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“(It is time) for everyone to start paying more attention to the terms and 
conditions of privatisations” John Daley, CEO Grattan Institute, Guardian 27 July 2016 



Melbourne’s rail ‘privatisation’ – theoretically a 
competitive market 

• By keeping the assets in public 
ownership (and leasing them to 
operators) the market in 
Melbourne is in theory 
contestable. 

 

• Melbourne’s rail ‘privatisation’ is 
“an outsourced operations and 
maintenance franchise” 
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Metro Trains Melbourne (MTM) has three contracts with 
Public Transport Victoria (PTV) 
 
• Joint venture: 

– Mass Transit Railway Corporation 

– John Holland Limited 

– UGL Rail 

• Three contracts with the PTV 

– Eight-year contracts from 2009 with a 7-year negotiated rollover option 

Source: Email from MTM to author , 9 August 2016 



The rollover negotiations are underway 

•  MTM must annually meet five performance benchmarks: 

– Reliability and customer service (publicly reported) 

– Three others agreed annually between PTV and MTM (but not 
reported) 

 

• In December 2015, we believe that MTM was told that it had met the 
performance benchmarks necessary for rollover. 

 

• The formal rollover negotiations must begin by 30 September 2016 

 

Public Transport Victoria, 2012. Public transport partnership agreements - franchise agreements train URL 
http://ptv.vic.gov.au/about-ptv/victoria-s-pt-network/public-transport-partnership-agreements/ (accessed 8.1.16). 
 



Operating performance meets contracts, but … 

 

• ‘…..‘in the 18 months to September 2015 MTM received $16.7 million 
in incentive bonuses….achieved in part by….. running hundreds of 
incomplete services……’ 

http://www.theage.com.au/victoria/metro-pulls-up-short-to-meet-performance-targets-20150324-1m6mel.html  

 
 

• ‘……Metro ran just 85 per cent of trains on time in the morning peak 
and 89 per cent of afternoon  peak services were punctual……   By 
contrast, it ran 95 per cent of trains on time on Saturdays and 
Sundays when patronage is lower and services are less frequent…… 
helping the company to avoid paying out customer compensation to 
monthly and yearly myki pass holders.’ 

 http://www.theage.com.au/victoria/punctual-offpeak-trains-help-metro-meet-its-performance-targets-20150324-
1m6p0w.htm  

 

http://www.theage.com.au/victoria/metro-pulls-up-short-to-meet-performance-targets-20150324-1m6mel.html
http://www.theage.com.au/victoria/punctual-offpeak-trains-help-metro-meet-its-performance-targets-20150324-1m6p0w.htm
http://www.theage.com.au/victoria/punctual-offpeak-trains-help-metro-meet-its-performance-targets-20150324-1m6p0w.htm


Our understanding of the next steps 

 
• PTV provides MTM with an Invitation to Negotiate (ITN) by 30 September 2016 
• This: 

– Sets out the timetable, process and evaluation criteria for the second phase 
contracts. 

– Offers scope for contract modifications in a new draft franchise agreement. 
– Negotiations are open book: full financial transparency of cost allocation; 

risk and profit margin must be clear and linked 
 

 



MTM claims efficiency success? 

Subsidy almost three times greater in Sydney? 
 
Just because of franchising? 

Source: Metro Key Statistics, 
20 January 2016. 



Independent review suggests differences are nothing like 
those claimed by MTM 

Operating cost comparisons per carriage-km 2015 (Source: IPART, 2015. Efficiency of NSW public transport services 



Franchisee payments have been consistently 
rising above inflation 

CPI adjusted payments to train franchise operators 2000-2014 (Source Public Transport Victoria, 2016); 2014 
figure excludes farebox revenue 
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What is 2014-2015 revenue? Where is it reported? 

• Until Dec 2013 – ticket revenue ‘guaranteed’ while Myki was settled in. 
• Actual payments from Myki to MTM now not public reported. 
• PTV Annual Report shows total Myki payments, but there is no breakdown of payments 

to individual operators. 

https://static.ptv.vic.gov.au/siteassets/PTV/PTV%20docs/Track%20Record/PTV_

Track-Record_64_July-to-September-2015_FINAL.pdf 

https://static.ptv.vic.gov.au/siteassets/PTV/PTV%20docs/Track%20Record/P

TV_Track-Record-61_Oct-to-Dec-2014_FINAL.pdf 



How can anyone draw any conclusions when the 
categories keep changing? 

CPI adjusted payments to train franchise operators 2000-2014 (Source Public Transport Victoria, 2016); 2014 figure 
excludes farebox revenue 
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Capital and maintenance spending now reported as one 
figure 

Source Public Transport Victoria, 2016 

From 2013 
capital and 

maintenance 
payments have 
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as a single 
figure 
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The three MTM contracts: are ‘projects’ cross subsidising 
the others? 

• Which renewals are done under the infrastructure lease and which under the 
projects agreement? 

• Who drives decisions about ‘enhancements’? 
• Cross subsidisation? 
• Were these tendered as separate contracts or as a bundle? 
• Contracts let as fixed or variable margins? 

Source: Email from the franchisee to author , August 9th 2016 



Projects and business development as a source of profit? 

Source: Metro Key Statistics, 20 January 2016. 

What is business 
development and 

why is it listed as a 
source of profit? 



$9bn in projects over 11 years 



Who is driving the capital works and major maintenance? 

• Does the government have a strategic vision for asset renewal and 
maintenance? 

– What are the indicators of progress? 

– Does PTV have strong tendering and procurement skills? 

• How much are MTM steering maintenance and renewal programs? 

• Is MTM taking control of capital assets? 



Unsolicited proposals for major capital works 

 



Melbourne Metro Rail? 

• http://www.theconstructionindex.co.uk/news/view/john-holland-wins-
early-works-contract-for-melbourne-metro  

 

http://www.theconstructionindex.co.uk/news/view/john-holland-wins-early-works-contract-for-melbourne-metro
http://www.theconstructionindex.co.uk/news/view/john-holland-wins-early-works-contract-for-melbourne-metro


Future contestable market? 

• Embedded franchise? 

• Cross subsidisation from the ‘projects’ contract? 

• Crucial skills leaking to the private sector or being downsized in the 
state? 

 

• Who is likely to bid against MTM in 2023? 

– Will a private monopoly develop? 

– Where are the skills for public operation? 

2026 2016 2017 2023 

Rollover Extension – 7 years Retendering 
Completion of 
Melbourne Metro? 

Melbourne 
Metro 
overrun? 



Five ways to protect the public interest 

1. Strong and public negotiation of the rollover. 

2. Separate and credible profit and loss accounts for each of the three 
agreements.  

3. Complete and consistent reporting of expenditure. 

4. Show that maintenance and renewal is linked to long-term strategic 
outcomes. 

5. Strengthen public-sector skills. 

 

 



Ensuring the public good…………. 

https://www.theguardian.com/australia-
news/2016/jul/27/acccs-rod-sims-says-privatisations-
severely-damaging-economy  

 
John Daley, Grattan Institute 

“a real call” for everyone to start 
paying more attention to the 
terms and conditions of 
privatisations…so they’re not 
just an excuse to give away 
very substantial monopoly 
rights, which have a huge cost 
on the public in the long run,” 

https://www.theguardian.com/australia-news/2016/jul/27/acccs-rod-sims-says-privatisations-severely-damaging-economy
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