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The Hon Bruce Atkinson MLC
President

Legislative Council
Parliament House

Melbourne

The Hon Telmo Languiller MP
Speaker

Legislative Assembly
Parliament House

Melbourne

Dear Presiding Officers

Under the provisions of section 16AB of the Audit Act 1994, | transmit my report on the
audit Tendering of Metropolitan Bus Contracts.

The audit examined whether the state has effectively secured value for money from the
new Melbourne Metropolitan Bus Franchise (MMBF) arrangements. It assessed the
planning and conduct of the MMBF tender, and the management of the resulting contract.
The audit also examined the state’s progress in reforming future metropolitan bus contracts.

| found that the state has not yet secured full value for money from the MMBF
arrangements. While the contract resulted in cost savings of $33 million in 2013-14, cost
savings alone are note sufficient to demonstrate value for money. In particular, the
contract's potential has not yet been realised due to Public Transport Victoria's (PTV) failure
to resolve longstanding issues impacting the implementation of the related performance
regime.

A further concern is the Department of Economic Development, Jobs, Transport and
Resources’ and PTV’s slow progress in preparing to reform the remaining metropolitan bus
contracts, which are expiring in 2018. This risks compromising the state’s immediate
opportunity to leverage better value from these services.

Yours faithfully

Nisas

John Doyle
Auditor-General

6 May 2015
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Victorian Auditor-General’'s Report

Buses are a vital part of Melbourne’s public transport system. For approximately

80 per cent of households, they are the only readily accessible form of public
transport. This is particularly the case for Melbourne’s middle and outer suburbs,
where buses provide cross-town transport, local services and critical links to the rail
network. As these services cost Victorians around $1 billion per year, it is vital that
the state receives the best value possible for this money.

However, my recent audits, Coordinating Public Transport (2014) and Developing
Transport Infrastructure and Services for Population Growth Areas (2013) have
highlighted significant shortcomings with these services due, in part, to deficient
contractual arrangements which offer minimal incentives for improving services.

Specifically, these audits found that many of Melbourne’s bus routes currently have
long wait times, indirect routes, and do not operate on schedules designed to
harmonise well with the rail network or other bus routes. These issues are
longstanding and reduce the usefulness of bus services for commuters and impede
patronage growth.

In this audit, | examined whether the state has effectively secured value for money
from the new Melbourne Metropolitan Bus Franchise (MMBF) which was
established in 2013 to deliver around 30 per cent of Melbourne’s bus services. The
MMBF agreement is fundamentally different to any other contracting arrangement
within Melbourne’s bus network as it contains strengthened incentives and
penalties designed to drive improvements in bus services.

| examined the planning and conduct of the MMBF tender, as well as Public
Transport Victoria’s (PTV) management of the resulting contract. | also examined
the state’s progress towards reforming the remaining metropolitan bus contracts—
covering around 70 per cent of services—that will expire in 2018.

| found that the state has not yet secured full value for money from the MMBF

agreement despite achieving almost $33 million in cost savings in 2013-14. This is

because PTV has failed to:

. resolve longstanding data reliability issues impacting the operation of the
performance regime by April 2015 when it was due to be fully implemented

. withhold payments for instances of non-performance to encourage timely
corrective action

. reach a timely agreement with the operator on the standard for determining
incentive payments for improvements in bus patronage.

Tendering of Metropolitan Bus Contracts
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Auditor-General's comments

PTV needs to strengthen its management of the MMBF contract and urgently
address longstanding data reliability issues as this situation is compromising its
capacity to reliably assess and manage the operator’s performance.

Of particular concern is the Department of Economic Development, Jobs, Transport
and Resources (DEDJTR) and PTV'’s slow progress towards reforming the balance
of metropolitan bus contracts. These contracts have never been exposed to open
market competition as historically they have been renewed with the incumbent
operators. Their expiry in 2018 therefore means the state is now rapidly
approaching a critical juncture.

My predecessor’s 2009 audit Melbourne’s New Bus Contracts highlighted that
procurement and reform options needed to be presented to government as a
matter of urgency, as any change in the delivery arrangements for these services
will require extensive planning and lead time to assure the availability of critical
assets and infrastructure. However, progress on this initiative has been slow as
initial planning to address these issues has only recently commenced.

Consequently, the state risks having its options in 2018 severely curtailed due to a
lack of time to substantively progress these reforms, meaning it may be forced to
again renegotiate with incumbent operators.

This scenario, should it eventuate, represents the worst possible economic
outcome for the state. It would compromise the immediate opportunity to leverage
better value for the $1 billion spent on bus services each year.

I have made 13 recommendations to address these issues. The recommendations
reinforce the need for PTV to remedy the problems with performance data and
contract management. | also urge PTV and DEDJTR to present future reform
options to government as a matter of urgency.

I intend to monitor implementation of these recommendations, and will follow up
with PTV, DEDJTR and the Department of Treasury and Finance (DTF) to ensure
appropriate measures have been taken.

| wish to thank the staff in PTV, DEDJTR and DTF for their constructive
engagement throughout the audit process.

John Doyle
Auditor-General

May 2015
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Audit summary

Buses are a significant form of public transport, providing cross-town transport,
local services and links to the rail network. They are often the only readily
accessible form of public transport available for people living in Melbourne’s middle
and outer suburbs.

Public Transport Victoria (PTV) oversees public transport operators. It is
responsible for managing all bus service contracts, which currently cost the state
around $1 billion per year.

Melbourne’s bus network is extensive—it consists of more than 300 routes
covering over 5 500 kilometres, and is serviced by approximately 1 700 buses.
These services are delivered by 12 private operators comprising of:

. 27 contracts with 11 operators, renegotiated in 2008 with longstanding
incumbent providers. These contracts, which expire in 2018, cover around
70 per cent of metropolitan bus services, are largely fee-for-service, and
contain minimal performance incentives and penalties.

. A new contract established in 2013 through an open competitive tender with a
single operator covering around 30 per cent of services. This contract, known
as the Melbourne Metropolitan Bus Franchise (MMBF) agreement, differs
from the other arrangements as it contains a suite of performance incentives
designed to improve bus services, patronage growth and customer
satisfaction. The contract, worth around $1.7 billion, expires in 2023.

PTV leveraged competitive tension in the market when establishing MMBF,
expecting this would result in a better service for customers at a reduced cost to
the state. A related aim of this approach was to eventually extend this reform to all
metropolitan bus services by using MMBF to assess the savings possible through
increased competition, and to demonstrate the benefits of a performance-based
contract.

The previous government approved the use of an open tender for establishing the
MMBF agreement in September 2011. In so doing, it determined that the MMBF
agreement would be considered as having achieved value if it:

. reduced costs for the state

. delivered improved services for more customers

. progressed reform of the wider bus industry.

Objectives of this audit

This audit examined whether the state has effectively secured value for money
from the MMBEF. It assessed the planning and conduct of the MMBF tender, and
PTV’s management of the resulting contract. The audit also examined the state’s
progress in preparing to reform future metropolitan bus contracts.

Victorian Auditor-General’'s Report Tendering of Metropolitan Bus Contracts
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Conclusions

The state has not yet secured full value for money from the MMBF despite
achieving almost $33 million in cost savings.

While the project to establish the MMBF contract was based on sound planning
and was run in accordance with Victorian Government Purchasing Board (VGPB)
requirements, the contract’s potential is not currently being realised due to PTV's
failure to resolve longstanding issues impacting the implementation of the related
performance regime.

PTV needs to urgently address the lack of reliable performance data, as it
compromises its capacity to effectively manage the contract, and achieve the
state’s broader reform objectives.

The Department of Economic Development, Jobs, Transport and Resources
(DEDJTR) and PTV'’s slow progress in preparing to reform the 27 private
metropolitan bus contracts which are expiring in 2018 is of particular concern.
Despite the scale and complexity of this exercise, and the significant opportunity
cost to the state from failure, substantive planning to address these issues has only
recently commenced.

Urgent and sustained action is required, to avoid limiting the state’s procurement
options in 2018, and compromising any opportunity to leverage better value from
these services through increased competition.

Findings
Performance of the MMBF

Although the MMBF has been operating for over 18 months, it cannot yet be
determined whether it is achieving all of its objectives and full value for money for
the state.

MMBF expenditure for 2013-14 was almost $33 million, or 18 per cent, less than
the amount PTV estimated it would have spent if the previous contracts had
continued.

However, MMBF cost savings alone are not sufficient to demonstrate that value for
money has been achieved as this relies on the contract also delivering improved
services to more customers.

The MMBF contract establishes an incentive and penalty regime to drive
achievement of the operator’s service improvement obligations. Effective
performance monitoring by PTV is therefore critical to ensure these obligations are
met, and to realise the contract’s full potential.

X Tendering of Metropolitan Bus Contracts Victorian Auditor-General's Report
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While the MMBF performance regime is conceptually sound, PTV has yet to

effectively implement it. In particular, PTV has failed to:

. reach a timely agreement with the operator on the standard for determining
incentive payments for improvements in bus patronage

. resolve longstanding data reliability issues impacting the operation of the
performance regime by April 2015 when it was due to be fully implemented

. withhold payments for instances of non-performance to encourage timely
corrective action.

These circumstances are compromising achievement of the state’s reform agenda,
including PTV’s capacity to reliably assess and manage the contractor’s
performance.

PTV recently advised that full implementation of the performance regime has been
delayed.

PTV recognises that overcoming this issue is critical because it will otherwise not
be able to implement the financial incentives and penalties that are due to begin
after a total rebuild of the current bus timetable—known as the Greenfields
timetable.

It has therefore proposed an alternative method for calculating service reliability
and punctuality to the contractor, but this had not yet been implemented at the time
of audit. However, we found that PTV’s proposal is deficient as it relies heavily on
self-reporting by the operator to determine the reliability of bus services. PTV did
not have a plan or procedures in place to audit and verify the accuracy of this
information.

Urgent action is required by PTV to address this issue as it risks compromising the
integrity of the performance regime and of related incentive payments.

Reforming remaining bus contracts

Progressing broader reform of the remaining 27 bus service contracts will be a
complex and challenging exercise for the state. These contracts do not contain any
clear end-of-term rights for the state to run a competitive tender process for these
services. The state’s right to do so is a longstanding issue that is contested by
some members of the industry. Any change in the delivery arrangements for these
services will require extensive planning and lead time to assure the availability and
transition of any critical assets and infrastructure.

Our 2009 audit, Melbourne’s New Bus Contracts, recommended that the former
Department of Transport provide early advice to government on the strategic
options and constraints for future metropolitan bus contracts. While the department
and PTV implemented this recommendation for the MMBF, it has not been
addressed for the next tranche of bus contracts.

Victorian Auditor-General’'s Report Tendering of Metropolitan Bus Contracts
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In July 2014, the former Department of Transport, Planning and Local
Infrastructure and PTV established a joint working group that commenced initial
planning for the next round of bus contract procurements. The working group
commissioned initial research on bus structures in other jurisdictions and potential
reform options.

An interdepartmental steering committee comprising PTV, DEDJTR, the
Department of Treasury and Finance and the Department of Premier and Cabinet
was also established in early 2015 to inform development of a procurement
strategy for the government’s consideration by August 2015.

However, progress on this initiative has been slow. Consequently, the risk is now
high that a project of this significance, scale and complexity may not be effectively
planned and delivered in the time remaining.

In turn, this also risks limiting the state’s options in 2018. If delays mean insufficient
time is left to pursue an open tender, the state may find that renegotiating with
incumbent operators is the only option. This will likely compromise any immediate
opportunity for the state to achieve improved value from these contracts.

Tendering the MMBF

The MMBF competitive tender process was guided by appropriate procurement
principles and probity requirements, and resulted in a contract that is capable of
delivering improved services and value to the state.

PTV's strategic planning for the MMBF procurement was clearly focused on
producing a value for money outcome, but did not fully comply with required VGPB
policies and guidance. In particular, PTV did not develop a business case or final
strategic procurement plan for the MMBF. This created a risk that state decisions
about the procurement were not soundly based, although our assessment of
supporting documentation indicates that key costs, benefits, risks and options were
adequately identified.

During tender assessment, PTV introduced the targeted improvement process—an
additional assessment step that was not contemplated in the evaluation plan.
Despite this, the process was managed in accordance with VGPB requirements,
and assisted with optimising value from the bids and producing a value for money
outcome for the state.

Xii Tendering of Metropolitan Bus Contracts Victorian Auditor-General's Report
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Managing the MMBF agreement

PTV’s contract management policies and practices for the MMBF are inadequate
and are further compromised by the above-noted deficiencies in performance
monitoring. PTV does not have a complete contract management plan in place for
the MMBF agreement. While routine tasks and processes are documented in a
Contract Administration Manual and Process Administration Guides, they do not
clarify where responsibility lies for specific tasks and key decisions—including for
resolving complex or contentious issues, the approach for conducting regular
contract reviews, and the related information management requirements.

This situation, combined with PTV’s willingness to negotiate extensions to some
contract deadlines rather than withhold payments or invoke penalties, risks
reducing the value for money delivered by the contract and undermining
achievement of the state’s related reform objectives.

PTV advised that it has only waived the withholding of payments for some delayed
initiatives which were offered by the contractor and formalised in the contract, but
which have no impact on core services to customers. However, a key goal of
introducing the performance-based MMBF contract was to create incentives to
improve performance. While deadlines may need to be extended in some
circumstances, the contract enables PTV to reasonably reduce payments in
response, but it has never done so. This is inconsistent with the goals of the MMBF
contract and the related reform agenda.

Additionally, PTV has not assessed the value for money implications of the contract
variations that have so far been approved. This risks undermining MMBF's value,
as it means there is little assurance that implemented variations support
achievement of MMBF'’s objectives.

Recommendations

Number Recommendation Page
That Public Transport Victoria:

1. promptly rectifies all barriers to implementing the Melbourne 22
Metropolitan Bus Franchise performance regime, including
data reliability issues

2. documents and assesses the rationale for all decisions to 22
waive the withholding of payments for non-performance

3. closely monitors the delivery of key offer commitments and 22
proactively addresses any slippage from contractual time
lines

4. systematically audits and verifies the reliability of performance 22
data provided by the operator underpinning incentive
payments.

Victorian Auditor-General's Report Tendering of Metropolitan Bus Contracts ~ Xiii
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Recommendations — continued

Number Recommendation Page

That Public Transport Victoria and the Department of Economic Development,
Jobs, Transport and Resources:

5. advise government on all key risks, options and required 22
actions for reforming the metropolitan bus contracts expiring in
2018

6. develop a business case assessing the cost and benefits of 33

alternative reform options and related strategies for all future
bus service procurements in accordance with Victorian
Government Purchasing Board guidance.

That Public Transport Victoria:

7. separates the role of probity auditor and advisor on future 33
procurements.

That Public Transport Victoria and the Department of Treasury and Finance:

8. use the lessons from the Melbourne Metropolitan Bus 33
Franchise’s targeted improvement process to develop
guidance on how it may be applied more broadly in future
procurements.

That Public Transport Victoria:

9. ensures that contract management processes are in place 43
prior to commencement for any new service contracts
10. establishes a contract management plan for the Melbourne 43

Metropolitan Bus Franchise in accordance with Victorian
Government Purchasing Board guidance

11. establishes knowledge management and document control 43
processes to ensure critical information and reasons for
decisions are readily available to the necessary staff

12. establishes a process for systematically monitoring and 43
verifying the completion of required Melbourne Metropolitan
Bus Franchise contract management tasks

13. consistently enforces the terms of the Melbourne Metropolitan 43
Bus Franchise agreement in accordance with the contract.

Submissions and comments received

We have professionally engaged with Public Transport Victoria, the Department of
Economic Development, Jobs, Transport and Resources and the Department of
Treasury and Finance throughout the course of the audit. In accordance with
section 16(3) of the Audit Act 1994 we provided a copy of this report to those
agencies and requested their submissions or comments.

We have considered those views in reaching our audit conclusions and have
represented them to the extent relevant and warranted. Their full section 16(3)
submissions and comments are included in Appendix A.

Tendering of Metropolitan Bus Contracts Victorian Auditor-General’'s Report



1 Background

1.1 Introduction

1.1.1 The role of buses in Melbourne

Buses are an important part of Melbourne’s public transport system providing local and
cross-town travel and connections to rail and tram networks. They also provide an
alternative to travelling by car. Buses are often the only readily accessible form of
public transport available for people living in Melbourne's middle and outer suburbs. As
Figure 1A shows, around 82 per cent of Melbourne dwellings are within 400 metres of
a bus route compared to around 20 and 30 per cent for trams and trains respectively.

Figure 1A
Melbourne dwellings within 400 metres of public transport, 2010

Per cent
100 -
90 A
80 A
70 A
60 -
50 A
40 A
30
20 -

10 -

0 T
Local bus SmartBus Tram Train

Source: Victorian Auditor-General's Office from Public Transport Victoria's, Network Development
Plan—Metropolitan Rail, December 2012.
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In the 10 years since 2004—05, metropolitan bus patronage has been steadily
increasing overall, as Figure 1B illustrates.

Figure 1B
Total metropolitan bus boardings by year
Millions
140 -
120 A
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80
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40 -
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0 . . . . . . . . .

2004-05 2005-06 2006-07 2007-08 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14

Source: Victorian Auditor-General's Office from information provided by Public Transport Victoria.

1.1.2 Overview of Victoria's bus industry

Melbourne's bus network is extensive—it consists of more than 300 routes covering
over 5 500 kilometres, and is serviced by approximately 1 700 buses. The
arrangements underpinning the delivery of these services are set out in:
. 27 private contracts with 11 operators established in 2008, covering around
70 per cent of bus services
. a contract established in 2013 with a single operator, covering roughly
30 per cent of services—this contract is the Melbourne Metropolitan Bus
Franchise (MMBF) agreement.

In 2013—14, bus services were the second largest transport expenditure for the state.
As Figure 1C shows, 26 per cent, or around $0.6 billion, of the total paid to transport
service providers was for operational payments to metropolitan bus service providers.

2 Tendering of Metropolitan Bus Contracts Victorian Auditor-General’'s Report
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Figure 1C
Payments to transport service providers

5% 1%

m Train services
Metropolitan bus services
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15%

26%

Source: Victorian Auditor-General's Office from information provided by Public Transport Victoria.

1.1.3 Evolution of Victoria's bus industry

Private operators

From 1869 to 1974, bus services were provided by private, self-funded companies
which developed bus routes, determined their own schedules and fares, and bought
bus depots and vehicles. In 1974, the government introduced regulated fares across
the whole metropolitan public transport system and began subsidising bus operators.
This marked the start of contractual relationships between government and bus
operators.

Despite bus operators becoming increasingly financially dependent on state subsidies
throughout the 1980s and 1990s, the bus industry retained the view that its history of
private investment entitled it to exclusive rights to operate the routes they had
developed. Accordingly, the industry disputes the government's right to competitively
tender services. However, our 2009 report Melbourne's New Bus Contracts noted that
the state does not accept this position. The issue has never been legally tested and
remains a potential risk and barrier to reform.

The bus industry has not been exposed to the same open market competition as
Melbourne's other public transport modes. Instead, contracts have historically been
renewed by negotiating with incumbent operators only. Throughout the 1990s,
successive reports by the then Industry Commission, the Victorian Commission of
Audit and VAGO noted that these negotiated contracts lacked incentives for operators
to minimise costs and improve services.

State established routes

In the early 1990s the state sought to increase bus services while setting conditions for
future bus industry reform.

Victorian Auditor-General’'s Report Tendering of Metropolitan Bus Contracts 3



Background

4

1.1.4

The state established and privatised two companies—the National Bus Company
(NBC) and Melbourne Bus Link (MBL)—to run new bus services independent of the
private operators. As the private operators could not claim the same historic ownership
rights over the routes they operated, the state had more control over the related
procurement and contracting decisions.

Further additional routes—the SmartBus orbital routes—were established by the state
in 2006 under an interim contract with the former Department of Transport, with the
intention of offering the routes to tender in December 2012.

2008 bus contracts

On 1 July 2008, 29 metropolitan bus contracts came into effect. These were
established through negotiation with the incumbent operators and fell into the following
two categories:

. Two contracts covering around 30 per cent of services were let to NBC and MBL
for a five-year term, from 1 July 2008 to 30 June 2013. These were interim
arrangements, allowing the state time to run an open tender to establish
successor operators. The services covered by these contracts are now part of the
MMBF.

. 27 contracts for the remaining 70 per cent of services were let to existing private
operators. These were established for a term of seven years, from 1 July 2008 to
30 June 2015, with an embedded right to extend a further three years to 2018.

The 27 contracts for the remaining 70 per cent of services are traditional
fee-for-service style arrangements, with fixed routes and limited incentives or penalties
available to encourage performance improvements or innovation. This has not
changed significantly since the late 1980s.

Previous audits of Melbourne's bus services

Previous VAGO audits in 2009, 2012, 2013 and 2014 have highlighted ongoing
challenges with the delivery and performance of Melbourne's bus services.

Melbourne's New Bus Conftracts, 2009

This audit focused on the 27 private contracts, and found that while there were likely to
be significant gains from the new contracts, the state had not fully achieved its
procurement objectives.

The key areas identified where the new contract regime failed to deliver on the

procurement objectives include:

. an absence of competitive tendering

. no right to tender existing local services and no agreement to tender at the end of
contract

. limited access to strategic assets for government

. no rights over existing local bus services assets

. no access to operators’ financial data and open book access for most operators.

Tendering of Metropolitan Bus Contracts Victorian Auditor-General’'s Report
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The audit also found the operational performance regime for bus services needed to
be strengthened to provide greater assurance about the on-time running of buses.

Public Transport Performance, 2012

This audit examined the performance of public bus, tram and train services across
Victoria and found that the former Department of Transport was not prepared for the
rapid growth in public transport patronage between 2004 and 2009.

The audit also found that information for measuring bus performance fell short of
expectations for sufficiency and reliability. While the department introduced a rolling
program of audits of contractual compliance for metropolitan buses, it had not
implemented VAGO's 2009 recommendation to use its contractual rights to examine
and verify operators’ records of on-time running.

Developing Transport Infrastructure and Services for Population Growth
Areas, 2013

This audit assessed the effectiveness of state agencies in planning and delivering
transport infrastructure and services for population growth areas. It examined whether
planning effectively identified current and future transport needs, and whether
implementation and funding strategies supported the timely delivery of required
transport infrastructure and services.

The audit found that residents in growth areas generally have less frequent and direct
bus services compared to those in metropolitan Melbourne. It also noted that
significant investment of more than $10 billion is required to address the current
infrastructure and service backlog, and additional recurrent funding of $197 million
per year is needed to improve bus services across metropolitan Melbourne.

Coordinating Public Transport, 2074

This audit examined how well Public Transport Victoria (PTV) is managing the
coordination of trams, trains and buses, and specifically how its activities and existing
contractual arrangements support the achievement of seamless travel within and
between different modes.

The audit found that many of Melbourne’s bus routes currently have long wait times,
indirect routes and do not operate on schedules designed to harmonise well with the
rail network or other bus routes. This reduces their usefulness for commuters and
impedes patronage growth.

The audit also highlighted that the limitations with the tracking technology used on
most buses mean that PTV is highly reliant on self-reporting by operators for
determining penalties and other incentive payments. The absence of robust
performance information and heavy reliance on self-reporting by bus operators means
it is not possible to reliably use financial incentives to improve bus services.

Victorian Auditor-General’'s Report Tendering of Metropolitan Bus Contracts 5



Background

6

1.2

Melbourne Metropolitan Bus Franchise

1.2.1

1.2.2

The MMBF consists of:

. 41 routes servicing the eastern suburbs and Melbourne CBD, plus approximately
107 school special services

. nine routes servicing the western suburbs, south eastern suburbs and the
Melbourne CBD, plus approximately 15 school special services

. three SmartBus orbital services, which are premium cross-town bus services
linking radial train lines and key activity areas in Melbourne’s middle and outer
suburbs.

Key features and benefits

A key feature of the MMBF is the performance-based incentives included in the
franchise agreement, similar to those used for tram and train services. The MMBF
contract incorporates financial incentives and penalties linked to key performance
targets, designed to improve services and patronage performance.

The expected benefits of the MMBF agreement include:

. improved public transport coordination through timetable changes
. timetable and route changes to better meet customer needs

. enabling the MMBF network to evolve with community demands
. improved communication with customers.

These benefits were expected to be realised in two stages:

. Between the commencement of the contract in August 2013 and April 2015, the
new operator was expected to develop an understanding of the MMBF business
and customers, and to develop changes intended to improve the business model
and customer experience.

. From April 2015 more significant changes are expected when the operator's
rebuilt timetable takes effect. This is expected to result in improvements in
punctuality, patronage, and coordination with other public transport modes.

Reform agenda

In approving the open tender for the MMBF in September 2011, the then government
also approved a reform agenda and determined that it would consider MMBF as
having achieved value if it:

. reduced costs for the state

. delivered improved services for more customers

. progressed reform of the bus industry.

Figure 1D summarises the main priorities of the reform agenda.

Tendering of Metropolitan Bus Contracts Victorian Auditor-General’'s Report
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Figure 1D
Key reform agenda priorities

Establishing incentive-based contracts to improve coordination of the public
transport network and promote continuous service improvement through incentive and
penalty regimes.

Increasing value for money through the introduction of restructured contracts, which
are more aligned with train and tram contracts, to drive improved service delivery and
customer experience.

Driving innovation through the procurement process by encouraging operators to
submit proposals focused on improving services—including timetabling, routes, safety,
staff training and the customer experience.

Improving risk sharing by introducing clearer incentives to grow patronage, innovate
and share the risk of depot development and management.

Including step-in rights and end of term provisions in new contracts in the event of
operator non-performance to provide clarity on the arrangements for procuring and
transferring assets at the end of the contract term.

Increasing transparency by collecting financial and operational information to allow
the state to better understand where productivity gains can be made, and to monitor
the sustainability of the contracts.

Source: Victorian Auditor-General's Office.

These reform priorities were reflected in the MMBF agreement, making it
fundamentally different to any other contracting arrangement within Melbourne’s bus
network. It contains a suite of incentives and penalties designed around performance
targets—including reliability, punctuality, patronage growth and customer satisfaction.
It also gives the operator flexibility to design and propose route changes in
collaboration with PTV, and requires the operator to review all routes and do a total
rebuild of the current bus timetable—known as a Greenfields timetable—in 2015.

These reforms are intended to establish an environment for wider reforms when the
contracts for the remaining 70 per cent of services expire in 2018.

1.2.3 Objectives and outcome of the tender

The MMBF agreement was awarded through a competitive open tender process,
referred to as the Metropolitan Bus Services Project (MBSP). This process was
expected to reduce the cost to the state and increase competition in Melbourne's bus
market.

The MBSP had the following objectives:
. to encourage sustainable competition in the provision of services
. to establish new contracts that:
e provide safe, integrated, accessible and reliable services
e support the efficient operation of passenger transport services
e promote innovation in the delivery of services
e provide value for money.

The open tender process for the MMBF was approved in September 2011 and on
26 April 2013 the government announced the chosen operator.
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1.3

The MMBF agreement became operational in August 2013. It is worth approximately
$1.718 billion in nominal terms over 10 years and comprises 50 bus routes, 100 school
special routes, 504 buses and around 1 000 drivers operating from seven depots
across Melbourne.

Roles and responsibilities

Public Transport Victoria

PTV became operational in April 2012. Its primary objective is to plan, coordinate,
provide, operate and maintain a safe, punctual, reliable and clean public transport
system. PTV's core functions include managing ongoing network improvements,
planning for future public transport needs and ensuring public funds are spent
prudently and efficiently.

PTV oversees public transport operators who are responsible for the day-to-day
operation of services and, subject to PTV's specifications, for improving scheduling to
support better connectivity between transport modes.

PTV is responsible for planning, tendering, negotiating and managing all bus service
contracts. While PTV was responsible for managing the MMBF procurement process,
initial planning occurred prior to its creation, and was the former Department of
Transport’s responsibility.

The Department of Economic Development, Jobs, Transport and
Resources

The MBSP was initiated by the former Department of Transport in April 2009, now
incorporated within the Transport Division of the Department of Economic
Development, Job, Transport and Resources (DEDJTR). However, when PTV became
operational in April 2012, most of the staff in the public transport division transferred to
PTV along with responsibility for MBSP.

DEDJTR is currently part of a bus services reform joint working group with PTV. This
group is responsible for formulating plans on the future of bus services, contractual
and legislative issues, options for dealing with expiring contracts, and any other
elements of reform.

The Department of Treasury and Finance

The MMBF was designated a complex procurement and was therefore subject to
additional oversight from the Department of Treasury and Finance (DTF) and the
Treasurer under the High Value High Risk framework. DTF worked with PTV in trying
to achieve value for money procurement outcomes at both the working group and
steering committee level.
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