sydney, M4 and M5 tollways in NSW, and the Ord River Hydro-
Electric Scheme in Western Australia.  
 
The UK government is regarded as the leader in initiating and developing PPPs but countries such 
as Australia are also pursuing this line of service delivery and several large-scale portfolios for 
future infrastructure investment have been initiated. Australian PPPs have delivered a range of 
infrastructure, notably prisons and roads, and PPP projects currently at the feasibility stage include: 
 
• $850 million regional fast rail project in Victoria; 
• Various transport schemes in NSW; 
• Australian Defence Force facilities; and  
• Construction and maintenance of a number of new schools in NSW.  
 
Australia is therefore a maturing PPP market and looks set to continue its growth. Lenard et al. 
(2002) argue that private sector delivery of public facilities using private sector expertise can yield 
efficiency savings by delivering better value for public money and that partnerships allow 
governments to reconcile capital investment by reducing capital expenditure items on balance 
sheets.  There seems little doubt that PPPs are gaining momentum as the most desired 
mechanisms to fund infrastructure provision and much has been written on this topic in recent 
years. 
 
4.1 The Privately Financed Project (PFP) approach in NSW 
 
The NSW Government’s (2001) publication ‘Working with Government’ is a means of 
establishing a partnership between the public and private sectors. The aim is to deliver improved 
services and better value for money, primarily through appropriate risk transfer, encouraging 
innovation, greater asset utilisation and integrated whole-of-life management. The guidelines 
provide a framework that enables both sectors to work together to improve public service delivery 
through private sector provision of infrastructure and related non-core services. They describe a 
competitive and transparent mechanism to pursue opportunities that bring together the ideas, 
experience and skills of both sectors to develop innovative solutions to meet the community’s 
needs, expectations and aspirations. The guidelines specifically cover Privately Financed Projects 
(PFPs), which are part of the broader spectrum of Public Private Partnerships (PPPs). PPP is a 
general term covering any contracted relationship between the public and private sectors to produce 
an asset or deliver a service.  
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4.2 What is a PFP? 
 
PFPs, as a specific form of PPP, involve the creation of an asset through private sector financing 
and ownership control for a concession period. The NSW Government is willing to contribute 
through land, capital works, risk sharing, revenue diversion or purchase of the agreed services. 
PFPs cover economic and social infrastructure and typically include both a capital component and 
an ongoing service delivery component. PFPs are generally complex and involve high capital costs, 
lengthy contract periods that create long term obligations, and a sharing of risks between the 
private and public sectors. They therefore require careful consideration and approval by the Budget 
Committee of Cabinet. 
 
The Principal Features of a PFP are: 
 
• A service normally provided to the public by government involving the creation of an asset 

through private sector financing and ownership control. 
• A contribution by government through land, capital works, risk sharing, revenue diversion or 

other supporting mechanisms. 
 
PFPs encompass both the creation of a new asset and the delivery of some services associated with 
the asset for a defined, but typically very long, period. The balance of total project value between 
the asset creation and ongoing service delivery components may vary greatly from project to 
project. In a capital-intensive project, such as a toll road, asset creation is likely to dominate. In 
projects such as schools, courthouses and hospitals, the long-term service delivery component is 
likely to be larger, even with the public sector providing core services. PFPs are typically complex 
and involve high capital costs, lengthy contract periods involving long-term obligations and a 
sharing of risks and rewards between the private and public sectors. PFPs differ from other PPPs in 
this regard. Because PFPs require careful consideration, the Budget Committee of Cabinet (BCC) 
will review and progressively approve the projects at each phase of their development. 
 
4.3 Current Extent of Privately Financed Projects 
 
Duffield and Hutchinson (2002) investigated 130 privately financed projects in his recent study. Of 
those studied 34.6% of projects considered for public private partnerships did not eventuate, 48.1% 
of projects have been delivered and 17.3% of projects are currently being considered. 
 
The analysis has also established that for privately financed infrastructure projects in Australia: 
 
• The most active states are NSW and Victoria, followed by Queensland. 
• There is a pronounced learning curve associated with the use of this procurement system. 
• Victoria and NSW are the only Australian states to have adopted this procurement strategy for 

social infrastructure projects. 
• Transport projects have been the dominate type of infrastructure delivered. Road projects 

accounted for the largest expenditure to date and rail projects dominate projects currently under 
consideration. 

• Water projects have been attempted by the largest number of states. 
• The length of the concession contract entered into appears appropriate. 
• There is a strong correlation between the time it takes to implement a project and the number 

of abandoned projects. The greater the time to implement the more likely the project will not 
eventuate. 

• Many projects were implemented during the 90s in NSW and Victoria as a result of favourable 
economic conditions and clear political support for this delivery system. 

• A general observation of the analysis suggests assets involving measurable flow, i.e. transport, 
water supply or the supply of energy, are far more successful than infrastructure charged as a 
service rather than a measured quantity. 
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In Australia the two main objectives for procuring facilities by using a PPP are to transfer risk 
which the public sector is unable to manage and to also achieve value for money (Webb and Pulle, 
2002). The Australian Commonwealth Government has not yet entered into a PPP. As State 
Governments bear the main responsibility for the provision of social and economic infrastructure it 
is likely that for the time being this trend will continue (Webb and Pulle, 2002). Subsequently, both 
the NSW and Victorian Governments have their own set of published guidelines for the 
establishment of PPPs and all other State Governments have PPP units to investigate their use and 
effectiveness. 
 
 
5. Risk 
 
The fundamental principal of risk management is that risks should be proportionally allocated to 
the individual or group on the basis of the ability to carry that risk.  Whilst this concept is easily 
grasped as an abstraction it is much more difficult to translate into practice.  Risk exists whenever 
the future is not known with certainty, meaning risk is ever present (Fone and Young, 2000). This 
is a significant issue as many of the concession periods of PPP projects have not as yet elapsed, so 
the future is very much uncertain. Managing for the future and identifying risks is crucial for 
project viability, and ultimately, success. According to Uher (1994) risk and uncertainty are present 
in all aspects of construction work, irrespective of the size, complexity, location, resources or speed 
of construction of the project. Risks associated with a construction project must be first identified, 
then analysed and finally responded to.  
 
The finance of PPPs involves thorough scrutiny, particularly by the financiers. This ensures that all 
risks associated with PPPs are not left unchecked. This involves the thorough analysis of risks, 
their consequences and likelihood of occurrence. Most financiers are risk averse, and often aim to 
ensure all benefits of a project are carefully balanced with the management of risks. Therefore, risk 
management by financial institutions assumes very high importance in PPP risks (Hardcastle and 
Boothroyd, 2001). 
 
The impact of PPPs on the economy at large is likely to be considerable over the next decade.  
Whilst bidding is an essential component of the PPP process in ensuring both a competitive and 
corruption resistant environment, it is in essence a non-value added feature of the overall process.  
A recent PPP, Melbourne City Link, incurred bidding costs of $24 million at financial close.  
Reductions in the cost of bidding is to the benefit of all stakeholders and in particular cost 
reductions in the bidding process should result in lower charges to end users.  
 
 
6. An Unsustainable Partnership  
 
Despite their obvious potential, PPPs have also been the object of considerable criticism. Duffield 
and Hutchinson (2002) have identified the following critical issues associated with PPPs:   
 
• Cost of Bid Preparation. 
• Number of Abandoned Projects. 
• High levels of taxation still remain even though the Community Pay Principle applies. 
• Assessment of bids is uncertain and often still based on lowest price rather than “best value”. 
• Project briefs may not encourage innovation from the private sector. 
• Risk Model in the “Public Sector Comparator” may be simplistic and outdated when applied 

to specific projects. 
 
There is a strong body of opinion to support the contention that current social infrastructure 
projects in Australia are not true partnerships and there is a clear need to reduce the ‘tokenism’ of 
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Australian PPPs. The Public Sector needs to make PPPs more attractive to the Private Sector and 
clarify the risk identification in order to transfer more responsibility to the Private Sector (See 
Figure 1). This issue is supported by recent industry criticism of PPPs concerning the ‘narrowness’ 
of the scope of work that is offered to the private sector. In reality, PPP project costs relating to 
finance, building design, construction, maintenance and waste management amount to less than 
15% of the total life cycle cost of the enterprise. As a result, the private sector is frustrated with the 
high transaction costs of PPPs, which offer only a marginal increase in scope of business 
opportunity. This is in stark contrast to opportunities that are available in the much lower cost-to-
bid ratio of more traditional procurement models. Governments are looking for significant 
increases in efficiency through the PPP process, but no matter how well the 15% of the enterprise 
available to the private sector is organised, it is not going to make up for inefficient management in 
the remaining 85%. This has led to the decision by a number of major construction contractors to 
withdraw from the PPP process. 
 
 

 
 

Figure 1: Current private sector participation in PPPs 
 
Additionally Shepherd (1999) argues that there are fundamental reasons for the need to review the 
PPP process, these reasons include: 
 
• Lack of flexibility in the evolution of the project where the host authority must juggle 

competing bidders and keep them on the same baseline, often while simultaneously processing 
an environmental impact statement. 

• Current arrangements lack flexibility in operation whether it be extending or widening a 
tollway or conversion of a power plant. 

• High transaction costs in taking at least two fully developed and underwritten bids to the 
finishing line (e.g. Melbourne City Link incurred external costs of $24Million at financial 
close).  

 
As can be seen from the above comments measuring the success of PPPs and identifying the risk 
exposure by the various stakeholders has been, to date, largely problematic.  There is some 
evidence to suggest that the growth of PPPs in Australia would be accelerated if these concerns 
could be addressed, particularly in terms of the high transaction costs associated with the bidding 
process. The inability of the Private Sector to win enough projects to offset the significant cost of 
bidding for more complex tenders such as PPP projects appears to have had an adverse influence 
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on the construction industry (e.g. reduction of company share-values, company mergers and take-
overs).  
 
PPPs are normally linked to large-scale projects that, in many cases, have a high public profile.  
Because of this, the risks associated with PPPs are often perceived to be correspondingly higher 
than for more conventional forms of contractual relationships.  However, irrespective of the form 
of contractual relationship there are two critical risk management issues which emerge during the 
bidding stage of any project.  These have been identified from previous work by Tiong (1990) and 
Walker and Smith (1995) as legal (legislative framework; project agreement; tax; laws) and 
financial (bid process; form of financing; evaluation; commercial investors; ownership; rates of 
return).  
 
These risk factors are crucial in determining the success of the bidding process for a PPP project 
and these factors are the focus of this ongoing research. 
 
6.1 Barriers to PPPs 
 
There are many barriers when considering the use of a PPP strategy. The following list has been 
developed using issues identified by the Australian Council for Infrastructure Development 
Limited (2003): 
 
• Tax reform - Section 51AD of the Australian Tax Act is a serious barrier to many PPP projects. 

Rectification of this could pave the way for further use and implementation of PPP 
arrangements e.g. Shadow tolling as a form of payment for infrastructure services is currently 
restricted, if not prohibited, under 51AD as it currently stands. 

• Whole of Government approach - Strong central government control has led to a lack of 
consistency in PPPs. To ensure PPPs succeed the consistency must be driven at the highest 
levels of government. 

• Lack of suitable skills in government agencies - Agencies may not have the skills or 
experience to ensure a successful project. Greater training and experience will overcome these. 

• High participation costs - High bidding costs can be seen as the most prominent barrier to 
entry. It has been indicated that tender costs are up to six times higher than that of traditional 
procurement arrangements. Therefore it is unlikely smaller contractors will be able to 
participate due to high participation costs. 

• High project values - The majority of PPP projects are larger than those for which many small 
contractors can realistically aspire to bid for.  

• High risk - One of the fundamental requirements of a PPP is that the private sector must 
genuinely assume risk. Due to this high volume of risk many smaller companies would not be 
equipped to handle such large risk, which would prevent them from entering the PPP market. 

• Lack of credibility and contacts - The PPP process invariably involves a contractor working in 
a consortium with partners from outside of the construction industry. This is an effective 
barrier to smaller contractors as they are less likely to have external contacts to form a PPP 
consortium. 

 
 
7. The Future of PPP Schemes 
 
With regards to the future of public-private sector joint ventures, the role of government in these 
days of maximum risk transfer is highly significant with the current high transaction (bid 
preparation) costs resulting in private sector participants withdrawing from the PPP process.  In 
support of PPPs, Lenard et al. (2002) argue that private sector delivery of public facilities using 
private sector expertise can yield efficiency savings delivering better value for public money and 
that partnerships allow governments to reconcile capital investment by reducing capital expenditure 



  8

items on balance sheets. Realistically, this can only be achieved if the rewards adequately reflect 
the amount of risk invested in the project. 
 
Another recent example of public-private sector joint ventures has seen private sector companies 
willing to commit themselves to a new schools plan. According to the Sydney Morning Herald 
(2002), at least 80 financial institutions and construction firms having expressed an interest in a 
new plan for nine government schools in North West Sydney to be built and owned by private 
companies. The NSW Treasury and the Department of Education and Training estimate the project 
to be worth A$83 million. Under the proposal, where companies are expected to operate as a 
consortium, private companies will build, own and maintain the schools for periods up to 30 years. 
The Department of Education and Training will enter into a long lease with owners and provide 
teaching and admin staff to run the school. Using this approach, which has previously been used 
for roads, tunnels and stadia, to build government schools would open up an entirely new approach 
to the establishment and maintenance of social infrastructure in NSW.  
 
 
8. Conclusion 
 
Angeles and Walker (2000) report that the future of construction over the next 10 years will be 
influenced by the restructuring and re-engineering of the procurement processes. One way of 
meeting future procurement demands will be to develop better project delivery systems. A growing 
view is that new and innovative systems will continuously be used. These include Privately 
Financed Projects (PFP) or Public Private Partnerships (PPP). 
 
The growing acceptance of alternative project delivery and finance methods, such as PPPs, implies 
that governments will be increasingly faced with strategic choices whether to use ‘public’ or 
‘private’ mechanisms, or a combination of the two, in the provision of infrastructure facilities. The 
emergence of PPP schemes provides a means for developing the infrastructure of a country without 
directly impacting on the government’s budgetary constraints. The principles embodied in public-
private sector partnerships is now established worldwide as a significant means of developing 
public services such as infrastructure. 
 
Unfortunately, Governments continue to reduce the amount of private sector involvement in core 
activities, particularly during the operation stage of social infrastructure PPP projects. Subsequently, 
the scope for private sector participants to recover sufficient financial reward that offsets the high 
bidding costs is limited and has reached an unsustainable level. 
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