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1.

Tender Assessment Report

1.1

Background and Summary

There are currently 19 standalone STC sites located across NSW, some of which were built 1015 years ago. The STC structures themselves are not currently under any maintenance regime,
the cameras situated on these structures however fall within a recurring annual monitoring and
maintenance program.
It is a possibility that the RTA may look into upgrading the CCTV and IT equipment at these
STC sites in the future, however prior to any equipment upgrades, the RTA intends to
investigate the current condition of these structures and surrounding infrastructure such as
equipment bunkers, site signage, and road safety barriers prior to any enhancement works
performed.

2

Summary of Tenders Received

Four tenders were received prior to the closing date and time on 18th February 2011. The
nature of the contract is a lump sum plus disbursements.
The following table simply summarises the as tendered totals derived from an extension of each
of the tenderers submitted rates, including provisional items:
A &A
Structural

GHD

SKM

Parsons
Brinckerhoff

$89,665

Option 1 :
$66,463
Option 2:
$105,884

$29,560

$105,339

Average
Tender

RTA
Estimate

$100,000
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3

Tender Assessment

3.1

Methodology

Tenders were assessed in accordance with the methodology outlined in section 6 of the Engineering Contracts
Manual, section 6.
In accordance with the approved assessment methodology the panel performed a review of the structure of
each of the tenders. All tenders except two were found to be conforming. Most importantly the key
personnel proposed by each tenderer were of a very high standard.

3.2

Assessments Results

3.2.1

Technical Skills (Personnel):

For each of the tenders the panel carefully reviewed, assessed and scored in accordance with the tender
assessment methodology each person nominated by each of the tenderers to work on the project. The overall
technical skills and experience of the project teams offered by PB, GHD and A &A led in the analysis of this
criterion. The teams offered contained a great depth of specific structural experience for major project work.
A & A and PB scored very strongly in management, reporting, scheduling and contract documentation. There
were no perceived weaknesses in the overall project team with each discipline containing senior experienced
personnel with greater than 15 years experience on major projects.
The proposed team offered by GHD and SKM was of a similar high calibre with no evident areas of deficiency.
It was recognised that many of the SKM personnel, whilst having strong major project experience, did not have
the same depth of experience as the other tenderers on these types of projects. This was considered during
evaluation of the nominated personnel but had only a major impact on the overall tender assessment.

3.2.2

Methodology (Project Specific):

SKM tender included two options, the first was for the reporting and second option was for a laser survey of
the sites. This was not part of the SOW delivered to the tenderers, SKM lacked experience in elaborating and
defining the method of assessment to be conducted, the tender did not include any assessment of structure
above 1.5 m in heights, this impacted on their assessment severely as a large portion of the assessment would
be conducted on high platforms within the STC gantries. In addition , SKM’s price was the lowest, however
their tender did not conform to the RTA’s SOW and was thus omitted and not considered.
GHD tender included the requirements set out within the SOW set by the RTA , GHD had proved within
their tender to possess extensive experience in analysing structures especially within the Rail sector , they also
have done previous work for the RTA. GHD however overlooked an important requirement and the very
reason this project is being carried out, the RTA seeks to assess the issues relating to all STC sites so as to
ascertain a comprehensive list of items that need to be funding, costed and rectified.
GHD as part of their tender document, only allocated 14 days to complete 19 final reports, according to the
hourly rates specified within the document, this equated to approx 3 hours per report, which was not feasible
taking into the consideration draft reports and RTA comments to be incorporated. In addition , GHD did not
include a comprehensive schedule and contingency table based on a basic risk assessment for the works to be
carried out at all sites, it seemed from the document that GHD intended to utilise teams located in various
parts of the state to perform the site visits then submit the information gathered to a report writer for the final
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documentation to be produced, this was seen to be inadequate as the RTA would see the value in receiving
feedback from the same team performing the site visits and analysis relating to the pros and cons, layout and
similarity of issues common to all sites.
Parsons Brinckerhoff’s tender was complete and met all of the RTA’s requirements set out within the SOW,
PB included an Impressive schedule and estimate of disbursements, the tender was to the point and
appreciated the needs of the RTA, The tender however was the most expensive, at $105,339, the tender was
at least $16,000 dearer than the others which impacted their assessment and scoring.
A & A Structural solutions tender was the most comprehensive out of the four, the tenderer included SOW,
program, assumptions and a risk assessment. The contractor allowed sufficient time for report writing and
incorporate ample time for client feedback and comments.
The total value of the works submitted by A & A Structural solutions was $89,665 , below the RTA’s estimate ,
the tenderer provided a breakdown of costs accounting for every item listed within the scope of works .

3.2.4

Management Systems and Skills:

A simplistic approach was taken to assessing management systems and skills. Where tenderers were able to
demonstrate third party accreditation of quality, OH&S and environmental systems they were awarded the
maximum possible score. Maximum scores were also awarded where evidence was provided that tenderers
were able to prepare project plans similar to those required by the tender brief.

3.2.5

Organisation’s Capability:

All tenderers proposed the use of highly skilled specialised sub-contractors. Accordingly assessment scores
were uniform for this criterion.

3.2.6

Price Rating:

This is a schedule of rates plus disbursements contract. As a result prices are sensitive to tendered rates, but
not tendered quantities. In order to eliminate this factor the rates submitted by each of the tenderers were
placed into a standardised RTA bill of quantities. The resultant total prices were placed into the “price
formula” identified in the Tender Assessment Guidelines (sourced from Section 6 of the Engineering Contracts
Manual) to provide a price rating.
A summary of the tender assessment panel’s agreed scoring for each tenderer is attached in Attachment A.
This summary demonstrates that A & A Structural Solutions Pty Ltd is the preferred tenderer based on the
approved tender assessment criteria and weightings.
A & A Structural solutions tendered extended total of the schedule of rates plus disbursements is $89,665
which is within 10% of RTA’s approved estimate of $100,000.

4

Company and ABN Search

A Company and ABN search has been undertaken as part of the tender assessment process.
A search of the ASIC site has confirmed that: the:
a) Entity name as tendered is correct
b) Company is registered
Page 4
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c) Company is not under administration
A search of Buisness.Gov.au ABN register site has confirmed that:
a) ABN number is correct
b) ABN status is active
c) Entity name as tendered is correct
d) The trading name as tendered is listed on the site
e) The trading name as listed is current
f) GST status is active
Copies of the search results are contained on Attachment H.

5

Recommendation

It is recommended that A & A Structural solutions Pty Ltd be awarded a Professional Services Contract for
Condition Assessment Reports and Documentation for the 19 STC sites. The nature of the contract is
Schedule a lump sum plus of $89,665 (Excluding GST).
We individually declare that there was no actual or potential conflict or incompatibility between my personal
or corporate interests and the impartial fulfilment of my duties in carrying out this tender assessment.
We individually certify that all aspects of the tender process have been conducted in accordance with tender
assessment procedures and there are no deviations from the procedures.

6

Approval

Recommended for approval

Alexandre Dubois
Technical Project Manager , CEB

Approved as recommended (Delegation 5290)
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ATTACHMENT A
TENDER ASSESSMENT PANEL’S SCORES,
RANKING

D:\Data\
Assessment_Tender.x
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ATTACHMENT B
APPROVED TENDER ASSESSMENT CRITERIA AND WEIGHTINGS

D:\Data\Approved
Criteria and Weighting
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ATTACHMENT C
COMPANY and ABN SEARCH RESULTS

To ensure that the recommended tenderer is a genuine legal entity the bona fides of
the recommended tenderer’s business name and/or company identity is to be
checked to against the websites of the Australian Business Register and ASIC.
Note: If the recommended Tenderer is a Prequalified or Registered Contractor with
the RTA the above checks are not required. If checks are made and discrepancies
detected contact Greg Hillan on
5791.
A search of the ASIC will confirm that the
d) Entity name as tendered is correct
e) Company is registered
f) Company is not under administration
http://www.search.asic.gov.au/gns001.html
A search of the ABN site will confirm that the
g) ABN number is correct
h) ABN status is active
i) Entity name as tendered is correct
j) The trading name as tendered is listed on the site
k) The trading name as listed is current
l) GST status is active
http://www.abr.business.gov.au/(kqkltcbmg0h1xp55bl0x5azw)/main.aspx
Evidence of such verification should be in the Tender assessment report and
retained on file.
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Tomingly STC Gantry Rectification Works.
Contract No. 11.2933.1269

TENDER EVALUATION REPORT

1.

PURPOSE
The purpose of this submission is to report on the tender evaluation for the ‘Contract
No. 11.2933.1269, Tomingley STC gantry Rectification Works.

2.

BACKGROUND
This is a Project Contract based on lump sum. The works in this contract involves the
decommissioning and erection of STC gantry, the Gantry requires and overhaul and
upgrade as a result of years of neglect and rust which is a potential OH&S issue. This
work forms part of a competitive tender project contract process.

3.

ESTIMATE OF COST
The RTA’s estimate for this job is $ 150,000 for the total amount of the work as per the
RTA’s design. The estimate is based on the average cost of the previous RTA contracts
and is included in the Attachment A.

4.

OPEN TENDERING
Three (3) Contractors responded to the advertisement sent by the RTA .

5.

TENDERS ISSUED
Three (3) tenderers were issued with the tender documents as detailed

below:
•
•
•

Senai Steel Pty Ltd
A & A Structural Pty Ltd
Peregrine Corp Australia Pty Ltd
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6.

PRE - TENDER MEETING
A Pre-tender meeting and was held at 4:00 pm on Wednesday June 1, 2011, at 27
Argyle St Parramatta. The following RTA personnel and contractors attended the
meeting ,
RTA

CONTRACTORS

Mr Alexandre Dubois
2. Al Nachabe
3. Shane Chahine
4. Jim Chamsine
1.

7.

(CEB )

1.
2.
3.

A&A Structural
Peregrine Corp

4.

Senai Steel

TENDERS RECEIVED AND EXAMINED

The tender closed at 2:30 p.m Wednesday 1st June 2011. Tenders were opened immediately
by Alexandre Dubois and Craig Steyn of Compliance & Enforcement.
Three tenders were received. These were checked for arithmetic extensions and conformity
with the Request for Tenders. The tender prices in an ascending order are as follows:

TENDERERS

Senai Steel

A&A Structural Steel

Peregrine Corp Pty Ltd

TENDERED AMOUNT
(Based on one cut)
Pay Item P1: Grass cutting
of all areas as specified and
subsequent disposal
As Tendered
Corrected
Amount
($)
$122,400

-

$137,500

-

$152,000

-

Adjusted Tendered Amount

ABN No.
Provided

GST Status

(Yes/ No)
Yes

Yes

Yes

Adjusted
Tender
Amount for
GST

GST
Registered
Did not
provide GST
Status
GST
Registered

* Tenderer did not advise the GST Status. Therefore the tenderer is regarded as GST registered
in accordance with Clause 7.2 of the Request for Tenders.
** Tenderer is not registered for GST but has agreed for voluntary PAYG Taxation. Therefore
the adjusted tender price includes a 10% increase for the purpose of tender assessment. This
amount is considered for tender evaluation in accordance with Clause 8.4 of Request for
Tenders.
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8.TENDERS COMMITTEE AND ASSESSMENT
CRITERIA
The tender evaluation committee was formed to examine and evaluate the tenders received
based on the criteria stated below. The committee comprised of the following persons;
Alexandre Dubois
Technical Project Manager
Craig Steyn
Technical Project Manager
Assessment Criteria
Tenderers have been assessed on the basis of best value for money with the following criteria as
set out in Section 8.4 of “Request for Tenders”:
.1

Individual rates and prices and the integrity of their structure.

.2

Current financial position and commitments on other contracts.

.3

Quality System documentation and experience and performance in the carrying out of
Quality Assurance contracts. (QA contracts only).

.4

Suitability of proposed personnel, plant, equipment and subcontractors.

.5

Proposals (where requested in the Tender Documents) and previous performance,
concerning safety, industrial relations, environmental protection and community
relations.

.6

Claims history.

.7

Record of compliance or otherwise with NSW Government Code of Practice for the
Construction Industry and the accompanying Code of Tendering

.8

Records of performance, claims and compliance with Codes provided by other NSW
Government agencies or departments.

9.

ASSESSMENT OF TENDERS

9.1

General

Three (3) tenderers attended the pre-tender meeting and only three (3) tenderers submitted their
tenders as listed in Section 7 of this report.
The tender assessment has been carried out in accordance with the guidelines in Section 3.5 of
Engineering Contracts Manual.
9.2

Conformity of Tenders

Tenders were examined for conformance by Alexandre Dubois on Wednesday the 1st June
2011 using the Conforming Tender Checklist as shown in Attachment C.
The lowest tender from Senai Steel Pty Ltd is found to be a conforming tender.
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9.3

Tendered Rates and Total Amount

The lowest tender amount is $122,400 and this tender is from Senai Steel Pty Ltd
The highest tender amount is $152,000 and this tender is from Peregrine Corp Pty Ltd .
The RTA’s estimate based on previous contracts is $150,000.
Hence the lowest tenderer’s price is $27,600 below the RTA’s estimate.
9.4

Performance against Assessment Criteria

All three tenderers have the capacity to complete works within contract period based on similar
works successfully completed for the RTA.
9.5

Tenderer’s Safety, Industrial Relations and Performance Records

The track record of the three (3) tenderers is satisfactory.

9.6

Suitability of Proposed Personnel, Plant and Equipment

All the tenderers have carried out similar works in the past and have sufficient workers, plant
equipment , trucks , resources and extensive experience and competency to carry out the works.

9.7
Conclusion
The Tender submitted by Senai Steel Pty Ltd is considered suitable and provides value for
money. The risk to the RTA is minimal. The total value of works under this contract is
$122,400.

10

Possession of Site

Site is ready for contractor to commence work.

11

Funding

Funding is available under the maintenance budget.

12

Company and ABN Search

A Company and ABN search has been undertaken as part of the tender assessment process.
A search of the ASIC site has confirmed that: the:
a) Entity name as tendered is correct
b) Company is registered
c) Company is not under administration
A search of Buisness.Gov.au ABN register site has confirmed that:
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a)
b)
c)
d)
e)
f)

ABN number is correct
ABN status is active
Entity name as tendered is correct
The trading name as tendered is listed on the site
The trading name as listed is current
GST status is active

Copies of the search results are contained on Attachment D.
14 Conflict of Interest
We individually declare that there was no actual or potential conflict or incompatibility
between my personal or corporate interests and the impartial fulfilment of my duties in carrying
out this tender assessment.
15 Adherence to tender procedures
We certify that all aspects of the tender process have been conducted in accordance with
tender assessment procedures and there are no deviations from the procedures.
16.

Recommendation

It is recommended by the tender committee that approval be given in accordance with
Delegation no 5220 of RTA Delegation Manual to award the contract to TTS Group Pty Ltd at
the amount set out in its tender. It is the lowest conforming tender and offers the best value for
money.

(Sgd) A. Dubois

Alexandre Dubois
Technical Project Manager
Project Delivery & Installation,
CEB , Date: 01/6/2011

(Sgd) C.Steyn

Craig Steyn
Technical Project Manager
Project Delivery & Installation,
CEB, Date: 01/6/2011

ATTACHMENTS:
ATTACHMENT A – Schedule of Tenders Received
ATTACHMENT B – Tender Analysis and RTA Cost Estimate
ATTACHMENT C –Conforming Tender Checklist
ATTACHMENT D –Results of ABN and ASIC websites
5220

Acceptance of tender where more than one tender is received
and the lower or lowest is recommended and where tender is:
> $1M

1-3 NS, IS, or CRS
≤ $1M



1-4 NS, IS, or CRS

≤ $200,000



1-5 NS, IS, or CRS
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Recommended for approval

Alexandre Dubois
Technical Project Manager, Project Delivery & Installation

Recommended for approval

Craig Steyn
Technical Project Manager, Project Delivery & Installation

Approved as recommended

Tam McCaffery
Project Delivery & Installation Manager
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The role of the Auditor-General

GPO Box 12
Sydney NSW 2001

The roles and responsibilities of the AuditorGeneral, and hence the Audit Office, are set
out in the Public Finance and Audit Act 1983.
Our major responsibility is to conduct
financial or ‘attest’ audits of State public
sector agencies’ financial statements.
We also audit the Total State Sector Accounts,
a consolidation of all agencies’ accounts.
Financial audits are designed to add credibility
to financial statements, enhancing their value
to end-users. Also, the existence of such
audits provides a constant stimulus to agencies
to ensure sound financial management.
Following a financial audit the Office issues
a variety of reports to agencies and reports
periodically to parliament. In combination
these reports give opinions on the truth
and fairness of financial statements,
and comment on agency compliance with
certain laws, regulations and Government
directives. They may comment on financial
prudence, probity and waste, and recommend
operational improvements.

The Legislative Assembly
Parliament House
Sydney NSW 2000

The Legislative Council
Parliament House
Sydney NSW 2000

Pursuant to the Public Finance and Audit Act 1983,
I present Volume Eight of my 2011 report.

Peter Achterstraat
Auditor-General
30 November 2011

We also conduct performance audits. These
examine whether an agency is carrying out its
activities effectively and doing so economically
and efficiently and in compliance with relevant
laws. Audits may cover all or parts of an
agency’s operations, or consider particular
issues across a number of agencies.

Our vision
To make the people of New South Wales
proud of the work we do.

Performance audits are reported separately,
with all other audits included in one of the
regular volumes of the Auditor-General’s
Reports to Parliament – Financial Audits.

Our mission
To perform high quality independent audits
of government in New South Wales.

audit.nsw.gov.au

Our values
Purpose – we have an impact, are
accountable, and work as a team.
People – we trust and respect others
and have a balanced approach to work.
Professionalism – we are recognised
for our independence and integrity
and the value we deliver.

© Copyright reserved by the Audit Office of New South
Wales. All rights reserved. No part of this publication may
be reproduced without prior consent of the Audit Office of
New South Wales.
The Audit Office does not accept responsibility for loss or
damage suffered by any person acting on or refraining from
action as a result of any of this material.

Professional people with purpose
audit.nsw.gov.au
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This summary shows those matters I identified during my audits that I believe are the most
significant issues agencies need to address.

SIGNIFICANT ITEMS

Page

Ports Overview
Total trade increased through New South Wales ports by 10 per cent

9

Coal remains a key commodity for New South Wales ports, increasing by 10.4 per cent
in 2010–11

11

In September 2011, the government announced it planned to refinance Port Botany
under a long-term lease of 99 years

12

Container freight movements by rail through Sydney Ports Corporation was 14 per cent
against a target of 40 per cent for 2010–11

12

The $725 million Port Botany Expansion project was completed in 2011 with operations
scheduled to commence in 2013

14

Transport Overview
Positive drug test results are significantly higher than positive alcohol test results at
RailCorp, State Transit and Sydney Ferries

22

At RailCorp contractors consistently return much higher rates of positive drug and
alcohol test results compared to employees

22

Forty four per cent of major transport agency projects are late or over budget

48

Maritime Authority of NSW
On 1 November 2011, the Roads and Traffic Authority and Maritime NSW were
replaced by Roads and Maritime Services

52

Moving to the Government Licensing System created problems for the Authority

52

Roads and Traffic Authority of New South Wales
Survey of Sydney’s seven major routes shows a broadly consistent trend in travel
speeds for morning and afternoon peaks over five years

56

Road fatalities decreased in 2010–11

57

The Authority has significant challenges to maintain road service levels

59

Travel speeds mostly decreased on major road routes in 2010–11

60

Chief Investigator of the Office of Transport Safety Investigations
The Chief Investigator of the Office of Transport Safety Investigations has made a loss
for the last five financial years

68

Country Rail Infrastructure Authority
Country Regional Network (CRN) management agreement with the Australian Rail Track
Corporation terminated

69

Contract signed with John Holland Rail for CRN operations and maintenance services
with $33.5 million in start up costs expected

69

Backlog maintenance has decreased by $51 million to $680 million, and is expected to
be cleared over the next 10 years

71

Public Transport Ticketing Corporation
Implementation of the Electronic Ticketing System is on track and within budget

83

Court hearing for the Tcard litigation is scheduled for February 2012

84
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Rail Corporation New South Wales

3

CityRail trains compare favourably against a global benchmark of passenger crowding

87

Late payments to suppliers totalled $896 million in 2010-11

88

A shortage of signal engineers continues to increase costs and delay projects

89

Risks have increased for the satisfactory delivery of 626 new train carriages

90

A total of 442 employees (413 employees) were paid 50 per cent or more of their
annual salary in overtime

92

Electric fleet failures impacting peak period services significantly decreased this year

94

The safety and reliability performance of RailCorp’s infrastructure has worsened over
the past year

96

CityRail’s on-time running performance during the year exceeded the target of
92 per cent

97

For CountryLink 72.8 per cent of services ran on time, against a target of 78 per cent

97

Service remains the major area of complaints with 4,922 complaints received
in 2010-11 compared to 4,285 in 2009-10

101

Customer surveys showed significant improvements for some aspects of service

102

Crowding in peak hours still remains the aspect of service with the highest level of
dissatisfaction, with 51 per cent of peak time train users

102

96 staff and contractors tested positive for drugs and 23 tested positive for alcohol

103

Contractors consistently return much higher rates of positive drug and alcohol results
than employees

103

RailCorp spends on average $45 million a year on malicious damage

106

The cost of engaging contractors decreased to $93 million in 2010-11 from $110 million
in 2009-10

107

37 per cent of RailCorp staff were aged 50 years or older at 30 June 2011

110

Passenger revenue covered approximately 20.1 per cent of the cost of services
provided in 2010-11

113
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State Transit Authority of New South Wales
Survey identifies overcrowding of buses at peak times as the cause of most commuter
dissatisfaction

116

Patronage increased by 2 million passenger journeys in 2010-11

117

Mechanical fleet failures are falling as the average age of the fleet decreases

118

Prepay services has resulted in a significant reduction in on-board ticketing and
improved service delivery

125

The Liverpool to Parramatta Transitway continues to incur losses

125

The government is expanding the successful Metrobus network

125

Sydney Ferries
98.5 per cent of Sydney Ferries’ services ran on time in 2010-11

131

Total fleet failures continue to fall and vessel reliability increase, to 96.5 per cent
in 2010-11

132

Sydney Ferries won many awards for its improved safety records

133
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Sydney Metro

SIGNIFICANT ITEMS

$428 million has been spent on Sydney Metro projects to 30 June 2011 with more costs
expected in 2011–12

NSW Auditor-General's Report
Volume Eight 2011

138

Transport Construction Authority
The revised Rail Clearways program will be completed five years after original
completion date at a cost of $2 billion (previously $1.3 billion)

141

Twenty of the 22 Stage One commuter car parks are commissioned, with remaining
car parks to be commissioned in late 2011

143
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This summary shows my more significant recommendations to agencies to address issues I
identified during my audits.
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RECOMMENDATIONS

Ports Overview
Sydney Ports Corporation should continue working with other government authorities and
industry stakeholders to improve the effectiveness of program initiatives for increasing
container freight movements by rail.

12

The Corporation should review the underlying causes hindering growth in the rail mode and
develop and implement strategies to address the unfavourable trend.
12

Transport Overview
I again recommend the Department finalise development of an appropriate framework to
manage potential conflicts of interests within the new transport structure.

21

RailCorp and State Transit should increase their efforts to reduce the impact of their
activities on the environment.

25

Last year, I recommended the government identify lessons learnt from the Sydney Metro
experience and ensure future decision processes are developed to ensure the State never
again expends such a large amount of scarce transport funding dollars and valuable
time on a project that does not proceed.
36
I again recommend transport entities review the effectiveness of their practices in monitoring
their contractor workforce.
37
I again recommend transport entities review the effectiveness of their policies for managing
excessive annual leave balances.
41
In 2010, I recommended each transport entity continue to develop and implement effective
policies to manage their ageing workforce.
44

Chief Investigator of the Office of Transport Safety Investigations
OTSI needs to closely monitor its financial position to ensure it is able to continue to
meet its financial and statutory responsibilities.

68

Department of Transport
Transport for NSW should urgently complete developing processes that ensure transport
concession cards are retrieved from ineligible students

77

Last year, I recommended the Department ensure the independent review of the Private
Vehicle Conveyance Scheme be finalised as soon as possible and accepted
recommendations be implemented in a timely manner.

77
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Rail Corporation New South Wales

RECOMMENDATIONS

I recommend RailCorp continue to resolve the underlying issues associated with their new
procurement system to ensure it operates effectively.
88
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I again recommend RailCorp improve its contractor register to enable management to
more effectively monitoring the extent of use and reliance on contractors

107

RailCorp should continue to monitor the effectiveness of its policies and procedures for
managing excessive annual leave balances.

112

State Transit Authority of New South Wales
State Transit should continue to evaluate its bus services to align them with commuter
demands especially during peak times.

116

State Transit should consider using GPS technology to measure on-time running
performance on each route.

121
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Port Operations
The following State owned corporations provide and facilitate port operations in New South
Wales:




Newcastle Port Corporation (NPC)
Port Kembla Port Corporation (PKPC)
Sydney Ports Corporation (SPC).

Small ports also operate at Eden and Yamba under the control of the Roads and Maritime
Services (formerly named Maritime Authority of New South Wales). These ports are not
covered in this Overview due to their small size relative to the ports listed above.

Audit Opinion
The audit of the above corporations’ financial statements for the year ended 30 June 2011
resulted in unmodified audit opinions within the Independent Auditor’s Reports.

Operational Snapshot
New South Wales Ports Corporations
The port corporations provide and facilitate services to their customers at a number of
locations. Trade at each port varies depending on local conditions and strategic advantages
for types of trade.
Corporation

Ports location

Major commodities/services

Profit
after tax
(2010–11) $m

Dividend to
government
(2010-11) $m

Newcastle Port Corporation

Newcastle Port

Coal

13.2

9.0

Port Kembla Port Corporation

Port Kembla

Coal
Iron ore
Motor vehicles
Steels
Grain

17.0

--

Containerised trade
Bulk liquids
Dry bulk, gas and oil
Cruise vessels

73.5

--

Sydney Ports Corporation

Port Botany
Sydney Harbour
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Trade Volumes
Year ended 30 June

Target*

Actual

2011

2010

2009

2011

2010

2009

1,954

1,709

1,867

2,020

1,928

1,784

121,803

95,550

98,835

114,576

103,026

95,840

Port Kembla Port Corporation

29,186

21,277

25,747

29,977

27,216

24,387

Sydney Ports Corporation

28,300

27,900

31,800

29,732

28,200

27,800

Newcastle Port Corporation

1,936

1,607

1,633

1,862

1,712

1,560

Port Kembla Port Corporation

1,080

900

932

1,014

1,001

862

Sydney Ports Corporation

2,028

1,920

2,261

2,087

1,940

2,275

Total Container Trade (’000 TEUs**)
Sydney Ports Corporation
Total Trade*** (’000 mass tonnes)
Newcastle Port Corporation

Total trade
increased through
New South Wales
ports by
10 per cent

Total Chargeable Vessel Visits

Total Chargeable Vessel Gross Tonnage (’000)
Newcastle Port Corporation

80,158

60,755

66,681

77,320

67,801

63,506

Port Kembla Port Corporation

39,500

33,587

32,074

39,609

37,357

29,665

Sydney Ports Corporation

66,400

58,800

67,900

68,200

61,000

67,700

Sources: Information provided by respective port corporations (unaudited).

*
**

Target agreed with shareholder Ministers in the Statement of Corporate Intent (SCI). If not available in SCI,
target set by the corporations.
TEU (20-foot equivalent unit) represents the cargo capacity of a standard shipping container. Newcastle Port
Corporation and Port Kembla Port Corporation had small volumes of container trade.

*** Including containerised and non-containerised cargo.

Newcastle Port Corporation
Trade activities continued to trend upwards mainly due to increasing coal exports to Asia. The
Corporation advises total trade has not met target due to lower actual coal throughput than
budgeted.
Port Kembla Port Corporation
The increase in trade activities was mainly due to the growth in iron ore imports and grain
exports. The grain trade increase was due to higher harvests in the south and south western
regions of New South Wales.
Sydney Ports Corporation
The increases in trade activities and chargeable vessel visits were largely due to the increase
in container trade which represents over 49 per cent of total trade. Four new container
shipping lines entered the Australian market during 2010-11 focusing on Asian trades.
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Financial Performance
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The table below compares New South Wales port corporations’ financial results against their
targets set in the Statements of Corporate Intent.
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Year ended 30 June

Target*
2011

2010

Newcastle Port Corporation

3.8

2.1

Port Kembla Port Corporation

5.6

Sydney Ports Corporation

Actual
2009

2011

2010

2009

10.4

4.9

4.3

6.5

8.0

28.3

5.1

8.0

11.9

5.3

6.6

9.8

7.4

6.6

7.1

Newcastle Port Corporation

5.1

4.1

8.6

6.1

6.1

5.9

Port Kembla Port Corporation

6.5

7.1

19.7

5.8

10.4

14.5

Sydney Ports Corporation

4.7

5.8

9.5

6.3

6.1

7.1

Newcastle Port Corporation

4.0

4.0

17.5

4.4

3.4

Port Kembla Port Corporation

7.9

6.3

8.0

7.5

10.4

12.8

Sydney Ports Corporation**

2.0

3.0

6.9

3.4

2.8

7.5

Newcastle Port Corporation

27.1

28.5

20.6

24.3

28.7

19.8

Port Kembla Port Corporation

17.4

23.5

48.0

15.4

18.2

19.9

Sydney Ports Corporation

71.0

71.4

48.7

57.2

64.8

41.1

6.9

--

4.4

9.0

3.1

2.0

Port Kembla Port Corporation

--

--

--

--

--

--

Sydney Ports Corporation

--

--

--

--

--

--

Return on Average Equity (%)(a)

Return on Average Assets (%)(b)

Interest Cover (Times)(c)
na

Debt to Equity Ratio (%)(d)

Dividend to Government ($m)
Newcastle Port Corporation

Sources: Information provided by respective port corporations (unaudited).

*
**

Target agreed with shareholder Ministers in the Statement of Corporate Intent.
SPC utilised a different definition of interest cover in its 2010-11 financial statements, which excluded net
revaluation adjustments, interest revenue and construction costs recoverable from the Barangaroo Deliver
Authority
Calculated as:
a
profit after income tax expense divided by average equity
b
c
d

profit before income tax and net interest expenses divided by average assets
profit before income tax expense plus net interest expense, depreciation and amortisation divided by interest
expense
external debt divided by equity (net assets).
(Note : SPC figures are calculated using gross interest expense rather than net interest expense for Interest
Cover and Return on Average Assets in the table above.)

na: not available.

Newcastle Port Corporation
Increases in the return on average equity and interest cover were mainly due to a $7.8 million
increase in profit before tax. The decrease in the debt to equity ratio was due to increased
equity largely resulting from the revaluation increment on land and buildings of $60.5 million.
Port Kembla Port Corporation
The decreases in the return on average equity, return on average assets and interest cover
were primarily due to the drop in rental revenue of $20.7 million resulting from the expiration
of the performance rent component of a coal terminal lease at 30 June 2010.
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Debt to equity decreased due to the repayment of borrowings of $6.8 million. Management
advises that due to funding requirements for major projects, no dividend was included in the
Statement of Corporate Intent.
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Sydney Ports Corporation
The decrease in the debt to equity ratio was largely due to the increase in the value of total
equity resulting from a revaluation increment on property, plant and equipment of $73.4 million
and profit after tax of $73.5 million.
Management advises that due to funding requirements for major projects, no dividend was
included in the Statement of Corporate Intent.

Major Commodities Trade

Coal remains a
key commodity for
New South Wales
ports, increasing
by 10.4 per cent in
2010–11

The Corporations’ major trade commodities were:
Year ended 30 June

2011

2010

2009

2008

2007

Newcastle Port Corporation (’000 tonnes)
Coal

108,257

97,077

90,490

88,900

80,800

Other

6,319

5,949

5,350

4,400

4,800

Total

114,576

103,026

95,840

93,300

85,600

14,256

13,875

13,233

12,557

11,681

Iron Ore

8,194

7,125

5,768

8,057

7,776

Motor vehicle

3,842

4,004

2,005

739

--

Steels

3,278

2,902

1,931

2,951

2,896

Wheat

1,281

589

768

--

352

Other

2,746

2,551

2,700

3,005

2,733

Total

33,597

31,046

26,405

27,309

25,438

Machinery and transport equipment

262

245

235

233

205

Miscellaneous manufactured articles

249

228

221

229

190

Chemicals

181

170

159

164

150

Others

767

751

704

647

624

1,459

1,394

1,319

1,273

1,169

12,217

11,603

11,198

12,587

11,842

1,209

1,115

1,234

1,225

1,184

474

502

684

797

675

1

1

144

481

679

13,901

13,221

13,260

15,090

14,380

Port Kembla Port Corporation (’000 tonnes)*
Coal

Sydney Ports Corporation
Containerised trade (’000 TEUs):**:

Total Containerised Trade (’000
TEUs)
Non-containerised trade (’000 tonnes):
Oil
Dry bulk
Bulk liquids and gas
Others
Total Non-Containerised Trade (’000
tonnes)

Source: Information provided by respective port corporations (unaudited).

*

PKPC provided this information in revenue tonnes. A revenue tonne is a revenue-generating cargo shipment of
either one metric tonne or one cubic metre whichever yields the greatest amount of revenue for the carrier.

**

Excluding empty containers trade.
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Port Botany

In September
2011, the
government
announced it
planned to
refinance Port
Botany under a
long-term lease of
99 years
Container freight
movements by
rail through
Sydney Ports
Corporation was
14 per cent
against a target of
40 per cent for
2010–11

On 6 September 2011, the New South Wales Government announced it planned to go to
market to refinance Port Botany under a long-term lease of 99 years. The anticipated
completion date of this transaction is in the first half of 2013. It will undertake a pre-transaction
scoping study including an assessment of the best way to deal with Sydney Ports
Corporation’s residual Sydney Harbour facilities.

Container Freight Movements by Rail
Recommendation
Sydney Ports Corporation should continue working with other government authorities and
industry stakeholders to improve the effectiveness of program initiatives for increasing
container freight movements by rail.
The Corporation should review the underlying causes hindering growth in the rail mode and
develop and implement strategies to address the unfavourable trend.
The management of Sydney Ports Corporation advises that this strategy is now being
implemented in conjunction with Transport for NSW as part of the development of its State
Freight Strategy.
In December 2004, the Minister for Infrastructure, Planning and Natural Resources
announced a rail mode share target of 40 per cent of container traffic in and out of Port
Botany by 2011. The target was not achieved in 2010–11. The actual share achieved was
only 14 per cent.
In September 2011, the government updated the target to ‘double the proportion of container
freight movement by rail through NSW ports by 2020’ under its ten-year State Plan ‘NSW
2021’. It comprises the following priority actions:





develop and deliver the NSW Freight Strategy
prioritise the delivery of the Port Botany Landside Improvement Strategy
complete the creation of a third terminal and five new container berths at Port Botany
undertake detailed modelling to determine future operating capacity of NSW ports
including options to increase the use of rail to service ports.

The graph and table below show the Port Botany container freight movements by road or rail
over the past five years.
2,000

Port Botany Mode of Container Freight Movement

1,800
1,600
1,400
'000 TEUs
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Year ended 30 June

2011

2010

2009

2008

2007

Port Botany Proportion of Container Freight Movement (%)
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Rail

14.0

18.8

19.8

19.2

19.6

Road

86.0

81.2

80.2

80.8

80.4

Total

100.0

100.0

100.0

100.0

100.0

Port Botany Container Freight Movement* (’000 TEUs)
Rail

250

317

305

311

298

Road

1,533

1,371

1,237

1,311

1,220

Total

1,783

1,688

1,542

1,622

1,518

Source: Sydney Ports Corporation (unaudited).

*

Excluded transhipments (cargo unloaded from one vessel and reloaded onto another vessel at the port within
14 days from the date of unloading).

The proportion of freight movement by rail remained stable at approximately 19 per cent
from 2007 to 2010. It dropped to 14 per cent in 2010–11 or 0.25 million TEUs (a decrease of
21.1 per cent). Sydney Ports Corporation advises that the closure of a private sector
intermodal facility at Camellia, due to environmental contamination issues, was the significant
contributor to the decrease.
The trend above demonstrates that implementation of policy and program initiatives since
2004 has not effectively increased rail mode share.
There have been numerous initiatives released since 2004 to increase the share of freight
transported by rail, including:






Sydney Metropolitan Strategy (2005), which contained initiatives that relate to the modal
shift of freight transport from road to rail, including:


maximise the efficiency of freight transport and proportion transported by rail



develop the next elements of the Sydney Freight Strategy



facilitate the upgrading of the metropolitan rail freight network



plan for the provision of sufficient freight transport capacity in key corridors



protect corridors and land for freight related activities in the future

State Infrastructure Strategy 2008–09 aimed to increase the capacity and efficiency of the
New South Wales rail network
Establishment of the Freight Infrastructure Advisory Board (FIAB) in 2004. It made a
number of recommendations relating to rail freight transport in its report ‘Railing Port
Botany’s Containers’ (2005) including to ensure that Sydney has sufficient additional
intermodal terminal capacity to meet a rail freight share target of 40 per cent



Infrastructure Implementation Group established by the New South Wales Government in
2007 to help government agencies deliver priority infrastructure projects



Sydney Ports Corporation established the Port Freight Logistics Plan in June 2008, which
is a framework with program initiatives to improve road and rail performance at Port
Botany



Sydney Ports Corporation leads on the Port Botany Landside Improvement Strategy
(PBLIS) which commenced in 2008. It aims to improve competitive access and service
arrangements of container movements between stevedores and transport carriers at Port
Botany
Under PBLIS, a specific taskforce, the Port Botany Rail Team (PBRT), chaired by Sydney
Ports Corporation, was set up in 2008 and continues to meet regularly to enhance rail
operational performance and support the modal shift to rail. The current Sydney Ports rail
strategy was developed in conjunction with the PBRT and includes supply chain
optimisation, operational performance and pricing initiatives
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The proportion of freight movements by rail is not considered a significant issue at the other
port corporations. Newcastle Port Corporation advises most of its freight movement is by rail
mode. The proportion has remained stable at approximately 94 per cent over the past
five years.

Major Projects
The $725 million
Port Botany The table below provides the completion dates and costs for port corporations’ projects over
Expansion project $20 million, based on estimates in the New South Wales Budget Papers.
was completed in Project
Original
Forecast/actual
Months late
Project
Forecast/
target date
completion date
approval* actual final
2011 with
$m
cost $m
operations
scheduled to Port Kembla Port Corporation
commence in Outer Harbour Stage 1A –
2013 Reclamation for Bulk Products
(including Master Plan and
Environmental Assessment)

June 2012

November 2012

Port Botany Expansion

July 2011

June 2011

Intermodal Logistics Centre at
Enfield

June 2011

January 2013

Second Bulk Liquids Berth

August 2011 November 2012

White Bay Passenger Terminal

June 2012

5

24.5

24.5

725.5

725.5

Sydney Ports Corporation

December 2012

-19

**

na

15

**

na

6

**

na

Source: Port Kembla Port Corporation, Sydney Ports Corporation (unaudited).

*
**

This reflects the most recent project approval costs. It does not represent the original budget costs.
Under tender.

na

Not available.

Port Kembla Port Corporation
Management advises the project was delayed by additional planning approvals.
Sydney Ports Corporation
Management advises the project delays were mainly due to the need to address unplanned
technical, design and planning issues.

Port Kembla Outer Harbour Development
In 2008, the Minister for Ports and Waterways announced a $700 million outer harbour
development project. This will include 42 hectares of port area reclamation and 1.8 kilometres
of berths. The development will be constructed in three discrete stages by 2037.
Stage one comprises the reclamation and dredging for the footprint of the total development
and construction of one new multi-purpose terminal and container berth. In March 2011, the
Department of Planning granted the development approval for Stage one.
Stages two and three will comprise construction and operation of additional berths and
associated cargo storage and handling facilities.

Port Botany Expansion
The Port Botany Expansion is a $725 million project to create capacity for a third terminal,
which was completed in June 2011. After the cranes and other stevedoring infrastructure are
installed by the private operator, it will commence operations in 2013.
The new terminal is 63 hectares of reclaimed land from the waters of Port Botany. It has a
quay length of 1.85 kilometres which will berth five container vessels. The management of
Sydney Ports Corporation advises the third terminal will double container trade capacity at
Port Botany.
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Newcastle Port Corporation
Value of rental properties ($m)

227.0

164.4

68.2

60.0

59.8

Rental revenue ($m)

24.5

20.4

8.0

7.2

6.7

Return on rental properties (%)

10.8

12.4

11.7

12.0

11.2

130.9

133.2

126.2

106.8

69.9

Rental revenue ($m)

8.7

29.5

19.8

15.9

4.0*

Return on rental properties (%)

6.6

22.1

15.7

14.9

5.7*

355.9

338.9

338.9

338.9

329.1

Rental revenue ($m)

54.4

49.2

49.0

47.6

44.6

Return on rental properties (%)

15.3

14.5

14.5

14.0

13.6

Port Kembla Port Corporation
Value of rental properties ($m)

Sydney Ports Corporation
Value of rental properties ($m)

Sources: Information provided by respective port corporations (unaudited).

*

The PKPC rental revenue of 2007 has excluded the throughput trading component of a coal terminal lease.

Newcastle Port Corporation
The increase in the value of properties was due to a revaluation of the properties and the
lease of additional land. Rental revenue increased mainly due to new leases for coal terminal
related land.
Port Kembla Port Corporation
The decrease in the value of properties was due to the reclassification of land valued at
$2.3 million to non-rental properties. The drop in rental revenue was due to the expiration of
the performance rent component of a coal terminal lease at 30 June 2010.
Sydney Ports Corporation
The increased value of properties reflects a revaluation of those properties. The increase in
rental revenue was mainly due to increases in market and performance rents.

Human Resources
Workforce Ageing
Last year, I recommended each port corporation review the effectiveness of their policies to
manage their ageing workforces. The port corporations advise that this is occurring through
human resource strategies, succession planning and knowledge sharing initiatives. I
encourage all port corporations to continue to ensure they have appropriate strategies and
policies in place to manage this issue.
Twenty seven per cent of the port corporations’ employees were aged 55 years or older at
30 June 2011, and 41 per cent were 50 years or older.
Long Service Leave Liability
The long service leave liability for the port corporations has increased by 19.2 per cent over
the past five years to $14.9 million at 30 June 2011. Although the port corporations have
strong cash flows, they will need to ensure they have plans to fund these liabilities, which
generally increase over time with increases in employee remuneration levels. This will be
compounded as other liabilities arise from the pending retirement of a significant portion of the
ageing workforce.
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The table below provides details of the long service leave liability of each port corporation
over the past five years.

PORTS OVERVIEW

Year ended 30 June

Trend

2011
$m

2010
$m

2009
$m

2008
$m

2007
$m

Newcastle Port Corporation



4.6

4.4

4.1

4.1

3.8

Port Kembla Port Corporation

~

1.4

1.4

1.1

1.1

1.1

Sydney Ports Corporation



8.9

8.5

8.4

7.6

7.6

Total



14.9

14.3

13.6

12.8

12.5

Source: Respective port corporation’s financial statements.

Key: Trend upwards, ~ No trend

Annual Leave Balances
Last year, I recommended port corporations with high levels of excessive annual leave
continue with their plans to reduce leave balances. It is pleasing to note some port
corporations have achieved reductions to these balances during 2010–11. Sydney Ports
Corporation was the most successful in reducing the number of staff with more than 40 days
accrued annual leave.
Managing excessive annual leave balances remains a challenge for port corporations. At
30 June 2011, 73 employees (84) or 15.1 per cent (18.6 per cent) of all staff had accrued
more than 40 days annual leave. Liabilities for excessive annual leave generally increase over
time as salary rates increase, which negatively impacts costs and cash flows. The health and
welfare of staff can also be adversely affected if they do not take sufficient leave.

Financial Information
Abridged Statements of Comprehensive Income
Year ended 30 June

Newcastle Port
Corporation
2011
$m

2010
$m

Port Kembla Port
Corporation
2011
$m

Sydney Ports
Corporation

2010
$m

2011
$m

2010
$m

Port revenue

49.9

43.7

39.4

32.0

164.2

137.5

Rental revenue

24.5

20.4

10.4

31.1

54.8

49.3

Other

4.3

1.5

3.2

9.5

36.6

33.4

Total Revenue

78.7

65.6

53.0

72.6

255.6

220.2

Employee benefits

18.4

15.6

6.8

7.0

41.5

38.7

Depreciation and amortisation

5.2

4.6

6.0

5.8

23.9

19.3

Finance costs

7.6

7.1

4.3

4.9

13.8

14.5

Other expenses

28.0

26.6

11.6

12.9

71.5

62.6

Total Expenses

59.2

53.9

28.7

30.6

150.7

135.1

Profit Before Tax

19.5

11.7

24.3

42.0

104.9

85.1

6.3

3.7

7.3

17.1

31.4

26.0

Profit After Tax

13.2

8.0

17.0

24.9

73.5

59.1

Total Other Comprehensive
Income/(Expense), Net of
Income Tax

41.5

29.6

(0.3)

3.1

52.2

21.5

Total Comprehensive Income

54.7

37.6

16.7

28.0

125.7

80.6

9.0

3.1

--

--

--

--

Income tax equivalent expense

Dividends
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The increase in total revenue reflects the growth in trade activities.
The increase in employee benefits was largely due to the increase in the number of staff from
124 in 2009–10 to 134 in 2010–11.
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Other comprehensive income rose mainly due to the revaluation increment on property, plant
and equipment being $17.3 million higher than the previous year.
Port Kembla Port Corporation
The increase in port revenue was mainly due to the increase in trade and port charges during
2010–11.
The drop in rental revenue of $20.7 million was mainly due to the expiration of the
performance rent component of a coal terminal rental lease at 30 June 2010 with an annual
rental income of approximately $24 million. This was marginally offset by additional income
associated with the Inner Harbour Development.
The decrease of other revenue of $6.3 million was due to no revaluation increment on
investment properties recognised as revenue in 2010–11 ($7 million).
Other comprehensive income decreased largely due to the decrease in the revaluation
increment on property, plant and equipment.
Sydney Ports Corporation
Port revenue rose mainly due to the increase in port charges and trade growth in 2010–11.
Other revenue included a revaluation increment of $3.8 million in 2010–11.
Other expenses’ increase was mainly due to the revaluation decrement on property, plant and
equipment being $3.5 million higher than the previous year. The increase in other expenses
was also due to an increase in services contractors of $5 million resulting from more projects
undertaken.
Other comprehensive income rose mainly due to the revaluation increment on property, plant
and equipment being $30.8 million higher than the previous year.

Abridged Statements of Financial Position
At 30 June

Newcastle Port
Corporation
2011
$m

Current assets

2010
$m

Port Kembla Port
Corporation
2011
$m

2010
$m

Sydney Ports
Corporation
2011
$m

2010
$m

18.6

11.3

54.9

55.6

187.5

274.2

Non-current assets

453.8

392.8

397.1

392.9

1,779.6

1,535.7

Total Assets

472.4

404.1

452.0

448.5

1,967.1

1,809.9

32.6

22.7

19.6

24.8

77.3

80.7

Non-current liabilities

147.1

134.4

87.8

95.8

833.5

798.6

Total Liabilities

179.7

157.1

107.4

120.6

910.8

879.3

Net Assets

292.7

247.0

344.6

327.9

1,056.3

930.6

Current liabilities
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Newcastle Port Corporation
The increase in current assets represented an improved cash balance generated from profit.
Non-current assets increased mainly due to a revaluation increment on land and buildings of
$60.5 million.
The increase in current liabilities was largely due to a dividend payable of $9 million
($3.1 million).
The non-current liabilities increased mainly due to a higher deferred tax liability resulting from
the revaluation increment of land and buildings.
Port Kembla Port Corporation
The decrease in current liabilities was primarily due to no income tax equivalent payable at
30 June 2011 ($6 million).
Non-current liabilities decreased largely due to the repayment of borrowings of $6.8 million
during 2010–11.
Sydney Ports Corporation
Cash applied to major projects contributed to a decrease in cash and current assets by
$86.7 million.
The Port Botany Expansion project and the revaluation increment on property, plant and
equipment were the primary contributors to an increase in the non-current assets.

Entity Activities
All New South Wales port corporations are statutory State owned corporations incorporated
under the Ports and Maritime Administration Act 1995.
The Corporations’ principal objectives are to:









operate at least as efficiently as any comparable businesses
maximise the net worth of the State’s investment in the Port Corporation
exhibit a sense of social responsibility by having regard to the interests of the community
in which it operates and by endeavouring to accommodate these when able to do so
promote and facilitate trade through port facilities
ensure port safety functions are carried out properly
promote and facilitate a competitive commercial environment in port operations
improve productivity and efficiency in its ports and the port related supply chain.

For further information on Newcastle Port Corporation, refer to www.newportcorp.com.au.
For further information on Port Kembla Port Corporation, refer to www.kemblaport.com.au.
For further information on Sydney Ports Corporation, refer to www.sydneyports.com.au.
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The Board of Directors and shareholders resolved that the controlled entity of Sydney Ports
Corporation, Sydney Pilot Service Pty Ltd, cease operations on 31 August 2010 and
subsequently undergo voluntary winding up. Sydney Pilot Service Pty Ltd transferred its
business to Sydney Ports Corporation on 1 September 2010.
On 30 June 2011, Sydney Pilot Service Pty Ltd ceased to be a legal entity and was
deregistered with the Australian Securities and Investments Commission.
The controlled entity has not been reported on separately as it is not considered material by
its size or the nature of its operations to the consolidated entity of Sydney Ports Corporation.
Entity Name

Website

Sydney Pilot Service Pty Ltd

*

*

This entity does not have a website.
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Transport Services
The following government entities provided, facilitated and regulated the State’s transport
services during 2010-11:
Country Rail
Infrastructure Authority
(CRIA)

Transport Construction
Authority (TCA)

Public Transport Ticketing
Corporation (PTTC)

Department
of
Transport (c)

State Transit Authority
(State Transit) (b)

Sydney Metro (SM)

Roads and Traffic
Authority (RTA)

Regulator &
Investigator

Rail Corporation New
South Wales (RailCorp)
(a)

Chief Investigator of the
Office of Transport Safety
Investigations (OTSI)

Sydney Ferries

Independent Transport
Safety Regulator (ITSR)

a
b

RailCorp includes CityRail and CountryLink.
State Transit includes the Authority, Western Sydney Buses, STA Division and WSB Division.

c

The Department of Transport was previously named Transport NSW, and prior to 1 July 2010 was named the
Department of Transport and Infrastructure.

Transport Administration Amendment Act 2010
The Transport Administration Amendment Act 2010 commenced on 1 July 2010 and
established a new framework for the administration and governance of the delivery of
transport services and infrastructure by public transport agencies.
The Department of Transport was established as the lead transport agency with primary
responsibility for transport policy, planning and coordination functions as well as oversight of
infrastructure delivery and asset management. The streamlined transport structure was
designed to deliver integrated transport planning and service delivery, and consolidation of
similar functions to reduce costs and provide additional funds for front line staff and services.
The legislation gave the Department, through the direction of the Director General,
responsibility for the range of functions above. For the year ended 30 June 2011, the
Department controlled most public transport agencies for accounting and consolidation
purposes.
CRIA and TCA, previously not-for-profit State owned corporations became statutory
authorities on 1 July 2010.
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Transport Legislation Amendment Act 2011
On 1 November 2011, the Transport Legislation Amendment Act 2011 established a new
statutory body Transport for NSW (TfNSW) to assume certain functions and responsibilities
from the Department and from other entities which provide transport services. TfNSW is now
responsible for:
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Policy and Planning
Transport coordination
Transport infrastructure, and
Transport services.

The legislation abolishes a number of existing transport agencies and creates a new entity,
Roads and Maritime Services (RMS). RMS took over the functions of the RTA and the
Maritime Authority of NSW.
TCA and CRIA are expected to be abolished during 2011-12 and their functions will be taken
over by TfNSW.
The Department will continue to provide policy advice to the Minister for Transport and the
Minister for Roads and Ports and the Director General will manage the affairs of TfNSW,
Sydney Metro and PTTC.

Audit Opinions
The audit of the above entities’ financial statements for the year ended 30 June 2011 resulted
in unmodified audit opinions within the Independent Auditor’s Reports.
The Independent Auditor’s Report for Sydney Ferries drew attention to significant uncertainty
relating to whether Sydney Ferries will be able to realise its assets and discharge its liabilities
in the normal course of business. The uncertainty arose because of the nature and timing of
proposed franchising arrangements for Sydney Ferries. The Minister for Transport
announced, on 11 May 2011, that the government will retain ownership of Sydney Ferries, but
with a non-government operator leasing, maintaining and operating the fleet.

Key Issues
Conflict of Interest Risk (Repeat Issue)
Recommendation
I again recommend the Department finalise development of an appropriate framework to
manage potential conflicts of interests within the new transport structure.
Since 1 July 2010, the Director General of the Department has had authority to issue
directions to the various transport agencies covering a range of functions. The Director
General is also responsible for allocating funds to these agencies and may enter into
contractual arrangements with these agencies for the provision of transport services.
Conflicts of interest may occur within broader procurement projects, which may involve
statutory agencies competing with private sector operators. The Department advises a
framework for managing the probity risks (including conflicts of interest) is expected to be
covered in probity plans relating to those specific procurement projects. The Department is
establishing a central unit responsible for Procurement Policy within TfNSW and the
Department to provide business units with good practice frameworks to address these issues.
The Audit and Risk Committee and the Director General approved a Corruption Control
Framework for the Department with a 12 month action plan, which includes development of a
revised Code of Conduct, a Statement of Business Ethics, a Conflict of Interest and Gifts and
Benefits Policy and Procedure, and a Public Interest Disclosures Policy. These documents
were launched in September 2011 for the Department and will be in place for TfNSW in
November 2011.

39

E18_0736 AS-10-002-PR-0033

22

NSW Auditor-General's Report
Volume Eight 2011
TRANSPORT OVERVIEW

Positive drug test
results are
significantly
higher than
positive alcohol
test results at
RailCorp, State
Transit and
Sydney Ferries

Training programs are to commence early next year, including Code of Conduct training and
special training around corruption risks, including those related to procurement. In the interim,
new staff and contractors are briefed as part of inductions on the Code of Conduct and
Statement of Business Ethics. The latter is being installed as a compliance document in all
contracts with external suppliers and contractors.
The Department is also updating its Code of Conduct, Statement of Business Ethics, and its
Public Interest Disclosures Policy, to comply with recent amendments to the Public Interest
Disclosures Act 1994. This will include updated conflict of interest policy and procedures
reflecting the business of the Department.

Drug and Alcohol Testing
Positive drug test results are significantly higher than positive alcohol test results at RailCorp,
State Transit and Sydney Ferries. These agencies have achieved a trend of reducing positive
results for both drugs and alcohol over the last few years. At RailCorp contractors consistently
return much higher rates of positive drug and alcohol test results compared to employees.
Drug and alcohol testing is performed on a random basis to provide safer networks for

Alcohol - Percentage Positive

At RailCorp customers and staff.
contractors
consistently
0.50
return much
0.45
higher rates of
0.40
positive drug and
0.35
alcohol test
0.30
results compared
0.25
to employees

RailCorp - Positive Alcohol Tests

0.20
0.15
0.10
0.05
0.00
2007

2008
Employees

2009
Year ended 30 June

2010

2011

Contractors

Based on data provided by RailCorp (unaudited).

From the chart above, contractors historically have a much higher positive outcome to alcohol
tests than employees. In 2010-11, 0.07 per cent of tests on employees recorded a positive
alcohol result, and this has remained rather stable in the five years examined. Contractor
alcohol results tend to fluctuate over the five year period examined, being 0.2 per cent in
2010-11, the highest of 0.44 per cent in 2007-08 and lowest of 0.19 per cent in 2008-09.
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Drugs - Percentage Positive

8
7
6
5
4
3
2
1
0
2007

2008

2009

2010

2011

Year ended 30 June
Contractors

Employees
Based on data provided by RailCorp (unaudited).

Contractors historically have much higher positive outcomes to drug tests than employees as
shown above. In 2010-11, 0.5 per cent of drug tests on employees recorded a positive result,
and has varied between 0.5 and 0.9 per cent over the five years examined. Positive contractor
drug test results have decreased over the same period, varying between 7.7 per cent and
3.3 per cent.
Tests are conducted on all employees and contractors and at all locations in RailCorp. Most
tests use breath-based equipment with instantaneous results. Drug (urine) tests have an
average turn-around time of 48 hours.
Railcorp’s testing is conducted strategically according to a plan. Whilst most tests are random,
the plan provides for increased focus on areas of the business which historically have more
positive returns.

STA - Positive Tests (Full Time Employees)

Percentage of Positive Results

3.0
2.5
2.0
1.5
1.0
0.5
0.0
2009

2010

2011

Year ended 30 June
Drugs

Alcohol

Based on data provided by State Transit (unaudited)
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The chart above shows that, historically, positive drug test results have been higher than
those for alcohol at State Transit. However, positive drugs results show a decreasing trend
over the three years analysed, falling from 2.6 to 1.1 per cent in 2010-11. The actual number
of positive alcohol tests remained stable with nil in 2008-09, two in 2009-10, and two in
2010-11).
Breath alcohol tests are performed and the results are immediate, while drug (urine) test
results are received within 24 hours. Currently, Transport Safety Workers are alcohol and
drug tested as required by the Passenger Transport (Drug and Alcohol Testing) Regulation
2010. However, State Transit is moving towards a policy of randomly testing all employees.
State Transit’s drug and alcohol testing program includes random, reasonable cause and
incident testing.

Sydney Ferries - Positive Tests
18
Percentage of Positive Results

24

16
14
12
10
8
6
4
2
0
2009

2010

2011

Year ended 30 June
Drugs

Alcohol

Based on data provided by Sydney Ferries (unaudited).

The chart above shows alcohol has not been an issue for Sydney Ferries, although there was
one positive result in 2008-09. Positive drugs results show a decreasing trend over the three
years analysed, falling from 16.7 to 3.7 per cent in 2010-11. The actual number of positive
drug tests has remained stable over the last two years at four in 2009-10 and 2010-11
(Sydney Ferries advised two of these results were for prescription medication).
Breath alcohol tests are performed and the results are returned immediately, while drug
(urine) test results normally take about three days. All staff at Sydney Ferries are subject to
drug and alcohol tests and the approach is a mix of random monthly testing, incident based,
target and suspicion testing.
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RailCorp and State Transit should increase their efforts to reduce the impact of their activities
on the environment.
Greenhouse gases emitted as a result of the provision of transport services have an adverse
effect on our environment. Transport service providers, RailCorp, State Transit Authority, and
Sydney Ferries, have developed strategies to measure and reduce their carbon footprint and
impact on the environment.
RailCorp and State Transit report to the Federal Department of Climate Change and Energy
Efficiency under the National Greenhouse and Energy Reporting Scheme on greenhouse gas
emissions and energy use.
RailCorp
Measure

2009-10

2008-09

Total scope 1 greenhouse gas emissions*^

86,273

85,128

1.3

Total scope 2 greenhouse gas emissions*#

638,463

617,508

3.4

3,817,961

3,673,271

3.9

Total energy consumption**

Movement
%

Sourced from the Department of Climate Change and Energy Efficiency’s reports: Greenhouse and Energy
Information 2008-09 and 2009-10.
*
Measured as tonnes of carbon dioxide equivalent (t CO2-e)
** Measured as gigajoules (GJ)
^
#

Scope 1 emissions are the release of greenhouse gases into the atmosphere as a direct result of an activity, or
series of activities (including ancillary activities) that constitute the facility (e.g. transportation of materials,
products, waste and people by a transport company).
Scope 2 emissions are the release of greenhouse gases into the atmosphere as a direct result of one or more
activities that generate electricity, heating, cooling or steam that is consumed by the facility but not form part of
the facility.

State Transit
Measure

2009-10

2008-09

Total scope 1 greenhouse gas emissions*^

142,904

137,825

3.7

Total scope 2 greenhouse gas emissions*#

10,775

9,052

19.0

2,293,569

2,178,923

5.3

Total energy consumption**

Movement
%

Sourced from the Department of Climate Change and Energy Efficiency’s reports: Greenhouse and Energy Information 2008-09 and 2009-10.

*
**
^

Measured as tonnes of carbon dioxide equivalent (t CO2-e)
Measured as gigajoules (GJ)
Scope 1 emissions are the release of greenhouse gases into the atmosphere as a direct result of an activity, or
series of activities (including ancillary activities) that constitute the facility (e.g. transportation of materials,
products, waste and people by a transport company).

#

Scope 2 emissions are the release of greenhouse gases into the atmosphere as a direct result of one or more
activities that generate electricity, heating, cooling or steam that is consumed by the facility but not form part of
the facility.

Greenhouse gas emissions and energy consumption have increased for both State Transit
and RailCorp, which is consistent with increased rail services, and the introduction of the
Metrobus network and new bus services.
RailCorp is introducing 78 Waratah trains to its network, requiring an upgrade to the electrical
infrastructure as these trains require more energy. This will make it more difficult for RailCorp
to reduce its greenhouse gas emissions and total energy consumption.
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Cost Recovery from Users
The transport sector incorporates rail, bus and ferry services. As well as providing direct
benefits to users, these services generate substantial indirect benefits to the wider
community, including reduced road congestion, traffic accidents and greenhouse gas
emissions. These external benefits are funded by taxpayers through government subsidies.

Cost Recovery from Users
60
50
40
% 30
20
10
0
2006

2007

2008

2009

2010

2011

Year ended 30 June
State Transit

Sydney Ferries

RailCorp

Source: Amounts were calculated based on published financial information and passenger numbers advised by RailCorp, State Transit and
Sydney Ferries.

Rail services continue to depend significantly on government funding to meet both operating
expenses and capital investment. The level of cost recovery has remained consistently low,
notwithstanding increases in the absolute level of fare income. In 2010-11 passenger revenue
declined to cover only 20 per cent of RailCorp’s operating costs (22 per cent in 2009-10).
State Transit is a for-profit entity and has the best level of cost recovery from users of the
three transport services. State Transit’s cost recovery was approximately 47 per cent in
2010-11 (48 per cent).
Sydney Ferries advises the cost recovery for ferry services could not be accurately
determined for 2010-11. This is due the new contract arrangements, which became effective
from 1 April 2010. Service payments are made to Sydney Ferries in accordance with the Ferry
System Contract by the Department. The payments include fixed and variable components
based on patronage and meeting key performance indicators. Ticket fares collected by
Sydney Ferries are remitted to the Department and it did not recognise any passenger
revenue in 2010-11.
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Sydney Ferries advises that as a result of the MyZone fare structure, most customers using
Sydney Ferry services purchase tickets from other transport agencies and not from Sydney
Ferries making the analysis difficult.
Year ended 30 June

RailCorp***

State Transit
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Sydney Ferries

2011
$

2010
$

2011
$

2010
$

2011
$

2010
$

Cost of services provided per
passenger journey

11.82

11.09

2.98

2.85

8.47

9.62

Passenger revenue per passenger
journey

2.37

2.38

1.39

1.36

na**

3.19

Net cost per passenger journey*

9.44

8.71

1.59

1.49

na**

6.43

Source: Amounts were calculated based on published financial information and passenger numbers advised by RailCorp, State Transit and
Sydney Ferries (unaudited).

*

The net cost per passenger journey essentially represents the amount subsidised by taxpayers through
government contributions, less any other revenue sources.

**

Sydney Ferries passenger revenue reported in 2010-11 is nil, due to the new Service Contract Payments where
Sydney Ferries recognises revenue based on fixed and variable components as per the Ferry System Contract.

*** 2010 comparative amounts for RailCorp is different from the amounts reported in the 2010 Auditor General’s
Report to Parliament Transport Overview section, as CityRail passenger journeys for 2010 and 2011 have been
re-stated as a result of the Department of Transport’s major review of the methodology measuring CityRail
patronage.

The cost of providing services per passenger journey increased for both RailCorp and State
Transit. RailCorp recorded a 6.6 per cent increase and State Transit a 4.3 per cent increase.
However, Sydney Ferries’ costs per passenger journey have significantly decreased.
RailCorp recorded a 0.4 per cent decrease in passenger revenue per journey, while State
Transit recorded a 2.1 per cent increase. Passenger revenue per journey for Sydney Ferries
could not be reliably calculated due to a change in the method of calculating revenue, as
explained in the above paragraphs.
For more detail please refer to the comment on each agency elsewhere in this volume.

Patronage Growth
In 2010-11, there were 501 million (493 million) passenger journeys on CityRail services,
Sydney Buses and Sydney Ferries, a 1.6 per cent increase from the prior year. All carriers
recorded an increase in passenger journeys, with CityRail recording the largest increase of
1.8 per cent (CityRail passenger journeys for 2010 and 2011 have been re-stated as a result
of the Department of Transport’s review of the methodology used to measure CityRail
patronage). The chart below shows passenger growth over the last five years.

Increase in Passenger Journeys

Percentage Increase/Decrease

6
5
4
3
2
1
0
-1
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2011

-2
Year ended 30 June
CityRail

Sydney Buses

Sydney Ferries
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CityRail advises the increase in passenger journeys in 2010-11 was due to improved
economic conditions following the global financial crisis. Sydney Buses advises the expansion
of its Metrobus network and introduction of five new services in 2010-11 (8 Metrobus services
in total) has contributed to the increase in its passenger journeys. The decrease in 2009-10
was due to the shift to rail following the opening of the Epping to Chatswood rail link in
February 2009. Sydney Ferries advises the October 2010 timetable changes and favourable
summer weather conditions contributed to the increase in its passenger journeys.

RailCorp's Top 10 Routes Passenger Journeys travelled in 2011
11.2%

14.6%
5.3%
6.5%

13.6%

7.3%
11.4%
9.3%
9.6%
Western
Inner West

CBD
Northern

11.1%
Illawara
Bankstown

Southern
East Hills

North Shore
Other

Source: Information provided by RailCorp (Unaudited).

The Western and Central Business District lines continue to be the main contributors to
CityRail patronage, accounting for 28.2 per cent of its total passenger journeys in 2010-11
(28.7 per cent). Higher demand for train services has been experienced on the western route
compared to other train lines primarily due to:




a greater reliance on train services to travel to work from the west compared to other
regions
western lines serving a large proportion of Sydney’s working population, whereas some
other lines have much smaller catchments close to train lines



consistently high population growth rates in the western region compared to other parts of
Sydney



fewer practical public transport options, other than rail, being available to passengers the
further they live from the CBD.
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14.8%
18.7%

30.9%

35.6%

Northern Region

Southern Region

Eastern Region

Western Region

Source: Information provided by State Transit (Unaudited).

Sydney Bus services in the eastern region continue to generate the highest patronage levels,
accounting for 35.6 per cent (37.2 per cent) of Sydney Buses total passenger journeys. More
bus service routes are required in this region to cater for the higher population density and
fewer train lines available in Sydney’s eastern suburbs.

Sydney Ferries Routes - Passenger Journeys
travelled in year ended 30 June 2011
11.1%

47.2%
41.7%

Parramatta River

Manly Ferry

Inner Harbour

Inner Harbour ferry services account for 47.2 per cent (47.8 per cent) of total ferry patronage.
Over the past five years, this continues to be the route with the highest passenger journeys.
For further information on passenger journeys, refer to the comments on RailCorp, State
Transit and Sydney Ferries in this volume.

On-time running
On-time running performance for Sydney Ferries, CityRail and State Transit services has
remained steady since 2007. In 2011, on-time running performance for these services was
98.5, 95 and 95.3 per cent respectively.
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Sydney Buses

Sydney Ferries

Source: Information provided by the respective transport entities (Unaudited).

Over the last five years, CityRail’s on-time running performance improved to a record high of
96 per cent in 2010, due to operational improvements and capital investments, and remained
steady at 95 per cent in 2011. Since July 2005, the on-time running benchmark for suburban
and intercity services has been five and six minutes respectively.
The chart below shows RailCorp’s on-time running performance for 2010 and 2011 by train
line against the NSW State Plan target.
RailCorp - On time running

99
97
95
93
%

91
89
87
85

Year ended 30 June
2010

2011

State Plan Target

Source: Information provided by RailCorp (Unaudited).

During the year ended 30 June 2011, most train lines performed substantially better than the
State Plan Target of 92 per cent, with the exception of the South Coast (90 per cent) and
Southern Highlands (91 per cent). Performance on these lines was impacted by severe
flooding in March 2011.
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The most common cause of peak hour delays in 2010-11 were signal failures, track
obstructions and flooding caused by heavy rain.
Cityrail is working on the Clearways Program, a rolling stock replacement program, and other
initiatives, to help maintain reliability across the network. For more information, refer to the
comments on RailCorp and TCA in this volume.
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The chart below shows Sydney Buses’ on-time running performance during 2010-11 by region
compared to NSW State Plan targets.
Sydney Buses - On time running
98
97
96
95
94
% 93
92
91
90
89
88
Northern Region

Southern Region

2010

Eastern Region

Year ended 30 June
2011

Western Region

State Plan Target

Source: Information provided by State Transit (Unaudited).

Note: Sydney Buses refers to State Transits Metropolitan services and excludes Private Bus Operator services.

Sydney Buses on-time running was below the State Plan target of 95 per cent in two of the
four regions. Both the Southern and Western Regions performed below target in 2009-10 and
2010-11. The Southern Region’s on-time performance deteriorated from 94.4 to 91.6 per cent
in 2010-11, while the Western Region improved from 93.5 to 94.2 per cent. Management
advises the below target performance was primarily due to unusual traffic conditions and
increased road congestion in the Western and Southern Regions. Sydney Buses is
implementing bus priority systems to improve reliability. For more information, refer to the
comments on State Transit in this volume.
On-time running performance for Sydney Ferries was above the 2009 NSW State Plan target
of 99.5 per cent for one route in 2010-11. The Manly Ferry Service achieved the highest
on-time running of 99.6 per cent, while Rose Bay/Watsons Bay Service reported the lowest
on-time running performance of 97.3 per cent.
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Source: Information provided by Sydney Ferries (Unaudited).

Note: On-time running data by individual route was not captured prior to April 2009.

On-time running performance has improved since timetable changes were introduced in
October 2010. Some systemic, scheduling related delays remain especially on the Watsons
Bay route. Sydney Ferries has proposed timetable changes to address these issues to the
Department. Berthing congestion due to lack of wharf access at Circular Quay also
contributes to service delays.

Crowding on Trains, Buses and Ferries
Crowding remains the top issue of concern with rail and bus passengers, based on the latest
available customer surveys.
In December 2010, the Department released survey results on CityRail and Sydney
metropolitan bus services. Fifty one per cent of train users and 19 per cent of bus users were
dissatisfied with crowding at peak times.
For more details on the survey results, refer to the comments on RailCorp and State Transit in
this volume.
A separate customer survey on crowding has not been performed for ferry services, but
crowding on ferry services, especially on Sundays and the Parramatta River services, is an
issue.
The Bureau of Transport Statistics carried out a ‘Transport Customer Survey’ across train, bus
and ferry services in 2011, the results of which are available at http://www.bts.nsw.gov.au.

Management of Crowding
CityRail
CityRail has an ongoing rollingstock procurement program, including the procurement of
OSCARs and Waratahs, to increase the number of carriages on train services. It also has
Clearways projects to increase network capacity and reliability. The infrastructure upgrades
and timetable changes resulted in 42 additional weekday services being introduced in
October 2010 for customers at stations between Cronulla and Kirrawee and extra evening
peak services from the City to Cronulla, Waterfall and Hurstville.
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State Transit
State Transit continually monitors loading levels on bus routes across its network to determine
where increased services are required. Since October 2009, State Transit has expanded its
Metrobus network and introduced five new services in 2010-11 (8 Metrobus services in total).
The four routes (routes 20, 30, 40, and 50) from Tempe depot cost around $25 million in
2010-11. The project has been completed, with the last Metrobus route (route 41) out of
Burwood depot being introduced in December 2010.
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Sydney Ferries
Crowding on ferry services, especially on Sundays and the Parramatta River services, is an
issue. A proposal for timetable changes to address capacity constraint problems on the
Parramatta River has been submitted to the Department of Transport for review.

Average Travel Speed on Major Routes
The RTA has advises that, since 1996, the number of cars on our roads has increased by
one million vehicles impacting travel times and road congestion.

Kilometres per hour

70

Peak Travel Speeds

60
50
40
30
20
10
0

Morning Peak Speed

Afternoon Peak Speed

Based on two surveys performed each year. Information obtained from RTA (unaudited).
*
Combined seven routes average speed was calculated by the total travel distance over total travel time of the
seven routes.
** From 2007-08, the Lane Cove Tunnel is part of the M2 corridor (formerly parallel sections including Epping
Road).

Between 2009-10 and 2010-11, overall travel speeds decreased for the AM peak period and
remained unchanged for the PM peak period. The AM peak‘s overall average speed
decreased from 31 to 29 km/h.
Speeds were generally lower across each of the seven routes, with decreases of up to 3
km/h. The M4 corridor was down from 28 to 25 km/h reflecting changes in travel patterns
following removal of the toll on this corridor. The M2/Lane Cove Tunnel/Gore Hill Freeway
corridor decreased from 39 to 36 km/h, due to road works and associated reductions in speed
limits. The other five corridors all recorded slight decreases of 2 km/h or less.
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The PM peak’s overall average speed of 42 km/h remained unchanged. The speed on the M4
corridor was up from 35 to 39 km/h, a reversal of the reduction in 2009-10 caused by road
works to remove the toll plazas. The M2/Lane Cove Tunnel/Gore Hill Freeway corridor
decreased from 65 to 60 km/h due to the road works and speed limit changes mentioned
above. The Victoria Road corridor decreased from 34 to 31km/h due to road works during the
November 2010 survey period. Speeds had, however, improved by the March 2011 survey
following completion of the Inner West Busway. The changes on the other four corridors were
minor.
Some of the initiatives to manage travel time/congestion are outlined below.
TfNSW, the new integrated transport authority, was established to bring together all transport
and road functions in an integrated way. The NSW Transport Management Centre manages
incidents and planned events on the network. It has a transport coordination function that
brings together the RTA, CityRail, State Transit, Sydney Ferries and private bus operators to
manage the day to day movement of people and goods.
The NSW Government has committed $200 million over the next four years to an RTA
package to tackle congestion and safety on key routes. Of this amount, $41 million is
allocated to 2011-12. This is in addition to key, long term RTA programs to address
congestion, including the Bus Priority Program, Pinch Point Program and the development of
Intelligent Transport Systems designed to improve operational management of the urban road
network, particularly for Motorways.
The five year, $100 million Pinch Point Program targets peak hour traffic ‘hotspots’ in
23 corridors in Sydney. It includes treatments to maintain travel speeds, provide reliable travel
times and improve the information Sydney motorists have access to while travelling on the
road network.

Safety Performance
Passenger safety performance indicates the number of passenger injuries/fatalities that
occurred as a result of the agency’s service operations. Management of RailCorp, State
Transit and Sydney Ferries advise there were no passenger fatalities. Non-passenger related
fatalities do occur, but these are primarily outside the agencies’ control.
Year ended 30 June
Number of passenger Injuries

2011

2010

2009

2008

2007

RailCorp (Trains)*

895

613

478

348

363

State Transit (Buses)

338

370

383

404

370

Sydney Ferries (Ferries)

17

15

12

16

35

Source: Information provided by the respective transport entities (Unaudited).

*

On-train incidents involving passengers which may or may not have involved an injury. Information specifically
on passenger injuries is not currently available.

The table above shows most agencies had an increase in passenger injuries in 2010-11.
RailCorp experienced the highest increase of 46 per cent, while State Transit had a decrease
of nine per cent.

MyZone and Ticket Revenue
On 18 April 2010, the NSW Government introduced a new fare structure called MyZone.
These new fares apply across a wide geographical area in New South Wales. MyZone tickets
are accepted on the entire CityRail, State Transit and Sydney Ferries networks, as well as
lightrail and all private bus services and the Stockton ferry. As a result, the agencies have less
control over their fare revenue as, for example, tickets sold by CityRail can be used on State
Transit and Sydney Ferries.
For Sydney Ferries the change was more fundamental as all ticket revenue in 2010-11 was
paid to the Department, which in turn provided the funding required to operate the service
based on monthly fixed, patronage, service and fuel payments.
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There are fewer fare bands on all modes of public transport under MyZone. Fare bands on
trains fell from twenty to five, on buses from five to three and on ferries from five to two. There
are three MyMulti tickets, which provide commuters with unlimited travel on all Sydney Ferries
and government and private bus services, as well as travel within particular CityRail zones.
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The Department advises the structural changes to the provision of public transport in 2011-12,
mean fares policy and farebox revenue risk lie centrally within the Department, leaving the
operating agencies solely focused on service delivery.

Transport Planning
NSW 2021
A new State Plan, NSW 2021, released in September 2011, is a ten year plan that sets
priorities to guide whole-of-government decision making and resource allocation across the
State. It contains five strategies, 32 goals and 180 targets. The strategies comprise:
1.
2.
3.
4.
5.

rebuild the economy
return quality services
renovate infrastructure
strengthen our local environment and communities
restore accountability to government.

Of the goals included in the plan, the following are particularly relevant to transport:
Goal 7. Reduce travel times – focuses on improving the efficiency of the road network during
peak times and improving the frequency of public transport to minimise waiting times and
ensure public transport is a more attractive option.
Goal 8. Grow patronage on public transport by making it a more attractive choice – with
targets for increased reliability of public transport services and targets to increase the
proportion of trips to work by public transport and the proportion of walking and cycling trips.
Goal 9. Improve customer experience with transport services – focuses on providing better
systems, such as integrated ticketing and real time information, to improve customer service
and attract passengers to the public transport system.
Goal 10. Improve road safety – including a target to reduce road fatalities to 4.3 per 100,000
population by 2016.
Goal 19. Invest in critical infrastructure – with a target to double the proportion of container
freight movement by rail through NSW ports by 2020.
Transport Master Plan
TfNSW will develop a Transport Master Plan for NSW, integrating planning and policy across
all modes of transport to deliver the transport services the community needs now and into the
future. The Master Plan will build on key government committed projects such as the North
West Rail Link, integrated ticketing, Wynyard Masterplan and investigations into an integrated
light rail network to the Universities and within the CBD.
The previous 2010 Metropolitan Transport Plan has been superseded by the government’s
commitments, which include:










delivery of the South West and North West Rail Links
delivery of integrated ticketing
investigation of light rail extensions to Sydney CBD and to Sydney and NSW Universities
investigation of a Rapid Bus Transit corridor to service Sydney’s Northern Beaches
implementation of a Park and Travel Safety Fund
additional express and semi-express train services for Central Coast, South Western and
Western Sydney commuters
introduction of additional NightRide bus services
franchising Sydney Ferries and other customer service improvements.
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The NSW Government has established Infrastructure NSW to take the lead role in the
prioritising and coordinating infrastructure across all sectors in NSW. Infrastructure NSW will
produce a 20 year State Infrastructure Strategy, a funded five year rolling infrastructure plan,
and sector infrastructure plans, providing a priority list and infrastructure pipeline for the State.
TfNSW will prepare the Transport Masterplan and the strategic needs assessment and the
evidence base to support transport investment decisions necessary to respond to growth and
improve services into the future. The Transport Masterplan will set clear objectives for
identifying and prioritising transport investment decisions, taking into account network
capacity and costs.

Previous NSW State Plan Targets
In late 2009, the Government released a revised State Plan titled ‘Investing in a Better Future:
NSW State Plan’.
Some of the public transport targets included in that plan and still applicable for 2010-11
include:






increasing the share of commuter trips made by public transport to and from the Sydney
CBD during peak hours to 80 per cent by 2016
increasing the proportion of total journeys to work by public transport in the Sydney
metropolitan region to 28 per cent by 2016
consistently meeting public transport reliability targets of 92 per cent on-time running for
CityRail services, 95 per cent for Sydney buses and 99.5 per cent for Sydney ferries.

NSW 2021 Targets
The State Plan, NSW 2021, contains targets for the provision of transport services, which
include the three above, but slightly reduce the on-time running target for Sydney Ferries from
99.5 per cent to 98.5 per cent.
NSW 2021 also includes new targets:


improve customer satisfaction with transport services



provide real-time travel information to help customers better plan their journeys and avoid
unnecessary delays.

Sydney Metro
Recommendation
Last year, I recommended the government identify lessons learnt from the Sydney Metro
experience and ensure future decision processes are developed to ensure the State never
again expends such a large amount of scarce transport funding dollars and valuable time on a
project that does not proceed.
At 30 June 2011, $428 million had been spent on metro projects. Of the $428 million spent,
$372 million represents expenditure for which there does not appear to be any future benefit
to New South Wales.
The cost of abandoned projects to New South Wales is not just in dollar terms, but also in
time delays to other transport priorities.
The Department advises that in response to my recommendation, the Sydney Metro
demobilisation addressed some issues. The benefits from the expenditure on the metro
projects have been captured by the project demobilisation process by identifying and
preserving, for future use, the intellectual and technical knowledge gained during the project
and maximising, to the extent possible, the value of property assets purchased. The
Department also advises that Sydney Metro’s geotechnical and design and engineering
information is being used for other new transport projects.
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Until the NSW Government’s decision on 21 February 2010 to stop planning and procurement
of Metro Network Stage 1 (CBD) and Stage 2 (West Metro), over $600 million in State and
Australian Government funding had been allocated to Sydney Metro for development of the
metro projects.
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State Transit Authority - Status as a For-Profit Tax Paying Entity
Last year, I recommended the Department review the appropriateness of State Transit being
a for-profit entity under the National Tax Equivalent Regime. The Department advises it has
written to the Treasury recommending a change of status for State Transit to not-for-profit
entity. It is awaiting the Treasury’s response.
In recent years, State Transit has returned a small profit or loss (compared to total revenue)
and has never paid tax under the tax equivalent regime. The regime imposes significant
compliance costs on the entity compared to other tax models used by the New South Wales
Government.

Engagement of Contractors (Repeat Issue)
Recommendation
I again recommend transport entities review the effectiveness of their practices in monitoring
their contractor workforce.
The use of contractors may have benefits for entities, particularly on projects, but extensive
reliance on this employment source and the engagement of long term contractors, particularly
in senior roles, generally results in higher employment costs and less ownership and
commitment to organisational goals and objectives.
The length of service for all contractors employed by transport entities is shown in the table
below.
Duration since contractors start date

No. of
No. of
Proportion of
Contractors Contractors at
Total
at 30 June 30 June 2010
Contractors
2011
% 2011

Proportion of
Total
Contractors
% 2010

> 6 years

91

74

7

5

5-6 years

19

19

1

1

4-5 years

21

17

2

1

3-4 years

49

69

4

5

2-3 years

175

134

12

12

1-2 years

343

448

24

29

Less than 1 year

707

760

50

50

1,405

1,521

100

100

Total Contractors in all Transport Entities

Source: Information provided by the respective transport entities (Unaudited).

Fifty per cent of total contractors have been engaged by respective transport entities for more
than twelve months. At 30 June 2011, over 90 contractors had been engaged for more than
six years.
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Additional information relating to contract employees working in transport entities is shown
below:

TRANSPORT OVERVIEW

2011
Transport Entity

No. of Contractors at
30 June

Total Cost of
Contractors for the
Year
$’000

Term of Longest Highest Contractor cost
Serving Contractor
for the Year
(Years)
$’000

DoT

186

9,056

6.0

395

RailCorp

649

93,000

9.8

578

State Transit

51

1,606

10.6

210

Sydney Ferries

23

2,570

3.3

227

448

81,136

9.3

352

CRIA

3

214

1.0

122

TCA

42

3,333

2.5

396

ITSR

3

119

1.0

64

Total

1,405

191,034

RTA

Source: Information provided by the respective transport entities (Unaudited).

State Transit has the longest serving contractor who has been engaged for over ten years.
The highest paid contractor was engaged by RailCorp and paid $578,000 in 2010-11.
The RTA has significantly reduced contractor numbers. It advises its use of contractors was
managed on a case by case basis to ensure each engagement was kept to a minimum.
Seventy eight contractors obtained full time employment with the RTA during 2010-11.
All transport entities, with the exception of PTTC, Sydney Metro, Sydney Ferries and ITSR,
engage contract employees to provide a broad range of services. PTTC advises it primarily
uses professional services firms to engage contractors on its behalf to work on the delivery of
the Electronic Ticketing System program. Management believes contract employment
arrangements are most appropriate due to the project based nature of its operations.
Professional services firms engagements were not included as contractors in the analysis
above. PTTC incurred expenses of $16.7 million for the services provided by these firms in
2010-11 ($13.2 million).
After 21 February 2010, Sydney Metro’s resources and related contracts were either wound
up or, where relevant, transferred to new NSW Government infrastructure projects, principally
within the Department. As a result, Sydney Metro only incurred $3 million in contractor costs
in 2010-11 ($100 million).
Each entity using contractors advises it had governance structures in place to effectively
manage the engagement of contractors, including a regularly updated central registry of
contractors. This was subject to regular review to ensure contractors were not excessive and
represented value for money. Despite this and some improvements since last year, the
information above indicates these measures are not always effective. Transport entities
should review and assess the effectiveness of the measures implemented.

Overtime
Managing overtime expenditure continues to be a challenge for some transport entities. While
some are making progress in reducing overtime, it continues to represent a significant and
increasing employment expense.
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The table below shows total overtime expenditure in 2010-11 was $232 million, a 5.5 per cent
increase from 2009-10.
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Year ended 30 June
Transport Entity

Trend

2011
$’000

2010
$’000

RailCorp



133,693

130,040

State Transit



47,929

40,346

Sydney Ferries



2,749

2,292

RTA



46,885

46,574

DOT



562

483

CRIA



1

13

ITSR

2

-

TCA

~
~

2

-

Total



231,823

219,747

Key:

Trend upwards,  Trend downwards, ~ No trend

Source: Information provided by the respective transport entities (Unaudited).

The Sydney Ferries recorded the largest increase in overtime expenses of 19.9 per cent,
while State Transit’s expense increased by 18.8 per cent. Overtime at CRIA declined
significantly by 90 per cent.
The chart below shows overtime expenditure as a percentage of total salaries and wages:

Overtime Expenditure as a Percentage of Total Salary and Wages
16
14
12
10
%

8
6
4
2
0
RailCorp

STA

SF
RTA
DOT
Year ended 30 June

2011

CRIA

ITSR

TCA

2010

Source: Information provided by the respective transport entities (Unaudited).

All transport entities, except for State Transit, recorded a decrease in the percentage of
overtime paid to total salaries and wages over the past two years. State Transit has the
highest percentage at 14.9 per cent (13.6 per cent) and advises that under its award all work
on Sunday is paid as overtime. Bus drivers work a six day roster and most overtime is
incurred because of staff working on Sunday rather than staff working excess hours. State
Transit also monitors bus driver hours worked to ensure all bus operators work within the
occupational health and safety guidelines.
RailCorp and RTA advise they implemented initiatives to control overtime and are actively
managing this issue.
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Major contributors to overtime at the RTA include the requirement to work at night and
weekends in metropolitan areas due to traffic considerations, the need to provide around-theclock response to traffic incidents, emergencies and traffic signal repairs and resourcing of
traffic arrangements for special events throughout the year. The RTA strategies to reduce
high levels of overtime include provision of additional resources for specific tasks such as the
Sydney Harbour Bridge tow-trucks, supplementing staff resources through subcontracting,
and limiting work on Weekends and Accrued Days Off.
The table below shows the number of employees across all transport entities who worked
overtime, the amount of overtime paid, grouped by overtime paid as a percentage of annual
salary.
Year ended 30 June

2011

Overtime paid as a percentage of annual
salary

Number of
employees

> 100

2010

Overtime paid
$’000

Number of
employees

Overtime paid
$’000

6

459

18

1,159

90 - 100

12

626

13

700

80 - 89

29

1,402

45

2,064

70 - 79

97

4,090

77

3,138

60 - 69

200

7,734

191

6,951

50 - 59

494

16,488

562

16,900

40 - 49

1,150

30,680

1,196

29,277

30 - 39

2,338

46,256

2,279

41,940

20 - 29

4,057

56,799

4,251

54,689

10 - 19

5,249

44,567

5,354

42,195

>0 - 9

9,908

22,722

9,062

18,977

Nil overtime

8,775

--

8,074

--

32,315

231,823

31,122

217,990

Total

Source: Information provided by the respective transport entities (Unaudited)

The table shows 72.8 per cent (74.1 per cent) of employees received an overtime payment in
2010-11 and 838 employees (906 employees) were paid 50 per cent or more of their annual
salary in overtime.
The top 10 highest individual overtime earners across the transport entities are shown below:
Year ended 30 June
Top 10 Individual Overtime
Earners

2011
Transport
Entity

2010

Overtime paid Percentage of
to employee Overtime to
$
salary

Transport
Entity

Overtime paid Percentage of
to employee Overtime to
$
salary

1

RTA

101,683

127

RTA

117,589

126

2

RTA

85,344

107

RTA

102,111

133

3

RTA

83,848

109

RTA

86,614

117

4

RTA

78,688

104

RTA

76,794

73

5

RailCorp

72,103

91

RTA

73,497

101

6

RTA

71,332

73

RTA

73,386

100

7

RailCorp

70,839

71

RTA

72,660

88

8

RailCorp

70,169

70

RTA

64,272

78

9

RailCorp

65,383

70

RTA

63,544

77

10

RTA

65,134

76

RTA

62,634

76

Source: Information provided by the respective transport entities (Unaudited).
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The table shows RTA and RailCorp employees received the highest overtime payments. For
the other transport entities, the most overtime paid to individual employees was $50,013
($41,400) at State Transit; $36,800 ($36,770) at Sydney Ferries; $35,903 ($34,070) at the
Department; $1,400 (nil) at TCA; $1,389 ($6,347) at CRIA; and $953 (nil) at ITSR.
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High levels of overtime can adversely affect financial and operational performance.
Financially, premiums paid for overtime can lead to higher than necessary costs, while
operationally, high levels of overtime may result in health and safety issues for employees.

Excessive Annual Leave (Repeat Issue)
Recommendation
I again recommend transport entities review the effectiveness of their policies for managing
excessive annual leave balances.
Managing excessive annual leave balances remains a challenge for the transport entities.
Over 2,270 (2,100) staff had accrued more than 40 days (or 50 days for RailCorp shift
workers) of annual leave at 30 June 2011. This represents 7.8 per cent (7.4 per cent) of all
staff at that date and an accrued liability of $40 million ($34 million).
The table below shows the number of staff with more than 40 days (or 50 days for RailCorp
shift workers) accrued annual leave at 30 June and the value of accrued annual leave for
these employees.
Year ended 30 June
Transport Entities

2011

2010

2009

Trend

Number of
employees

Amount
$’000

Number of
employees

Amount
$’000

RailCorp*

↑

1,222

H

21,921

1,056

H

17,128

936

State Transit

~

363

5,202

362

4,746

420

5,323

Sydney Ferries****

↓

63

306

78

1,502

107

2,056

RTA

~

557

10,259

542

9,308

676

10,183

DoT

↑

49

1,472

36

621

45

766

TCA

↑

10

349

7

249

6

261

SM

↓

--***

CRIA

↓

7

OTSI

↓

2L

ITSR

↓

6

PTTC
Total

~

Amount
$’000

H

14,848

4

136

--**

177

9

144

20

198

23

3

107

3

86

185

6

181

13

--***

--***
2,279

Number of
employees

--***
39,894

2
2,105

L

95

2

34,219

2,228

--**

316
L

94
34,133

Source: Information provided by the respective transport entities (Unaudited).

*
**

Excessive leave based on 40 days for non shift workers and 50 days for shift workers.
Sydney Metro was established on 27 January 2009. No employees existed at 30 June 2009 or in any prior years.

All Sydney Metro and PTTC staff had been transferred to the Department of Transport by 30 June 2011 as a
result of the Transport Administration Amendment Act 2010.
**** Sydney Ferries staff are impacted by the future franchising arrangements.
Key: ↑ Trend upwards, ↓ Trend downwards, ~ No trend.
L

Lowest balance in comparison to all transport entities.

H

Highest balance in comparison to all transport entities.

Excess leave entitlements can have adverse effects, including an ever increasing financial
liability as salary rates increase over time. The health and welfare of staff can also be
adversely affected if they do not take sufficient breaks from work during the year. Allowing
excess annual leave balances also means employees performing key control functions may
not be rotated regularly, which is a preventive control against fraud.

59

E18_0736 AS-10-002-PR-0033

NSW Auditor-General's Report
Volume Eight 2011
TRANSPORT OVERVIEW

For the purpose of this report, excessive annual leave has been defined as an accrued
balance of more than 40 days (or 50 days for RailCorp shift workers) as at 30 June. Individual
transport entities may define excessive annual leave differently for management and internal
reporting purposes.
The graph below illustrates the percentage of staff with excessive annual leave balances for
all transport entities over the last three years.

Excessive Annual Leave Balances
50
45
Percentage of Staff

42

40
35
30
25
20
15
10
5
0
RailCorp*

State
Transit

Sydney
Ferries

RTA

DoT

TCA

CRIA**

OTSI***

ITSR

Year ended 30 June
2009

2010

2011

Source: Information provided by the respective transport entities (Unaudited).

*
**

RailCorp percentage of staff with excessive annual leave is based on head count data rather than Full-Time
Equivalent (FTE) data.
CRIA had only 25 public sector staff at 30 June 2011, of which seven had excessive leave balances.

*** OTSI had only 11 public sector staff as at 30 June 2010, of which two had excessive leave balances.

The chart shows the proportions of staff with excessive annual leave at State Transit and
Sydney Ferries dropped from 8.7 and 16.0 per cent in 2008-09 to 6.9 and 10.5 per cent in
2010-11 respectively. This is largely due to policies adopted by State Transit and Sydney
Ferries, including the Executive’s monthly and quarterly reviews. While CRIA and OTSI have
the highest percentage of staff with excessive annual leave balances, staff numbers in these
entities are much smaller and the total excessive leave liability is relatively low. The chart also
shows the proportion of staff with excessive annual leave has declined for seven of the nine
entities over the past three years. All entities advise that policies have been implemented to
manage excessive annual leave. The chart demonstrates these policies are having a positive
effect.

Long Service Leave Liability
Transport entities continue to have significant long service leave liabilities that create future
funding challenges. The total long service leave liability amounted to $597 million at
30 June 2011 ($592 million), an increase of 25 per cent over the last five years, most of which
has occurred since 2008.
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The graph below shows the trend in the total long service liability of all New South Wales
transport entities over the past five years.
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Long Service Leave Liability for all NSW Transport entities
590
570
550
$m 530
510
490
470
450
2007

2008

2009

2010

2011

Year ended 30 June
Source: Transport entities financial statements (audited).

The liability was relatively stable between 2010 and 2011 primarily because entitlements grew
in only five of the nine entities and actually fell or remained steady in the other four
organisations. This also reflects the fact that government bond rates, used to discount the
liability to present value, remained constant over the two years.
The table below shows the long service leave liability of each New South Wales transport
entity over the past five years.
Year ended 30 June
Transport entity

Five Year
Trend

2011
$m

2010
$m

2009
$m

2008
$m

2007
$m

RailCorp



293.6

287.9

259.5

214.2

209.3

State Transit



54.9

52.7

45.1

44.0

42.6

Sydney Ferries



6.5

7.2

7.5

6.9

6.9

RTA



222.6

228.6

196.4

175.1

185.6

DoT



12.7**

TCA



CRIA

8.3**

7.2**

6.2**

5.3**

1.6

1.3

1.1

1.0

0.6



1.7

1.6

2.0

19.2

23.0

ITSR



2.8**

3.1**

2.9**

OTSI



0.1**

SM



--*

0.8

PTTC



--*

0.1

0.1

0.1

0.2

Total



596.5

591.7

521.7

469.4

476.1

***

2.8**

2.6**

***

***

***

--*

--*

--*

Source: Transport entities financial statements (audited).

*
**

All staff at SM and PTTC and the associated long service leave liabilities were formally transferred to the
Department in 2010-11. Also, SM was only established on 27 January 2009 and had no employees prior to
30 June 2009.
The long service leave entitlements for these entities are assumed by the Crown.

*** OTSI was not able to provide prior year long service leave balances at the time of printing.
Key:  Trend upwards,  Trend downwards, No trend.
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The Department recorded the largest increase in long service liabilities over the five year
period, primarily because of the increase in its staff numbers resulting from the transport
restructure. RailCorp and RTA recorded a $121 million increase in their combined liability over
the period, RailCorp’s liability increased by 40 per cent and RTA’s by 20 per cent.
RailCorp, State Transit and TCA advise they have plans in place to ensure these liabilities are
adequately funded in the future, while RTA manages employee provisions as part of its
normal budgeting process. Sydney Ferries advises it will consider the issue as part of the
franchising plan. All other transport entities’ long service leave liabilities are assumed by the
Crown.
The transport entities should continue to monitor their long service leave liabilities since
entitlements will continue to increase over time with increases in remuneration levels. Funding
pressures will also compound as other liabilities arise from the expected retirement of a large
proportion of the ageing workforce.

Workforce Ageing
Recommendation
In 2010, I recommended each transport entity continue to develop and implement effective
policies to manage their ageing workforce.
Twenty five per cent of staff employed by transport entities at 30 June 2011 were aged
55 years or older and 41 per cent were over 50. This represents a worse position than at
30 June 2010. A significant proportion of these employees are likely to retire in the next 5 to
15 years, potentially resulting in a significant loss of transport specific skills.
The age profile of staff for all New South Wales transport entities is shown below:
At 30 June
Age Group

2011
No. of Employees*

2010
%

No. of Employees*

%

Up to 35

6,577

22

6,346

22

35 – 39

3,436

11

3,235

11

40 – 44

3,821

12

3,662

13

45 – 49

4,449

14

4,312

15

50 – 54

4,792

16

4,459

16

55 – 59

4,067

13

3,777

13

60 – 64

2,327

8

1,993

7

65+

1,318

4

742

3

30,787

100

28,526

100

Total

Source: Information provided by the respective transport entities (Unaudited).

*

All transport entities provided this information based on Full-Time-Equivalent staff at 30 June, except for
RailCorp. The information for RailCorp is based on headcount data.

Some transport entities have implemented strategies to manage these risks. State Transit
advises it has implemented succession planning through apprenticeship, cadetship and
graduate programs. The RTA advises it has implemented strategies and initiatives, with
particular attention on those areas where skill shortages are apparent, such as engineering,
road design, traffic and transport. The initiatives include RTA’s targeted employment
programs aimed at graduates, trainees, etc. The RTA has also implemented a new ‘My
Journey Program’ targeting all staff aged 55 years and over, to encourage knowledge sharing
and discussions on working intentions and retirement preparedness. TCA actively seeks to
attract junior employees through graduate and internship programs. ITSR advises it has
succession strategies in place, including the implementation of graduate trainee
arrangements.

62

E18_0736 AS-10-002-PR-0033

The chart below further demonstrates the age structure of the transport services workforce.
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Ageing Profile of Transport Services Workforce
18
16
14
12
10
%
8
6
4
2
0
Under 20 - 24 25 - 29 30 - 34 35 - 39 40 – 44 45 - 49 50 – 54 55 - 59 60 - 64
20
Ageing Categories
2011

65+

2010

Source: Information provided by the respective transport entities (Unaudited).

The age profile of employees for each transport entity is shown below:
At 30 June 2011 RailCorp
Age Group
%**

State
Transit
%

Sydney
Ferries
%

RTA

DOT

TCA

CRIA

OTSI

ITSR*

%

%

%

%

%

%

Up to 35

23

15

24

22

23

37

8

-

12

35 – 39

12

11

15

9

12

18

16

-

12

40 – 44

13

13

17

10

16

11

4

-

17

45 – 49

15

16

15

13

12

12

20

18

17

50 – 54

15

17

11

16

15

10

36

37

16

55 – 59

12

14

10

16

12

7

12

9

16

60 – 64

6

10

6

9

7

5

4

9

7

65+

4

4

2

5

3

-

-

27

3

100

100

100

100

100

100

100

100

100

Total

Source: Information provided by the respective transport entities (Unaudited).

*
**

Sydney Metro and PTTC has no employee at 30 June 2011
All transport entities provided this information based on Full-Time-Equivalent staff at 30 June, except for
RailCorp. The information for RailCorp is based on headcount data.

The table shows TCA, Sydney Ferries, RailCorp, and the Department have the youngest
workforce, with over 35 per cent of employees under 40. The RTA and State Transit have
45 per cent of employees over 50 and OTSI and CRIA have more than 50 per cent over 50
years old.
To ensure an adequate supply of employees in the future, transport entities should continue to
actively monitor workforce age profiles and have appropriate strategies in place to develop,
attract and retain employees whose skills are aligned with the strategic direction of the
entities.
Sydney Ferries workforce may be affected by the tender process to franchise this agency to a
non-government operator.
Refer to the individual agency comments in this volume for more information on the ageing
workforce.
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Fraud in Transport Agencies
Procurement Fraud
Procurement continues to be a major risk area for corruption and fraud in the NSW public
sector. The impacts include financial and reputational losses, negative impacts on safety, and
poor quality goods, services and infrastructure. In response to various findings of fraud and
corrupt conduct, the Independent Commission Against Corruption (ICAC) has continued to
examine corruption risks with procurement and to help agencies manage these risks.
The ICAC is currently conducting Operation Jarek, an enquiry into various state and local
council authorities. The corruption allegations concern acceptance of gifts and benefits in
return for placing orders and continuing business, and alleged payment of fraudulent invoices.
A small number of employees within some of the transport agencies are part of this enquiry,
which is not yet complete.
RailCorp is continuing to implement recommendations from previous ICAC enquires, refer to
the RailCorp comment for further details.

Cost of Vandalism
Last year, I recommended Sydney Ferries and the RTA investigate the costs and benefits of
implementing systems to determine and monitor the cost of vandalism so that potential trends
can be identified and addressed.
In response to my recommendation, the Department advises that TfNSW will establish a
Customer Experience Division and a Transport Services Division to work with the operating
entities, including Sydney Ferries and RTA, to address issues such as the impact of
vandalism on the provision of transport services.
RailCorp, the RTA, STA and Sydney Ferries own and manage significant portfolios of assets
vital to the efficient operation of transport services in New South Wales. Vandalism results in
financial costs, to repair or replace damaged assets and reduced levels of customer
satisfaction and safety.
RTA calculated that vandalism cost $4 million in 2011-12 while Sydney Ferries advises the
costs of vandalism are immaterial.
RailCorp spent approximately $40.0 million in 2010-11 ($55.0 million) to repair malicious
damage, including graffiti, to assets such as trains and stations.

Electronic Ticketing System for the Greater Sydney Region
The Public Transport Ticketing Corporation (PTTC) is responsible for oversighting the design,
implementation and maintenance of the new integrated Electronic Ticketing System (ETS).
On 7 May 2010, it signed the ETS contract with the Pearl Consortium, comprising Cubic
Transportation Sydney (Australia), Downer EDI Engineering Power and the Commonwealth
Bank.
The value of the new electronic ticketing system over 15 years is estimated at about
$1.2 billion. It will operate across greater Sydney’s public transport network and extend as far
as Newcastle and the Hunter region, Wollongong, the IIIawarra and the Blue Mountains.
The PTTC made significant progress in the design phase of the ETS during the year, and it
still expects commuters will be using the new ETS Opal smart card ‘ticket’ on all modes of
public transport by the second half of 2014.
I previously reported in Volume Five, 2008 that PTTC terminated the Tcard project with the
private sector contractor on 23 January 2008 and commenced legal proceedings to recover
the funds spent on the failed project. The contractor responded by lodging a cross claim. The
PTTC advises that the case has been set down for hearing in February 2012 and is expected
to last more than 3 months.
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For further information on the electronic ticketing system and the Tcard litigation, refer to the
comments on PTTC in this volume.

Loss of Federal Training Grants due to Employment Arrangements
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Last year, I recommend the Department reconsider the appropriateness of employment
arrangements so State Transit would avoid further losses of Commonwealth Government
grants.
Under current arrangements, staff are employed by government departments, known as
Employment Divisions, rather than directly by State Transit. This results in State Transit losing
an entitlement to Commonwealth Government training grants.
The Department advises that while the loss of training grants in the transport portfolio is an
issue specific to State Transit, the broader employment issue needs to be considered from a
whole of government perspective by the central agencies.

Other Information
Commuter Car Parking and Interchange Program (CCPIP)
Stage one of the CCPIP involves delivery of around 7,000 new commuter car spaces in
28 facilities at railway stations across the Sydney, the Central Coast, Illawarra and Blue
Mountains. Stage two was announced as part of the Metropolitan Transport Plan and involves
construction of 22 projects comprising 19 car parks and interchanges, to be delivered by TCA,
and three station upgrades by RailCorp.
The total revised budget for the stage one and stage two projects being delivered by TCA is
$333 million ($394 million).
TCA and RailCorp managed the construction of 25 commuter car parks under stage one of
the CCPIP, of which, 22 are being delivered by TCA and three by RailCorp. TCA advises 20
of these have been fully open to the public since 31 October 2011 and the remaining two are
due to open in late 2011. RailCorp has completed all three car parks at Holsworthy, Windsor
and Morisset. Three other car parks at Campbelltown, Tuggerah and Wentworthville,
managed by the NSW Department of Services, Technology and Administration and local
councils, have also been completed and opened to the public.
TCA advises stage two projects are being developed within an approved budget of
$80.5 million. This budget includes design, development and construction of 8 of the 19 car
parks and interchanges and minor costs associated with the remaining 11 projects. A review
is currently underway to ensure that the remaining 11 car parks and interchanges address the
needs of the local communities. At 31 October 2011, transport interchange facility upgrades
have been completed at Narwee, Allawah and Panania. Construction work or planning and
design activities have commenced on all other projects.
For further information on the CCPIP, refer to the comments on RailCorp and TCA in this
volume.

2010-11 Transport Funding Announcements
The government’s 2011-12 Budget will invest $7.7 billion on operating and expanding the New
South Wales public transport system and $5.4 billion on maintaining and upgrading the New
South Wales road network and for maritime services.

65

E18_0736 AS-10-002-PR-0033

48

NSW Auditor-General's Report
Volume Eight 2011
TRANSPORT OVERVIEW

Forty
four per cent of
major transport
agency projects
are late or over
budget

The Transport cluster’s 2011-12 capital program is $5.9 billion and includes:








$3.2 billion for reinforcing capacity of existing road networks and increasing capacity on
major roads and highways within the Sydney region, Pacific Highway, Great Western
Highway, Hume Highway and Princes Highway
$198 million for the Rail Clearways Program
$292 million for the South West Rail Link
$464 million for rolling stock acquisition (includes Waratah train enabling works)
$119 million for 261 new/replacement buses for both State Transit and private operators
$314 million for the North West Rail Link.

Status of Key Transport Projects
Last year, I recommended the Department continues to monitor key transport projects being
delivered by transport entities to help ensure they are delivered on time and within budget.
The Department advises responsibility for major capital projects will now be transferred to
TfNSW.
The table below shows the original and latest revised budgets for the top ten capital projects
of each major transport entity.
Transport entity*

Number of
completed
Projects in Year
2010-11

Number of
Projects
2010-11

RailCorp**

--

10

2012-20

4,476,500

5,168,800

State Transit

3

4

2011-12

384

404

Sydney Ferries

4

5

2012-19

34,306

35,237

RTA

2

10

2011-14

6,086,000

6,049,000

CRIA

9

10

2010-11

57,480

54,833

TCA*****

--

3

2011-16

3,762,000

4,489,000

PTTC***

--

1

2015

273,331

329,183

14,690,001

16,126,457

Total

Forecasted
Completion Year

43

Original Budget
($000)

Latest Revised
Budget
($000)

Source: Information provided by the respective transport entities (unaudited).

*
**

Sydney Metro, ITSR and OTSI did not have any key transport projects at 30 June 2011.
RailCorp has a portfolio of projects (in excess of $100 million); some still in the planning phase or subject to
tender and the details are commercial in confidence.
*** This cost is the capital component for the delivery of the electronic ticketing system. The full cost of the project is
$1.2 billion, and the increase in capital costs relates to a reallocation of costs within the $1.2 billion total.
**** Original budget and revised budget for RailCorp, TCA and PTTC are based on estimated total cost information.
***** While no projects were finalised in 2010-11, TCA did commission some projects in the Clearways Program and
some commuter car parks and commuter interchanges. Management advises that the original budget for the
Clearways Program of $1.3 billion excluded escalation costs. Refer to the TCA comment for more information
on TCA’s performance.

The table shows the transport entities are committed to key transport projects totalling over
$16.1 billion with expected completion dates ranging between 2011 and 2020. Variations
between original and latest revised budgets primarily relate to changes in project scopes since
initial cost estimates or cost escalations over the life of the projects.
Key transport projects are subject to change as the Government’s priorities are reviewed and
updated. Examples include termination of the Sydney Metro project, the deferral of the
Western Express railway line, and the commencement of the North West Rail Link.
The agencies above advise they expect to deliver 24 of the 43 projects on time and within
budget. Forty four per cent of major transport agency projects are late or over budget.
Refer to the individual agency comments in this volume for further information on key
transport projects.
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North West Rail Link (NWRL)
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The government has committed to delivering a transport system, the NWRL, for the people of
North West Sydney. At 23 km long, the NWRL will be the biggest expansion to Sydney’s rail
system since the 1930s.
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In April 2011, the government announced the design, development and delivery of the NWRL.
A specialised project team has been established within the Department to coordinate and
expedite the project.
The pre-construction process has started, with geotechnical drilling taking place along the
proposed route between Epping and Rouse Hill. The current short term project timeline is:
Milestone

Time frame

Procurement of major service providers

Q2 to Q3 2011

Finalise project definition report including delivery strategy and
outline concept design

Q2 to Q3 2011

Commence geotechnical and survey investigations

Q3 2011

Finalise concept design

Q4 2011

The NWRL infrastructure work includes:


six new underground suburban railway stations – Cherrybrook, Castle Hill, Hills Centre,
Norwest, Kellyville and Rouse Hill



provision for additional stations at Rouse Hill (Cudgegong Road) and Kellyville (Samantha
Riley Drive)



bus, pedestrian, car and cycling access facilities at all stations, with approximately 3000
park and ride spaces proposed at key stations
approximately 15.5 km of twin bored tunnels from Epping to Kellyville







approximately 7.5 km of cut and cover, viaduct and at grade twin track alignment from
Kellyville to Tallawong Road
a stabling yard at Tallawong Road
ancillary infrastructure, rolling stock, systems and services.

The 2011-12 State Budget invests $314 million for the NWRL, with a provisional allocation of
$2.5 billion over the next four years. The Department expects the release of cost estimates
following determination of the project scope by the end on 2011.
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Section Two
Agencies with Individual Comments

Minister for Roads and Ports
Minister for Transport
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Audit Opinion
The audit of the Maritime Authority of NSW (the Authority) and its controlled entity’s financial
statements for the year ended 30 June 2011 resulted in unmodified audit opinions within the
Independent Auditor’s Reports.

On 1 November Unless otherwise stated, the following commentary relates to the consolidated entity.
2011, the Roads
and Traffic Operational Snapshot
Authority and
Maritime NSW
Maritime Authority of NSW
were replaced by
Roads and
Operations in 2010-11:
Outcomes in 2010-11:
Maritime Services
Moving to the
Government
Licensing System
created problems
for the Authority

508,839 (491,521) boat licences
issued
232,535 (236,635) vessel
registrations
31 (56) educational seminars
presented

40 (61) serious injuries reported
92% (87.3%) average safety
compliance rate
1,233,000 tonnes (1,136,000 tonnes)
of trade through Eden and Yamba
ports

The Authority was the State government’s safety regulator for commercial and recreational
vessels. The Authority regulated the safety functions of NSW port corporations, managed two
regional ports (Yamba and Eden), provided policy advice to the State government on port
related activities and owned and managed the seabed of the major ports (Sydney, Newcastle
and Port Kembla).
The Authority’s services cost $110 million ($111 million in 2009-10), it generated revenue of
$122 million ($125 million) and paid a dividend to government of $4.0 million ($4.0 million) for
the year.

Key Issues
Recent Transport Restructure
On 1 November 2011, the new integrated transport authority, Transport for NSW, was
formally established. Transport for NSW will be responsible for improving the customer
experience, planning, program administration, policy, regulation, procurement of transport
services, infrastructure and freight for the people of NSW. As a result, some of the functions of
the Authority were transferred to Transport for NSW.
In addition, effective 1 November 2011, the Roads and Traffic Authority and the Authority
ceased to exist in their current form with the new agency, Roads and Maritime Services,
created in their place.

Government Licensing System
In July 2010, the Authority replaced its licensing system with the Government Licensing
System (GLS) which is provided by the Department of Financial Services.
Initially the implementation of the GLS created problems for the Authority’s licensing process.
There were significant deficiencies in system functionality and data reliability. Service delivery
was adversely impacted as incorrect information was sent to the Authority’s customers.
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Since implementation, the Authority has taken steps to rectify the data errors and system
issues. Additional customer service staff were recruited to deal with the transaction
processing issues, and comprehensive financial reconciliations were developed between the
GLS and the Authority’s general ledger. At October 2011, many of the issues had been
resolved. However, the Authority and the Department of Financial Services are continuing to
work on system improvements.
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Performance Information
The Authority provided the following information regarding its performance:
Year ended 30 June

2011

2010

2009

2008

2007

Boating licences issued

508,839

491,521

483,649

451,696

445,736

Registered recreational vessels

223,328

226,515

222,322

217,074

213,387

Waste recovered from Sydney
Harbour (cubic metres)

2,284

2,778

2,737

3,183

3,471

Fatalities per 100,000 total
registered or licensed vessels

4.3

9.7

5.2

9.3

10.3

- recreational vessels (%)

92.8

89.0

88.3

87.1

87.4

- commercial vessels (%)

91.6

88.3

91.0

93.4

89.8

Safety compliance rate*:

Source: Maritime Authority of New South Wales (unaudited).

*

The safety compliance rate reports the proportion of random vessel checks that did not result in infringement or
formal warning notices being issued.

There were 10 (23) fatalities from boating incidents during the year. There was no clear trend
or pattern to these incidents.
Boating incidents during the year from both commercial and recreational vessels totalled
294 (362). This is a decrease of 19 per cent from the prior year.
Management advises that following the introduction of the Government Licensing System, the
Authority changed its methodology for calculating the number of registered vessels. In 201011, the Authority reported on current registrations. Prior to 2010-11, numbers of registrations
reported included those that had expired and were less than 90 days overdue.
Waste recovered from Sydney Harbour decreased as there was a 14 per cent reduction in
crew due to long term illness, long service leave taken and suspension of the Joint Foreshore
Clean-up Project.
The Authority has been involved in a number of safety initiatives, including the implementation
of the Marine Safety (General) Regulation 2009. Effective 1 November 2011, this regulation
was amended by the Marine Safety (General) Amendment (Lifejackets) Regulation 2010 to
extend lifejacket wear requirements and make further provision for minimum safety equipment
on vessels.

Property Management
Year ended 30 June

2011

2010

2009

Value of rental properties ($m)

132.0

131.0

129.0

12.2

10.5

10.6

9.2

8.0

8.2

Property rental revenue ($m)
Return on rental properties (%)
Source: Maritime Authority of New South Wales.

The Authority experienced an improved return on its rental properties in the Maritime Trade
Tower with rental revenue increasing by $1.7 million from 2009-10. This was mainly due to a
combination of new tenants paying higher floor rents, a reduction in floor vacancies and the
cessation of rental abatement plans.
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Financial Information
Abridged Statement of Comprehensive Income
Year ended 30 June

Consolidated

Parent

2011
$’000

2010
$’000

2011
$’000

2010
$’000

Boating income

44,253

43,433

44,253

43,433

Rental income

46,235

44,513

46,235

44,513

Channel fees

11,354

8,342

11,354

8,342

Investment income

13,178

15,163

13,178

15,163

Other income

7,104

13,364

7,097

13,364

Total Income

122,124

124,815

122,117

124,815

Employee related expenses

40,739

39,221

39,998

44,478

Contract service expenses

23,600

22,056

23,600

22,056

Administration

8,589

8,300

8,194

7,920

Finance costs

8,137

9,896

8,137

9,896

Depreciation and amortisation

14,391

11,417

14,391

11,417

Other expenditure

14,977

20,609

14,977

20,609

110,433

111,499

109,297

116,376

11,691

13,316

12,820

8,439

1,129

(4,877)

--

--

Total Expenses
Surplus
Other Comprehensive Income
Superannuation actuarial gains/(losses)
Gain on revaluation of property, plant and
equipment

206,864

150,102

206,864

150,102

Total Other Comprehensive Income

207,993

145,225

206,864

150,102

Total Comprehensive Income

219,684

158,541

219,684

158,541

The decrease in other revenue was mainly due to the prior year figure including $4.5 million in
wharf assets received from local councils and the sale of the Superyacht Marina for
$1.5 million.
The increase in depreciation and amortisation expense was due to the increase in property,
plant and equipment over the last two years.
The decrease in other expenditure was mainly due a reduction in losses on the disposal and
write off of assets. Included in 2010-11 was the write-off of $1.6 million in costs to develop a
new property management system (Maritime Assets Property System) which was intended to
replace the current property system (IGLS). Following announcement of the creation of the
new Roads and Maritime Services a decision was taken to cease further development work
so that an enterprise wide property management solution could be considered.
The change in the superannuation actuarial assessment results from a decrease in the
present value of the defined benefit obligation and improved investment returns from stronger
financial markets.
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Abridged Statements of Financial Position
At 30 June

Consolidated
2011
$’000

Current assets

55

2010
$’000
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Parent
2011
$’000

2010
$’000

108,233

106,062

107,532

104,994

Non-current assets

1,673,295

1,436,368

1,672,815

1,436,281

Total Assets

1,781,528

1,542,430

1,780,347

1,541,275

97,662

88,868

116,207

109,503

Non-current liabilities

264,076

248,732

244,350

226,942

Total Liabilities

361,738

337,600

360,557

336,445

1,419,790

1,204,830

1,419,790

1,204,830

Current liabilities

Net Assets

MARITIME AUTHORITY OF
NSW

At 30 June 2011, non-current assets increased mainly due to:



a gain on the revaluation of property, plant and equipment of $206 million
harbour deepening costs of $42.4 million performed on behalf of the Authority by Sydney
Ports Corporation and several private sector entities.

Total liabilities increased mainly as a result of the recognition of a $42.4 million liability for
channel fees received in advance, arising from the harbour deepening referred to above.

Authority Activities
The Authority was responsible for marine safety and environmental protection of navigable
New South Wales’ waterways. It also ensured the appropriate development and use of
wetlands and associated maritime assets.
The Ports and Maritime Administration Act 1995 established the Authority in July 1995.
For further information on the Authority, refer to www.maritime.nsw.gov.au.

Controlled Entity
The following controlled entity has not been reported on separately as it is not considered
material by its size or the nature of its operations to the consolidated entity.
Entity Name

Website

Maritime Authority of NSW Division

*

*

This entity does not have a website.
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Roads and Traffic Authority of New
South Wales
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Audit Opinion

ROADS AND TRAFFIC
AUTHORITY OF NEW SOUTH
WALES

The audits of the Authority and its controlled entity’s financial statements for the year ended
30 June 2011 resulted in unmodified audit opinions within the Independent Auditor’s Reports.
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Unless otherwise stated, the following commentary relates to the consolidated entity.

Survey of
Sydney’s seven Operational Snapshot
major routes
shows a broadly The Authority primarily manages roads, vehicle and driver licensing. It is under the direction of
consistent trend the Department of Transport (the Department) and its services include:
in travel speeds
Key area
Key outcomes
for morning and Road network

managing over 18,000 kilometres of State
afternoon peaks
roads and 3,000 kilometres of regional and
over five years
local roads

Licensing and registration



managing the construction of more than
100 road projects valued at over
$1.9 billion



operating 15,867 traffic signals and
facilities



maintaining roads and bridges at cost of
about $140 million



administering licence registration of
5.6 million motor vehicles



controlling licensing services for 4.9 million
drivers

Source: Roads and Traffic Authority of New South Wales (unaudited).

The Authority’s services cost $3.1 billion, it generated revenue of $765 million, received
government contributions of $4.2 billion and held assets valued at $64 billion at 30 June 2011.

Key Issues
Managing Congestion
One of the government’s State Plan priorities is to improve efficiency of the road network.
The results of the Authority’s survey of Sydney’s seven major routes over five years
demonstrates a broadly consistent trend in the travel speed for both morning and afternoon
peak period travel.

74

E18_0736 AS-10-002-PR-0033

57

NSW Auditor-General's Report
Volume Eight 2011

Major Routes Peak Speed

45

ROADS AND TRAFFIC
AUTHORITY OF NEW SOUTH
WALES

43
Actual Speed (km/h)

41

Road fatalities
decreased in
2010–11

39
37
35
33
31
29
27
25
2007

2008

2009

2010

2011

Year ended 30 June
morning peak speed

afternoon peak speed

Traffic congestion on Sydney’s major routes continues to influence speeds and travel times
for the community.
Management advises its current strategy to manage road congestion includes:





modelling future increases in traffic volumes with a focus on expanding motorways
active management of traffic flow
bus priority measures
use of technology to improve road traffic operations.

I understand the Authority and the Department plan to develop a long-term strategy that
integrates transport agencies to manage road congestion.
Further details on average speed times on major routes are included later in this comment.

Performance Information
The Authority provided the following information regarding its performance:

Road Safety Performance Outcomes
The New South Wales Government State Plan, issued in November 2006, included safer
roads as a priority. The target set in the plan was to achieve 0.7 road fatalities per 100 million
vehicle kilometres travelled by 2016. The revised State Plan, issued in October 2009,
introduced a primary road safety target of 4.9 fatalities per 100,000 people by 2016.
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Road fatalities per 100,000
population

8
7
6
5
4
3
2
1
0
2006

2007

2008

2009

2010

2011

Year ended 30 June
Road fatalities per 100,000 population

The Authority delivered a total of 67 road safety engineering projects during the year under
the Road Toll Response Package initiative, which the government announced in March 2010.
Key outcomes include:




expenditure of $35.8 million on additional road safety marketing campaigns, safety
barriers, highway review works and safety works for council managed roads
continuing road safety education and child restraint/helmet evaluation programs.

The Authority contributed to the development of the National Road Safety Strategy
2011-2020, released by the Commonwealth on 20 May 2011. The strategy’s vision is to
improve road safety. It identifies a series of actions to reduce annual road deaths and serious
injuries by at least 30 per cent on Australian roads by 2020.
Statistics on fatalities and injuries from road traffic crashes were:
Year ended 30 June

Actual
2011

Road fatalities per 100,000
population*
Road fatalities per 100 million
vehicle kilometres travelled*
Total Fatalities
Total Injuries

2010

2009

2008

2007

5.0

6.2

6.1

5.4

6.4

0.53

0.66

0.65

0.59

0.71

367

447

432

376

442

24,855

23,754

24,103

24,775

26,065

Source: Roads and Traffic Authority of New South Wales (unaudited).

*

Fatality and population figures for 2009–10 and 2010–11 are provisional. Fatality rates for 2008–09, 2009–10
and 2010–11 have been calculated using projected travel growth since 2008.
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Pavement rebuilding represents the percentage of road surface area repaired for structural
damages to total area of road surfaces. The Authority achieved its short term target of
1.2 per cent, but not its long term target of two per cent. The Authority advises this target is
unlikely to be achieved under the existing funding arrangements.
Year ended 30 June

Target*
2011

Road maintenance expense ($m)
Pavement rebuilding rate (%)

Actual
2011

2010

2009

2008

2007

687

621

572

605

671

688

1.2

1.3

1.4

1.2

1.1

1.1
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The Authority has
significant
challenges to
maintain road
service levels

Source: Roads and Traffic Authority of New South Wales (unaudited).

*

Targets are set by the Authority.

The Authority submitted a draft Strategic Asset Maintenance Plan to Treasury in 2007 for ten
years with funding proposals to meet an annual long-term target of two per cent pavement
rebuilding. The funding needs were updated for the Strategic Asset Maintenance Plan
2011-12. The Plan uses a risk-based approach to determine strategic maintenance priorities.
The Authority advises its ability to effectively maintain service levels and sustain road
infrastructure has been severely hampered by:






an expanding asset base with no provision for recurrent maintenance or replacements
an ageing infrastructure (about 40 per cent of pavement network is over 30 years old)
increased traffic and axle loadings
increasing costs of maintenance
increasing environmental constraints and amenity requirements.

The Strategic Asset Maintenance Plan recommended a ‘minimum to mitigate high risk’
funding option, which seeks to provide reasonable service levels and risk apportionment over
the next ten years and addresses immediate shortfalls that would compromise State Plan
targets. This option defers establishing a sustainable asset management regime until after
2020.

Ride Quality and Pavement Durability
The ‘Good Ride Quality’ target per the State Plan is 93.0 per cent in 2016.
The Authority did not achieve its ‘Good Ride Quality’ target for 2011 due to an increase in the
rate of road deterioration due to heavy and prolonged rains. Ride quality measures the
‘roughness’ of travel over road surfaces (including national highways) and is a primary
indicator of road condition.
The Authority achieved its 2011 targets for pavement durability, which measure road surface
cracking on sealed State roads.
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Travel speeds
mostly decreased
on major road
routes in 2010–11

These measures, as a percentage of total roads, over the last five years are shown below:
Year ended 30 June

Target*
2011
%

Actual
2011**
%

2010
%

2009
%

2008
%

2007
%

Ride Quality*
Good

92.2

91.2

91.5

91.6

90.7

90.4

Fair

--

5.8

5.7

5.8

6.2

6.7

Poor

--

3.0

2.8

2.6

3.1

2.9

78.0

78.1

77.4

76.3

78.0

76.5

Fair

--

14.2

14.9

15.0

13.5

14.0

Poor

--

7.7

7.7

8.7

8.5

9.5

Pavement Durability
Good

Source: Roads and Traffic Authority of New South Wales (unaudited).

*

Targets are set by the Authority.

Average Travel Speed on Seven Major Routes to and from Sydney
The State Plan charges the Authority with improving the efficiency, as measured by travel
speeds, on Sydney’s major roads during peak times.
Average speed trend for seven major routes to and from Sydney are shown below:
Year ended 30 June

Actual speed (km/h)
2011

2010

2009

2008

2007

F3/Pacific Highway/F1

33

34

35

35

35

M2/Lane Cove Tunnel/Gore Hill
Freeway**

36

39

36

31

38

M4/Parramatta Road/City West Link

25

28

29

28

25

M5/Eastern Distributor

34

35

41

34

40

Pittwater Road/Military Road/F1

25

25

26

26

27

Princes Highway

29

31

30

28

28

Victoria Road

24

26

21

23

22

Combined seven routes*

29

31

31

30

30

F3/Pacific Highway/F1

54

53

50

52

45

M2/Lane Cove Tunnel/Gore Hill
Freeway**

60

65

66

61

47

M4/Parramatta Road/City West Link

39

35

39

40

38

M5/Eastern Distributor

51

54

56

48

50

Pittwater Road/Military Road/F1

35

34

38

39

38

Princes Highway

32

32

32

36

35

Victoria Road

31

34

33

32

31

Combined seven routes*

42

42

43

43

41

Morning Peak Speeds

Afternoon Peak Speeds

Source: Roads and Traffic Authority of New South Wales (unaudited).

*
**

Combined seven routes average speed was calculated by the total travel distance over total travel time of the
seven routes.
From 2007–08, the Lane Cove Tunnel is part of the M2 corridor (formerly parallel sections including Epping
Road).
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Overall, travel speeds decreased marginally on most routes. This reflects increasing traffic
volumes and congestion.
Management advises:


the morning peak speed decreased on the M4 corridor due to increased traffic volumes
following removal of the toll from March 2010



the morning and afternoon peak travel speed decreased on the M2/Lane Cove
Tunnel/Gore Hill Freeway corridor due to road works and reduced speed limits



afternoon peak travel speed on the Victoria Road corridor decreased due to road works
during the survey in November 2010.

61

NSW Auditor-General's Report
Volume Eight 2011
ROADS AND TRAFFIC
AUTHORITY OF NEW SOUTH
WALES

Other Information
Human Resources
This year I reviewed the following matters raised last year relating to human resources:





use of contractors
overtime
management of annual leave balances in excess of threshold policies
employee age profile to identify the number of employees nearing retirement age and
actions taken to address any risks arising.

A summary of the results of the review follows.
Use of Contractors
The Authority uses skill hire contractors as a short-term employment option for a period of
generally not more than one year for specialised positions.
Management advises that the Authority continues to regularly monitor its use of skill hire
contractors, with all appointments or extensions requiring approval by the Head of the
Directorate. This has contributed to a decrease in skill hire contractors from last year.
The Authority’s percentage of skill hire contractors decreased to 4.8 per cent of the workforce
from 7.7 per cent in 2009–10. However, 82.1 per cent (56.6 per cent) of its contractors had
been engaged for more than 12 months. The longest serving contractor has been with the
Authority for over ten years.
Management advise its use of contractors is a result of:






skill shortages in engineering and information technology
pay offered is below comparables available in the industry
the government’s recruitment freeze
construction and information technology industry using contingent workforces
growth in the overall road program due to higher Australian government funding.

The retention of contract staff for extended periods may result in additional costs to the
Authority and critical business knowledge may be lost when contractors leave the
organisation.
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The number of skill hire contractors and contract durations are shown below:
Year end 30 June

Number of skill hire contractors
2011

2010

2009

81.1

93.7

92.0

Over 6 years

84

68

73

5–6 years

14

18

10

4–5 years

16

14

24

3–4 years

35

44

23

2–3 years

55

78

69

1–2 years

164

173

147

80

303

380

448

698

726

Cost of Skill Hire Contractors ($m)
Duration Since Current Skill Hire Contract Start Date

less than 1 year
Total
Source: Roads and Traffic Authority of New South Wales (unaudited).

Overtime
The Authority’s overtime represents 7.5 per cent (7.6 per cent) of employees’ base salaries
and wages. Overtime for 2010–11 totalled $46.9 million ($44.3 million). On average
57.3 per cent (61.4 per cent) of the Authority’s employees received approximately $5,000
($5,000) in overtime. The highest amount paid to a single employee was $101,683
($118,000). A total of 313 employees were paid 50 per cent or more of their annual salary in
overtime.
I plan to consider these findings in my current performance audit on the management of
overtime across a number of government agencies.
The top ten overtime earners as a percentage of overtime to salary were:
Year end 30 June
Employee

2011
Percentage of
overtime to
salary

2010

Annual salary

Overtime

$

$

Percentage of
overtime to
salary

Annual salary

Overtime

$

$

1

127

80,118

101,683

133

77,037

102,111

2

109

76,961

83,848

126

92,958

117,589

3

107

80,118

85,344

126

59,885

75,552

4

106

48,845

51,610

124

48,177

59,603

5

104

75,496

78,688

122

48,177

58,956

6

102

56,374

57,465

117

74,001

86,614

7

97

50,102

48,714

117

48,177

56,284

8

97

50,102

48,376

109

51,792

56,486

9

96

50,102

48,193

109

52,998

57,525

10

94

60,131

56,437

108

48,177

52,250

Source: Roads and Traffic Authority of New South Wales (unaudited).

Management advises:


the monitoring of overtime is performed through monthly reporting to directorates



key reasons for the level of overtime include night work, major projects, emergency
scenarios (including natural disasters) and special events usually performed outside
business hours



the Human Resources Branch works with the directorates to ensure overtime worked
complies with the Authority’s policy.

80

E18_0736 AS-10-002-PR-0033

63

Annual Leave Balances
The Authority implemented a process to actively manage excessive annual leave balances.
The number of employees with annual leave in excess of 40 days declined from 704 in
2007-08 to 557 employees at 30 June 2011. However, 6.3 per cent (6.3 per cent) of total
employees still have excessive annual leave balances.
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Liabilities for excessive annual leave generally increase over time as salary rates increase,
which impacts cash flow requirements. The health and welfare of the staff may also suffer if
they do not take regular leave.
At 30 June

2011
No. of
personnel

Total
days

2010
Amount
$’000

No. of
personnel

Total
days

Amount
$’000

Annual Leave Entitlement (days)
> 100

3

339

137

2

213

73

81–100

5

446

192

9

815

301

61–80

59

4,072

1,544

43

2,913

1,109

41–60

490

23,178

8,386

488

23,025

7,824

Total

557

28,035

10,259

542

26,966

9,307

Workforce Ageing
The age profile of the Authority is skewed towards employees over 50 years old with 483
(229) employees over 65 years at 30 June 2011.
Just over 30 per cent (27.9 per cent) of total employees are over 55 years of age and 45.7
(44.5 per cent) are over 50. This represents a large number of employees who are likely to
retire over the next ten years, increasing the risk of a significant loss of accumulated
knowledge and skills in specialised areas.
The age profile of the Authority’s employees is shown below:
Age Profile of Workforce

18
16
14
12
10
%

8
6
4
2
0
Under
20

20-24

25-29

30-34

35-39

40-44

45-49

50-54

55-59

60-64

65 +

At 30 June
Age Categories
2011

2010
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As at 30 June
Age Group

Up to 34

2011
No. of employees
(FTE)

2010
%

No. of employees
(FTE)

%

1,928

21.7

1,546

21.3

35–39

835

9.4

693

9.6

40–44

920

10.3

777

10.7

45–49

1,134

12.8

1,006

13.9

50–54

1,382

15.6

1,202

16.6

55–59

1,419

16.0

1,234

17.0

60–64

772

8.7

558

7.7

65+

483

5.5

229

3.2

8,873

100.0

7,245

100.0

Total
Source: Roads Traffic Authority (unaudited).

Management advises it actively monitors its workforce age profile. It has a workforce strategy
as part of its Corporate Plan 2008–12. The strategy is to develop, recruit and retain
employees whose skills are aligned with the strategic direction of the Authority.
The Authority held 21 succession planning seminars across New South Wales as part of the
‘My Journey Program’ implemented in 2010. This program targets staff aged over 55 to focus
on knowledge sharing, working intentions and retirement preparedness.

Road over Rail Bridges
The Authority received and recognised a contribution of 141 roads over rail bridge assets from
rail and other transport agencies during 2010–11. The carrying value of the bridges at
30 June 2011 was $194 million.

Transport Restructure
Following a government announcement on 15 July 2011, the Authority was abolished effective
31 October 2011. The Authority’s functions have been transferred to a new body, NSW Roads
and Maritime Services.
The new entity will focus on service delivery, building and maintaining roads, conducting
driving tests, issuing licences and registrations, compliance and overseeing harbours and
waterways.
Further information on the transport restructure is included in the Transport Overview in this
volume.
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The Authority’s major projects did not incur significant budget overruns or major delays. The
table below shows completion dates and costs for the highest valued projects listed in
2010-11 budget papers for the Authority.
Year ended
30 June 2011

Year of
Initial
Forecast/
Budget
Estimated
Actual
Paper with Completion Completion
Initial
Date per
Date
Estimates Budget Paper

Initial
Project
Estimate*

Cost to
Forecast/
30 June Actual Final
2011
Cost
$m
$m
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Forecast
Variance
$m

$m

Hunter ExpresswayF3 to Branxton
Freeway

2010–11

2013

2013

1,700

326

1,700

--

Pacific Highway,
Tintenbar to
Ewingsdale

na

2014

2014

862

59

**

--

Pacific Highway, Coffs
Harbour (Sapphire) to
Woolgoolga
2010–11

2014

2013

733

205

705

(28)

Pacific Highway,
Ballina Bypass

2009–10

2012

2012

661

570

640

(21)

Pacific Highway,
Kempsey Bypass

2010–11

2014

2013

618

176

618

--

Pacific Highway
Banora Point,
Upgrade

2010–11

2012

2012

359

189

359

--

Pacific Highway,
Bulahdelah Upgrade

2007–08

2012

2012

300

137

315

15

Bus Priority on
Strategic Corridors

2008–09

2012

2012

295

265

295

--

Hume Highway,
Tarcutta Bypass

2010–11

2011

2011

293

205

290

(3)

Hume Highway,
Woomargama Bypass 2010–11

2011

2011

265

180

265

--

Source: Roads and Traffic Authority of New South Wales (unaudited).

*

The initial project estimates represented the initial strategic or concept estimates prior to any detailed planning or
project development.

**
na

Estimated cost will be confirmed following the award of the major contract.
Not available – The initial estimated completion dates for these projects were not reported in the respective
Budget Paper because the projects were at the early stage of planning.
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Administered Revenue
Revenue collected on behalf of the State and remitted to the Consolidated Fund was:
Year ended 30 June

Actual
2011
$m

2010
$m

2009
$m

2008
$m

2007
$m

Vehicle registration fees

280

270

249

243

232

Drivers licences fees

118

146

116

91

96

Vehicle transfer fees

41

38

36

38

35

588

586

538

605

555

1,474

1,312

1,231

1,186

1,113

Fines

4

4

5

5

5

Other

80

76

70

58

58

Total

2,585

2,432

2,245

2,226

2,094

Stamp duty
Motor vehicle weight tax

Motor vehicle weight tax increased by 12.3 per cent (6.5 per cent) mainly due to the increase
in motor vehicle tax rates implemented on 1 July 2010.

Financial Information
Abridged Statements of Comprehensive Income
Year ended 30 June

Consolidated
2011
$m

Parent

2010
$m

2011
$m

2010
$m

Sale of goods and services

430

398

430

398

Other revenues

335

512

335

512

Government Contributions

4,241

3,772

4,241

3,772

Total Revenue

5,006

4,682

5,006

4,682

Employee related

587

569

589

673

Maintenance

621

572

621

572

Depreciation and amortisation

849

921

849

921

Grants and subsidies

374

743

374

743

89

96

89

96

Other expenses

452

417

452

417

Loss on disposal of non current assets

112

54

112

54

Total Expenses

3,084

3,372

3,086

3,476

Surplus

1,922

1,310

1,920

1,206

Finance costs

Other Comprehensive Income
Gain/(loss) on revaluation of property plant
and equipment
Superannuation actuarial losses
Total Other Comprehensive
Income/(Expense)
Total Comprehensive Income

(591)
(2)
(593)
1,329

4,534
(104)
4,430
5,740

(591)
-(591)
1,329

4,534
-4,534
5,740

A state-wide review of road classifications was performed in 2010. This resulted in the transfer
in of $ 313 million and transfer out of $361 million of roads and bridges from/to various
councils, which contributed to a larger other revenue income and grants and subsidies
expense in the prior year.
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Increase in government contributions is largely to fund major projects received from the
Australian Government.
Superannuation actuarial losses reflect movements in the actuarially assessed employee
superannuation liability and fund assets for employees who are members of the State
Government’s defined benefit superannuation plans.
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Abridged Statement of Financial Position
At 30 June

Consolidated
2011
$m

Current assets

Parent

2010
$m

2011
$m

2010
$m

500

370

500

370

Non-current assets

63,519

62,119

63,519

62,119

Total Assets

64,019

62,489

64,019

62,489

Current liabilities

1,285

1,239

1,917

1,859

Non-current liabilities

2,054

2,092

1,422

1,472

Total Liabilities

3,339

3,331

3,339

3,331

60,680

59,158

60,680

59,158

Net Assets

The increase in non-current assets largely represents construction works in progress on the
Pacific Highway, Hunter expressway and Great Western Highway funded by the government
contributions.

Authority’s Activities
The Authority is responsible for improving road and traffic safety management, enhancing
road network efficiency, maintaining and renewing the existing road system and constructing
new roads and bridges throughout New South Wales. Other major responsibilities include
road safety education, assessing and collecting tax on the registration of motor vehicles,
licensing drivers and collecting stamp duty on motor vehicle related transactions for the Office
of State Revenue.
The Authority was constituted under the Transport Administration Act 1988.
For further information on the Authority, refer to www.rta.nsw.gov.au.

Controlled Entity
The following controlled entity has not been reported on separately as it is not considered
material by its size or the nature of its operations to the consolidated entity.
Entity Name

Website

Roads and Traffic Authority Division

*

*

This entity does not have a website.
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Chief Investigator of the Office of
Transport Safety Investigations
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Audit Opinion

CHIEF INVESTIGATOR OF
THE OFFICE OF TRANSPORT
SAFETY INVESTIGATIONS

The audit of the Chief Investigator of the Office of Transport Safety Investigations’ (OTSI)
financial statements for the year ended 30 June 2011 resulted in an unmodified audit opinion
within the Independent Auditor’s Report.
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The Chief
Investigator of the
Office of
Transport Safety
Investigations has
made a loss for
the last five
financial years

Key Issues
Financial Position of OTSI
Recommendation
OTSI needs to closely monitor its financial position to ensure it is able to continue to meet its
financial and statutory responsibilities.
OTSI had a loss of $118,000 ($178,000 in 2010) for the year ended 30 June 2011 and net
liabilities of $30,000 ($88,000 net assets in 2010) at 30 June 2011. OTSI has recorded a
deficit for the last five financial years. The cumulative losses since 2007 amount to $807,000.
OTSI is budgeted to make another loss in 2011–12 of $144,000 after receiving grants and
contributions of $2.2 million. It also is budgeted for a positive cash position of $104,000 at
30 June 2012 indicating it will be able to pay its debts as they fall due. However, any
significant variation from the budget could have an impact on its financial position.

Entity Activities
OTSI investigates transport accidents and incidents. It covers rail, bus and ferry passenger
transport and rail freight.
OTSIis an independent statutory office and operates under the Transport Administration Act
1998.
For more information on the Chief Investigator of the Office of Transport Safety Investigations,
refer to www.otsi.nsw.gov.au.
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Audit Opinion
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The audit of the Authority’s financial statements for the year ended 30 June 2011 resulted in
an unmodified audit opinion within the Independent Auditor’s Report.

Operational Snapshot
The Authority manages and operates the country regional network (CRN). The network is
broken down into the following four classifications:
2010-11
CRN Classification

Core passenger

CRN kilometres Gross tonnes
per kilometre
(million)

1,118

3,628

521

679

Grain

1,093

329

Non operational

3,169

--

Total

5,901

4,636

Core freight

Gross tonnes per kilometre is a standard measure of track usage being the gross weight of a train multiplied by
kilometres travelled
Source: Country Rail Infrastructure Authority (unaudited).

Currently 3,169 kilometres of the country regional network is non-operational. These lines
were made non-operational at various times over the last 40 years following a government
decision at the time the line or lines were no longer viable. Management advises that
budgeted expenditure on disused lines is currently $1.25 million per year.
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Country Regional
Network (CRN)
management
agreement with
the Australian Rail
Track Corporation
terminated
Contract signed
with John Holland
Rail for CRN
operations and
maintenance
services with
$33.5 million in
start up costs
expected

The Authority also oversees the management of the Leased Network by the Australian Rail
Track Corporation (ARTC). The Leased Network is made up of the Hunter Valley and
Interstate network. It is leased to ARTC for a period of 60 years from September 2004.

Key Issues
For general transport industry information, refer to the ‘Transport Overview’ section earlier in
this report.

Transport Restructure
The Transport Legislation Amendment Act 2011 was passed by the New South Wales
Parliament in September 2011. The legislation provides for the establishment of Transport for
NSW (TfNSW) as a New South Wales Government agency and sets out the objectives and
functions of TfNSW.
The legislation also provides for the abolition of Country Rail Infrastructure Authority. The
Authority’s functions are expected to transfer to TfNSW during 2011-12.
For further information on the transport restructure refer to the ‘Transport Overview’ in this
volume.

Country Regional Network
At present the ARTC continues to manage and maintain the country regional network under a
management agreement. This agreement commenced in September 2004 and will terminate
at midnight on 14 January 2012.
In December 2010, the Authority signed a 10 year contract with John Holland Rail for the
provision of Country Regional Network (CRN) operations and maintenance services, following
a two year contestability project. The purpose of the contestability project was to increase
market competition, improve value for money and the level of service provided to CRN
customers.
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The 10-year contract term provides incentives for John Holland Rail and the industry to invest
in people, training and equipment. The contract places particular emphasis on the delivery of
the bulk of the operations and maintenance services from ‘in-house’ resources. This approach
is designed to drive long-term improvements to quality, safety and accountability.
John Holland Rail will take over from ARTC on 15 January 2012 and the new arrangement will
deliver over $1.5 billion in maintenance and upgrade works on the CRN over the 10-year
contract period.
The Authority is now liable for disengagement costs incurred by ARTC and mobilisation costs
incurred by John Holland Rail. Disengagement costs incurred to 30 June 2011 are
$1.0 million. The Authority anticipates a further $7.2 million to complete the transition.
Mobilisation costs incurred to 30 June 2011 are $9.8 million and the Authority anticipates a
further $23.7 million will be incurred to complete the mobilisation.
The Authority paid $175 million to ARTC in 2010–11 to manage and maintain the country
regional network ($177 million in 2009–10).

Gap to Narrabri improvements
During June 2010, the Authority completed the Gap to Narrabri capacity improvements
project. The project has resulted in increased track capacity for freight services in the north
west of the State. Under the Deed of Lease, ARTC are able to exercise their right to take over
certain sections of the CRN.
On 1 July 2011, in accordance with the Deed of Lease, ARTC exercised their option to lease
the section of track from the Gap to Boggabilla. The financial transactions associated with the
option will be recorded in the 2011–12 financial statements. Property, plant and equipment
assets of $327 million, representing this section of track, will be disposed of and total
borrowings of $56.7 million repaid. The repayment of borrowings will be funded by revenue to
be received from two mining companies as set out in the project deed.

Other Information
Major Capital Projects
The Authority spent $78.0 million on capital works in 2010–11 ($88.0 million). The original and
current direct cost estimates and service delivery dates for major capital projects are listed in
the table below.
Project

Original
completion
date

Forecast
completion
date

Months
late

Original Forecast
Total
budget
final
costs to
$m
cost
30 June
2011
$m

Steel resleepering program

June 2011

June 2011

Nil

46.66

44.77

44.77

Bathurst Bridge replacement

September
2010

November
2010

2

13.55

10.99

10.99

June 2009

June 2012

37

32.0

32.0

31.30

Signalling and train control
systems

Source: Country Rail Infrastructure Authority (unaudited).

During the year the Authority installed 260,545 sleepers under the annual steel resleepering
program at a cost of $44.8 million.
Whilst the signal box rationalisation component of the signalling and train control systems
project has been completed, the train control systems component has been significantly
delayed by at least 37 months. The Authority is carefully monitoring this project which is
being delivered by ARTC, and is no longer confident the project can be delivered within the
original budget of $32.0 million. The Authority is currently considering its options for this
project.

88

E18_0736 AS-10-002-PR-0033

Maintenance activities
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The table below shows the Authority increased its maintenance spend to $137 million in
2010–11 ($129 million) excluding major capital projects. The Authority still has a significant
amount of backlog maintenance, comprising of mainly asset renewals. At 30 June 2011,
backlog maintenance totalled $680 million ($731 million). The seven per cent reduction in
backlog maintenance is consistent with the Authority’s Total Asset Management Plan.
Year ended 30 June

Actual maintenance expenditure*

2011
$m

2010
$m

137.0

129.1

462.0

504.4

81.1

85.4

137.0

141.0

Backlog maintenance:


Timber sleepers



Timber under bridges



Timber over bridges
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Backlog
maintenance has
decreased by
$51 million to
$680 million, and
is expected to be
cleared over the
next 10 years

Source: Country Rail Infrastructure Authority (unaudited).

*

Direct engineering costs (excludes major capital projects).

The increase in maintenance expenditure was mainly due to prior year works being carried
forward and completed in the current financial year.
Despite the existence of backlog maintenance, the Authority advises the safety of the network
is not compromised. It also advises that based on its asset management plan, works
programs, and current funding allocations being appropriately indexed, timber assets will be
replaced by modern, low maintenance equivalents over the next ten years as they become life
expired. Only minor maintenance is undertaken on non-operational lines.
Since 2004, as a result of the Authority’s maintenance activities and investment in capital
works, the condition of the country regional network has steadily improved based on the
Authority’s track quality measure.

Workforce Ageing
Last year, I reported that the Authority had a large number of employees that are likely to
retire in the next five to 15 years, increasing the risk of a significant loss of knowledge and
skills from the Authority. Ten per cent of the Authority’s employees at 30 June 2010 were
aged 55 years or older and 56 per cent were over 50.
I recommended the Authority continue to develop and implement effective policies and
procedures to manage its aging workforce.
In response management advised that it does not currently have a strategy in place to deal
with its ageing workforce. Longer term planning will be considered when the future of the
Authority within the transport reforms is resolved.
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Financial Information
Abridged Statement of Comprehensive Income
Year ended 30 June

Government contributions

2011
$’000

2010
$’000

173,608

174,987

Access fees

21,593

17,968

Other revenue

25,619

14,736

220,820

207,691

3,229

2,820

Depreciation

133,421

133,244

Maintenance and contractors

126,077

97,101

Tripartite agreement payment

11,820

11,487

Finance costs

3,884

3,190

Other expenses

5,746

3,046

Operating Expenses

284,177

250,888

Deficit

(63,357)

(43,197)

Asset revaluation reserve increase

3,178

112,189

Total Other Comprehensive Income/(Expense)

3,178

112,189

(60,179)

68,992

Operating Revenue
Employee costs

Other Comprehensive Income

Total Comprehensive Income/(Expense)

The increase in other revenue was due to revenue from ARTC for overbridges associated with
the Hunter Valley Coal network, and from revenues from mining companies paying for stages
1–4 of the Gap to Narrabri Rail Capacity Project.
The increase in maintenance and contractor expenditure is a result of costs associated with
the transfer from ARTC to John Holland Rail as well as increased maintenance works
completed on overbridges.

Abridged Statement of Financial Position
At 30 June

Current assets

2011
$’000

2010
$’000

63,650

66,554

Non-current assets

2,144,431

2,200,489

Total Assets

2,208,081

2,267,043

105,144

46,798

16

57,145

105,160

103,943

2,102,921

2,163,100

Current liabilities
Non-current liabilities
Total Liabilities
Net Assets
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Non-current assets include $1.8 billion of trackwork and infrastructure assets which relate to
the country regional network. The decrease in total assets is mainly due to depreciation for
the year.
The increase in current liabilities was largely due to the Gap to Narrabri Rail Capacity Project
borrowings. These borrowings have been reclassified from non-current to current as they are
expected to be extinguished in the 2011–12 financial year.
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Authority Activities
For further information on the Authority, refer to www.countryrail.nsw.gov.au.
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Audit Opinion
The audit of the Department of Transport and its controlled entities financial statements for the
year ended 30 June 2011 resulted in unmodified audit opinions within the Independent
Auditor’s Reports.
Sydney Ferries was a controlled entity of the Department for the year ended 30 June 2011.
The Independent Auditor’s Report for Sydney Ferries’ financial statements included an
emphasis of matter related to significant uncertainty whether Sydney Ferries would be able to
realise its assets and discharge its liabilities in the normal course of business. This resulted
from the franchising arrangement announced in May 2011. See the comment for Sydney
Ferries for more information.
Unless otherwise stated, the following commentary relates to the consolidated entity.

Operational Snapshot
The Department of Transport was responsible for a range of transport related functions
covering the planning, procurement, delivery and coordination of transport services and
infrastructure in NSW in 2010-11. The main activities comprise Rail Services, Road Transport
Services (mainly Bus Services), Road and Traffic Services, Ferry Services and Ticketing
Services delivered either by the Department or its controlled entities.
Transport entity

Main activities

Department of Transport^

Lead Transport Agency

Rail Corporation*

Rail Services

Roads and Traffic Authority and its
division*

Road and Traffic Services

Total
Net
Comprehensive assets/(liabilities)
income (2010-11)
(2010-11) $m
$m

55

175

4,610

22,782

1,329

60,680

Country Rail Infrastructure Authority* Rail Services

(60)

2,103

Transport Construction Authority*

Rail Infrastructure

155

992

State Transit Authority and its
divisions*

Road Transport Services
(mainly Bus Services)

4

243

Sydney Ferries*

Ferry Services

3

84

Public Transport Ticketing
Corporation*

Ticketing and Fare Payment
Services

(18)

(114)

Sydney Metro*

Rail Services

(4)

204

Source: Transport entities financial statements (audited).

^
*

Parent entity
Controlled entity

For general transport industry information, refer to the ‘Transport Overview’ section earlier in
the report. Detailed comment on the activities of the controlled entities is also contained
elsewhere in this volume.
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Other Information
Corporate Governance
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Transport Administration Amendment Act 2010
With effect from 1 July 2010, the Department of Transport and Infrastructure was renamed
Transport NSW. This change was brought about by the Transport Administration Amendment
Act 2010, which established a new framework for the administration and governance of the
delivery of transport services and infrastructure by public transport agencies under the general
direction of the Director General.
The Department was established as the lead transport agency with primary responsibility for
transport policy, planning and coordination functions as well as oversight of infrastructure
delivery and asset management.
The new transport structure was to deliver streamlined, integrated transport planning and
service delivery, and consolidation of similar functions to reduce costs and provide additional
funds for front line staff and services. For the year ended 30 June 2011, the Department
controlled most public sector transport agencies for consolidation purposes.
Public Sector Employment and Management (Departments) Order 2011
On 4 April 2011, the Public Sector Employment and Management (Departments) Order 2011,
changed the name of Transport NSW to the Department of Transport. Other than the change
of name, there were no impacts on operations.
Transport Legislation Amendment Act 2011
The Transport Legislation Amendment Act 2011 established a statutory corporation called
Transport for New South Wales (TfNSW) on 1 November 2011. Other changes relate to the
administration of public transport in New South Wales.
TfNSW assumes most functions and responsibilities of the Department and a number of
functions and responsibilities from other entities which provide transport services. TfNSW is
now responsible for:





policy and planning
transport coordination
transport infrastructure
transport services.

The Department will continue to provide policy advice to the Minister for Transport and the
Minister for Roads and Ports. The Director General manages the affairs of TfNSW, Sydney
Metro and Public Transport Ticketing Corporation.

Sydney Ferries Contract
On 11 May 2011, the Minister for Transport announced that the government will retain
ownership of Sydney Ferries, but with a non-government operator leasing, maintaining and
operating the fleet.
The operator will be required to enter into a contract with the Department, which will continue
to retain control over fares, routes and safety obligations.
The Registrations of Interest were followed by a request for an Expressions of Interest (EOI),
which closed on 29 July 2011. Five companies and consortia have expressed interest in a
service contract for running Ferry Services. The formal tender process commenced in
October 2011 with three firms invited to respond, and a new operator is expected to
commence by the end of 2012.
The announcement and process have superseded the seven year contract finalised between
the Department and Sydney Ferries in 2010. The associated vessel replacement strategy has
also been deferred.
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In 2010, I released a performance audit report on how well the Department manages the
performance of metropolitan bus contracts. The report recommended the Department further
improves performance and drives costs down by:
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specifying a range of performance objectives for each contract region with a clear focus
on the needs of bus users
comprehensively benchmarking performance to hold bus operators accountable, with
penalties for poor performance



strengthening controls on operator self-reporting to ensure performance information is
accurate



publicly reporting operator performance by route and by region conducting more frequent
bus customer satisfaction and usage surveys, including the use of Mystery Shoppers.

The performance objectives should include areas likely to be of concern to bus users, such
as:














public transport share of trips made to and from places other than the CBD (for
community transport, educational transport, pensioners or other segments)
passenger and driver safety (aside from licensing and accreditation)
passenger comfort (such as seating, air-conditioning)
over-crowding
cancelled services
level of accessibility - combining the nearness of a bus stop, service frequency and hours
of operation
bus travel times
availability of parking at bus stops
provision of information about bus services (on board announcements, real time
information about next arrival)
provision of bus shelters (generally left to local councils).

These recommendations should be implemented well ahead of the next round of bus
contracts in 2012. The Department advises it is continuing to improve management of the
existing contracts and developing revised performance standards for the next round of
contracts.
All scheduled bus services in the Sydney metropolitan area, by both public and private
operators, are provided under Metropolitan Bus Service Contracts managed by the
Department.
The contracts, introduced in 2005, are worth $5.6 billion over seven years. The State Transit
Authority was awarded contracts to operate four metropolitan regions and private operators
were awarded the contracts for the other eleven regions. The contracts include extensive
requirements for operators to report information to the Department.

State Transit Authority Contract
STA’s current Metropolitan Bus System contracts, due to expire on 30 June 2012, were
extended for a period of up to 12 months in October 2011, to facilitate the negotiation of new
contracts. The contracts included an option for the Department to extend them.
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Transport Concessions for University Students
Recommendation
Transport for NSW should urgently complete developing processes that ensure transport
concession cards are retrieved from ineligible students
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The Department commenced a review of processes and procedures for issuing transport
concession cards in 2007 after it determined procedures for removing cards from ineligible
students were inconsistent.
In 2010, the Department surveyed NSW tertiary institutions which issue student transport
concessions cards, focusing on their processes for retrieving concession cards where
students cease to be eligible for them.
The Department advises that a preliminary review of the survey results indicates that of the 49
institutions with processes for retrieving cards, 30 estimated they retrieved between
0-25 per cent of cards and 13 estimating they retrieved more than 75 per cent.
Following a fuller analysis of the survey results, Transport for NSW will examine whether the
practices of institutions retrieving higher percentages of cards can inform revisions to the
guidelines to promote greater retrieval rates across the sector.

Private Vehicle Conveyance Scheme (Repeat Issue)
Recommendation
Last year, I recommended the Department ensure the independent review of the Private
Vehicle Conveyance Scheme be finalised as soon as possible and accepted
recommendations be implemented in a timely manner.
The Private Vehicle Conveyance (PVC) Scheme is designed to help parents meet the cost of
transporting their children between home and school if they live in an area with no public
transport for all or part of the journey. The Department paid $20.1 million in PVC subsidies in
2010-11.
Last year, the Department advised that distances detailed in the PVC application forms are
only subject to random sample checks. It also advised it was developing a geospatial
database, which would enable it to more efficiently check all applications to ensure distance
details were correct and the applicant was entitled to a PVC subsidy.
The Department advises it has received the independent review report and is progressing
improvements to the administration of the subsidy. It is currently focussing on processes to
verify student eligibility and validate the correct level of subsidy benefits is paid.

Human Resources
This year, I again reviewed the following areas relating to human resources within the parent
entity:







employee age profile to identify the number of employees nearing retirement age and
actions taken to address any risks arising
management of annual leave balances in excess of threshold policies
management of excessive flex leave balances
extent of overtime
extent of contract staff.

A summary of the results of my review follows.
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Last year, I recommended the Department establish appropriate policies to mitigate and
manage the risks associated with its ageing workforce.

NSW Auditor-General's Report
Volume Eight 2011

In response, I was advised the newly established Transport for NSW will assume
responsibility for managing staff, including succession planning and talent management.
The Department is facing challenges from the potential loss of a large number of retiring staff
over the next 10 to 15 years. Its employee age statistics below show:
21.9 per cent are aged 55 years and over
36.5 per cent are aged 50 years and over.




There has been an improvement of 2.9 per cent in the proportion of staff aged under 55 years
during 2010-11.
As at 30 June

2011

Age Group

No. of
Employees*

2010
%

No. of
Employees*

%

20 – 49

307

63.5

206

61.7

50 – 54

70

14.6

45

13.5

55 – 59

57

11.8

45

13.4

60 – 64

36

7.4

28

8.4

65+

13

2.7

10

3.0

484

100.0

334

100.0

Total
Source: Department of Transport (unaudited)

*

Number of employees refers to full time equivalent

The chart below demonstrates the age distribution of the Department of Transport’s
employees.

Age Profile of Workforce
18
16
14
12
10
%

8
6
4
2
0
20 - 24

25 - 29

30 - 34

35 - 39

40 – 44

45 - 49

50 – 54

55 - 59

60 - 64

65+

Year ended 30 June
2011

2010

Source: Department of Transport (unaudited).
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To ensure the Department continues to have sufficient, appropriately skilled employees, it will
need to actively monitor its workforce age profile and ensure strategies are in place to
develop, attract and retain staff whose skills are aligned with its strategic direction.
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Flex Leave
Last year, I recommended the Department consider implementing mechanisms to centrally
monitor flex time records to help ensure excessive flex time is not being accrued and forfeited
by staff.
The Department does not know the extent to which flex time is being accrued and forfeited by
staff, as it does not keep centralised records of flex time. Records are decentralised and
manually maintained by each branch. If flex time is not monitored centrally, employees may
be accruing and/or forfeiting excessive flex time.
The Department advises that it is transitioning payroll and leave processing from ServiceFirst
to its own Shared Services Division, which may lead to improved flex leave information.
Employment of Contractors
Last year, I recommended the Department develop and maintain an appropriate central
register of all contractors it engages.
The Department advises that a central register of all contractors has been established and is
being actively monitored from a budgetary, financial and compliance perspective.
While contractors may have benefits for the Department, extensive reliance on this
employment source and the engagement of long term contractors, particularly in senior roles,
generally results in higher employment costs and less ownership and commitment to
organisational goals and objectives.
The length of service for all contractors employed by the Department is shown in the table
below:
Duration since contractors start date

No. of Contractors at
30 June 2011

Proportion of Total
Contractors
%

> 6 years

--

--

5-6 years

1

0.5

4-5 years

2

1.1

3-4 years

3

1.6

2-3 years

21

11.3

1-2 years

24

12.9

Less than 1 year

135

72.6

Total Contractors in the Department

186

100.0

Source: Department of Transport (unaudited).

Twenty eight per cent of total contractors have been engaged by the Department for more
than twelve months. At 30 June 2011, no contractors had been engaged for more than
six years.
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At 30 June
No. of contractors

2011

2010

No. of contractors

186

160

9,056

15,678

6

5

1,491

na

Total cost of contractors for the year ($’000)
Term of longest serving contractor (years)
Highest cost for a contractor over the term of their
contract ($’000)
na

The register database was recently developed; this information was not readily available.

Financial Information
Abridged Statement of Comprehensive Income
Year ended 30 June

Consolidated**
2011
$’000

Parent
2011
$’000

2010
$’000

1,596,243

80,172

10,365

499,243

88,942

63,586

Total Revenue

2,095,486

169,114

73,951

Employee related expenses

2,538,274

122,803

40,441

Other operating expenses

1,068,439

106,794

46,724

Maintenance

1,408,033

626

1,503

Depreciation, amortisation and impairment

1,886,614

41,338

29,388

497,299

7,286,446

3,745,347

Bus operator expenses (metropolitan and
regional service costs), major events, project
costs and income tax expense

1,000,021

1,157,409

992,614

Total Expenses

8,398,680

8,715,416

4,856,017

Gain on disposal

5,917

--

--

Passenger revenue, fees and charges, and
others*
Other revenue

Grants and subsidies

Other Losses

(243,237)

(500)

(10)

Net Cost of Services

6,540,514

8,546,802

4,782,076

Government Contributions

8,602,556

8,601,812

4,794,389

Surplus

2,062,042

55,010

12,313

Net increase in asset revaluation reserve

4,029,307

--

--

--

--

Other Losses/Expenses

(24,191)

Other Comprehensive Income

4,005,116

--

--

Total Comprehensive Income

6,067,158

55,010

12,313

*
**

represents passenger service revenue, toll revenue including E-Tag, access fees, number plates, works and
services including construction contract revenue, Third party insurance data access charges, advertising,
publications, fees for services rendered including salary recoup and others.
2011 is the first year the Department was consolidated with other transport agencies and therefore no
consolidated comparatives exist.

98

E18_0736 AS-10-002-PR-0033

Transport funding is received by the Department and distributed to its controlled entities via
grants and subsidies. The grants and subsidies it paid included $2.5 billion to RailCorp,
$4.2 billion to the Roads and Traffic Authority (RTA), and $546 million for other controlled
entities and projects, including $173 million to Country Rail Infrastructure Authority (CRIA),
and $160 million to the Transport Construction Authority (TCA). In 2009-10 the RTA’s funding
was not provided through the Department, which accounts for the significant increase in total
expenses in 2010-11.
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Other expenses includes $741 million paid to the STA and private bus operators for services
provided under the Metropolitan and Outer Metropolitan bus contracts, and $353 million for
services provided under the rural and regional bus contracts.
Revenue for the Department includes $74.0 million in fees for services rendered, including
salary recoupments.
For an analysis of the income and expenditure of the entities in the group please refer to the
individual agency comments within this volume.

Abridged Statement of Financial Position
At 30 June

Consolidated*
2011
$’000

Current assets

Parent
2011
$’000

2010
$’000

1,574,416

195,047

52,515

Non-current assets

92,755,090

1,029,604

669,246

Total Assets

94,329,506

1,224,651

721,761

Current liabilities

3,230,101

212,724

65,922

Non-current liabilities

3,951,469

836,914

591,795

Total Liabilities

7,181,570

1,049,638

657,717

87,147,936

175,013

64,044

Net Assets
*

2011 is the first year the Department was consolidated with other transport agencies and therefore no
consolidated comparatives exist.

Non-current assets and non-current liabilities for the Department include buses acquired
under a financing arrangement.
In the consolidated entity non-current assets are mainly made up of $64 billion from RTA, and
$25 billion for RailCorp. Current liabilities are mainly made up of $1.4 billion from RailCorp
and $1.3 billion from RTA. Non-current liabilities are mainly made up of $2.1 billion from RTA
and $848 million from RailCorp.
For further analysis of the assets and liabilities of the entities in the group please refer to the
individual agency comments within this volume.
In the parent entity’s financial results, the increase in non-current assets is mainly attributed to
$260 million of new buses purchased in 2010-11 under the Metropolitan and Outer
Metropolitan Bus contracts. As the buses are acquired under a financing arrangement noncurrent liabilities have also increased.
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The Department’s controlled entities’ net cost of services on a service group basis is detailed
below:
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Year ended 30 June*

Net Cost of Services

Net Assets

2011
Actual
$’000

2011
Actual
$’000

Rail Services

2,743,509

26,152,353

Bus and related services

1,178,459

242,967

Road services

2,318,721

60,680,173

Ferry services

81,952

84,289

Other services

7,379,698

(9,892)

Inter-services eliminations

(7,161,825)

(1,954)

Total all service groups

6,540,514

*

87,147,936

2011 is the first year the Department was consolidated with other transport agencies and therefore no
consolidated comparatives exist.

Department Activities
The Department of Transport and Infrastructure changed its name to Transport NSW on
1 July 2010, and again to the Department of Transport on 4 April 2011. From 1 July 2010 to
30 October 2011, it was the lead transport agency with primary responsibility for:





transport coordination
transport policy and planning
transport services
transport infrastructure.

On 1 November 2011, Transport for NSW was established, and some of the Department of
Transport’s functions and responsibilities have been transferred to it. The Department will
continue to provide policy advice to the Minister for Transport and the Minister for Roads and
Ports.
For further information on the Department and Transport for NSW, refer to
www.transport.nsw.gov.au.
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Public Transport Ticketing Corporation
Audit Opinion
The audit of the Corporation’s financial statements for the year ended 30 June 2011 resulted
in an unmodified audit opinion within the Independent Auditor’s Report.

Operational Snapshot
The Corporation will spend about $1.2 billion over the next 15 years to manage the design,
implementation and maintenance of a new integrated electronic ticketing system for public
transport users and operators in greater Sydney. The system will involve the use of the Opal
smart card ‘ticket’ and will become operational in phases from late 2012.
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Implementation of
the Electronic
Ticketing System
is on track and
within budget

Performance Information
The Corporation made significant progress with the design phase of the Electronic Ticketing
System (ETS) in 2010–11. The major achievements during the year were:


Managing the installation and pilot testing of new bus driver consoles on approximately
70 private operator buses in early 2011, within the budgeted timeframe



Commencement of preparatory works and business readiness strategies with all transport
operators



Incurring $48.1 million in capital costs on the ETS project, including $26.7 million in
milestone payments to the Pearl Consortium and $2.3 million to the Independent Certifier
Ensuring the total project budget remained at $1.2 billion over the next 15 years and the
rollout schedule remained within the budgeted timeframe.



Other Information
Electronic Ticketing System for the Greater Sydney Region
The ETS contract was awarded to the Pearl Consortium in May 2010. The Pearl Consortium,
including Cubic Transportation Sydney (Australia) as the lead contractor, Downer EDI
Engineering Power and the Commonwealth Bank of Australia, will build and then operate and
maintain the ETS for a period of fifteen years.
The ETS will operate on the greater Sydney public transport network and extend as far as
Newcastle and the Hunter region, as well as Wollongong, the IIIawarra and the Blue
Mountains. The Corporation expects the ETS will result in:









avoided capital and operating costs that individual operators would have incurred by
introducing their own standalone systems
more people shifting from private to public transport, resulting in greater farebox revenue,
less road congestion, fewer road accidents and less environmental damage
improved information management
improved bus run time savings
better customer experience resulting from reduced queues and quicker processing
reduced fare evasion.

The total cost to build and maintain the ETS over fifteen years is about $1.2 billion. This is
made up of:


$388 million in fixed charges payable to Pearl Consortium



$244 million in variable charges payable to Pearl Consortium over approximately
ten years



$568 million to be incurred by various government agencies and operators on managing
the ETS. This cost includes commissions payable to the retail network, additional
equipment for expansion of the transport network and growth in patronage.
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The Corporation advised the rollout of the ETS is on track to meet the delivery timetable and
the key dates are:

PUBLIC TRANSPORT
TICKETING CORPORATION




Court hearing for
the Tcard
litigation is
scheduled for
February 2012

late 2012 – begin rollout of the Opal ticketing system on the ferry network
mid 2013 – begin rollout of the Opal ticketing system on the train network



Second half of 2013 – begin rollout of the Opal ticketing system on government and
private bus networks



Second half 2014 – rollout of the Opal ticketing system completed across all modes of
transport.

Tcard Litigation
The Corporation terminated the previous integrated ticketing system project, the Tcard
project, on 23 January 2008 and commenced legal proceedings against the private sector
contractor in the Supreme Court. The Corporation terminated the contract on the basis that
the contractor failed to meet the relevant milestone dates in the contract. The Corporation also
claims the contractor failed to submit a satisfactory remediation program. The Corporation is
seeking damages in excess of $70.0 million. The contractor responded by lodging a cross
claim against the Corporation and is seeking damages plus interest of approximately
$200 million from the Corporation.
The Corporation is funding this litigation through borrowings. At 30 June 2011, the
Corporation has incurred $10.9 million in legal fees, $3.0 million in borrowing costs and
$3.3 million in other costs associated with this litigation.
The Corporation advised that mediation between the parties may commence in late 2011. If
unsuccessful, the case has been set down for hearing from February 2012 and is expected to
last more than three months.

Financial Information
Abridged Statement of Comprehensive Income
Year ended 30 June

2011
$’000

2010*
$’000

Government contributions

128

14,910

Other revenue

617

273

Total Revenue

745

15,183

Personnel services/employee related expenses

1,255

1,456

Finance costs

6,746

3,416

Other expenses

10,934

31,814

Total Expenses

18,935

36,686

Deficit

18,190

21,503

--

--

18,190

21,503

Other Comprehensive Income
Total Comprehensive Expense
*

In 2010, the Corporation had one controlled entity, the Public Transport Ticketing Corporation Division. For the
purpose of this report, all 2010 comparative data is shown for the Consolidated Entity at that date. For details
regarding the dissolution of the division refer to commentary on the controlled entity later in this report.

The decrease in government contributions received from the Department of Transport was
due to the Corporation completing the MyZone implementation project in 2010 ($7.5 million)
and the cessation of financial support for the Corporation’s operations ($7.4 million). The
decrease in other expenses was largely due to the Corporation capitalising costs associated
with the ETS project from May 2010.
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Abridged Statement of Financial Position
At 30 June

Current assets

85

2011
$’000

2010*
$’000

6,679

4,814

Non-current assets

65,634

17,559

Total Assets

72,313

22,373

120,808

102,608

65,304

15,374

Total Liabilities

186,112

117,982

Net Liabilities

113,799

95,609

Current liabilities
Non-current liabilities

*

NSW Auditor-General's Report
Volume Eight 2011
PUBLIC TRANSPORT
TICKETING CORPORATION

Refer to commentary above concerning the 2010 comparative data.

The $48.1 million increase in non-current assets was due to costs incurred on the ongoing
development of the ETS project. The $68.1 million increase in total liabilities was due to the
Corporation borrowing funds for the development of the ETS project and in support of its
operating and litigation costs.
While the Corporation has net liabilities at 30 June 2011 of $114 million ($95.6 million), the
Corporation is considered financially viable because its borrowings are guaranteed by the
government and it has loan facilities in place to meet its operating costs and ETS project
obligations. The government has also guaranteed ongoing financial support to the
Corporation.
The Corporation advised the initial operating and capital costs for the ETS project will be
funded through borrowings. Total borrowings of the project are expected to be around
$415 million, with interest expenses of approximately $135 million being incurred over the
15 year life of the contract. The Corporation will earn a fixed commission of 10.4 per cent of
the ETS revenue over the operational period of the system to repay the loans and to fund
additional operating and capital costs of the systems.

Corporation Activities
The Corporation is responsible for managing the phased implementation of the ETS for public
transport users and operators in the greater Sydney metropolitan area.
The affairs of the Corporation are managed and controlled by the Director General of the
Department of Transport.
For further information on the Corporation, refer to www.pttc.nsw.gov.au.

Controlled Entity
In the prior year, the Corporation had one controlled entity, the Public Transport Ticketing
Corporation Division, which provided personnel services to the Corporation. During the year,
all of the division’s staff were transferred to the Department of Transport and the division was
dissolved. Separate financial statements were not required for the division in 2011.
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Audit Opinion
The audit of Rail Corporation New South Wales (RailCorp) and its controlled entity’s financial
statements for the year ended 30 June 2011 resulted in unmodified audit opinions within the
Independent Auditor’s Reports.
Unless otherwise stated, the following commentary relates to the consolidated entity.

Operational Snapshot
RailCorp provides metropolitan passenger rail services to 307 stations operating as CityRail
and long distance services to over 365 destinations operating as CountryLink.
2010-11

Total Expenditure ($m)
Revenue – Passenger Services ($m)

3,502.5
703.5

Passenger Journeys
-

CityRail (million)

-

CountryLink (million)

Cost per Passenger Journey ($)
Revenue Per Passenger Journey ($)

294.5
1.9
11.82
2.37

Key Issues
For general transport industry information, refer to the ‘Transport Overview’ section earlier in
this Report.

Recent Transport Restructures
The Transport Administration Amendment Act 2010 established Transport NSW (TNSW)
(subsequently renamed the Department of Transport) and abolished RailCorp’s governance
board.
Under this Act, the Chief Executive of RailCorp has the authority to manage and control the
affairs of RailCorp subject to any directions from the Minister for Transport or the Director
General of the Department of Transport. For the year ended 30 June 2011 RailCorp was a
controlled entity of Department of Transport for consolidation purposes.
The Transport Legislation Amendment Act 2011 established a statutory corporation called
Transport for New South Wales (TfNSW). Other changes relate to the administration of public
transport in New South Wales.
TfNSW assumes various functions and responsibilities from RailCorp and from other entities
which provide transport services. TfNSW is now responsible for





Policy and Planning
Transport co-ordination
Transport infrastructure, and
Transport services.

RailCorp will continue to operate under its current statutory functions and powers in respect to
service delivery.
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Crowding on Trains
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CityRail measures passenger loads on its peak services twice yearly. RailCorp benchmarks
passenger crowding on its services against other global operators. The benchmark measures
the number of passengers per square metre of standing space.

RAIL CORPORATION NEW
SOUTH WALES

CityRail trains
compare
favourably against
a global
benchmark of
passenger
crowding

Peak Crowding Performance (8-9am)
5
Passengers per m2 of standing space
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4
3
2
1
0
2007

2008

2009

2010

Year ended 30 June
International benchmark

CityRail Performance

2011
CityRail Benchmark

Source: RailCorp (unaudited). Surveys performed in March each year

CityRail’s trains continue to compare well against a global benchmark of no more than
4 passengers per square metre, achieving an average of 1.0 passenger in both 2011 and
2010. This is well below RailCorp’s own internal target of 1.9 passengers per square metre.
However, crowding at peak times remains an area of high dissatisfaction among train users.
The percentage of peak hour trains carrying more passengers than 135 per cent of seat
capacity has consistently exceeded the target of five per cent, set by the Minister in the Rail
Service Contract. However, this rate is continuing to improve with the percentage meeting the
target of five per cent (seven per cent) in the September 2011 load factor survey.

18

Peak CityRail suburban trains at a load factor > 135% of seat
capacity.

16
14
12
%

10
8
6
4
Sep-05

Mar-06

Sep-06

Mar-07

Sep-07

Mar-08

Sep-08

Mar-09

Sep-09

Mar-10

Sep-10

Mar-11

Sep-11

6-month ending
% of peak CityRail suburban trains at a load factor > 135% of seating capacity
Target - Rail performance agreement
Linear (% of peak CityRail suburban trains at a load factor > 135% of seating capacity)
Source: RailCorp (unaudited).
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The September 2011 survey indicated 47 (45) morning (8am to 9am) trains and 14 (12)
evening (5pm to 6pm) trains have passengers standing for more than 20 minutes. The
Western lines had the highest number of trains exceeding seat capacity 20 minutes out from
the CBD in the morning with the East Hills line the highest in the afternoon. The maximum
load observed on any train at the CBD cordon was 170 per cent on the Western line and
160 per cent on the Illawarra line.

Late payments to
suppliers totalled
$896 million in To deal with crowding, RailCorp has a range of new and continuing initiatives to boost
capacity and expand the reach of the network including:
2010-11


timetable changes in October 2010, resulting in 300 additional services a week for
stations between Cronulla and Kirrawee as well as City to Cronulla, Waterfall and
Hurstville



new Oscar and Waratah trains which free up more trains to service other parts of the
network
delivering additional Clearways projects including the Quakers Hill to Schofields
duplication, Kingsgrove to Revesby quadruplication and the Liverpool turnback.
doubling peak period services between Lidcombe and Olympic Park
building six car trains up to eight car trains on more services











progressively introducing the 626 new Waratah carriages into the network, which is
equivalent to 50 per cent of the current suburban fleet
introducing crowd management plans to manage congestion on station platforms at peak
periods and during special events
widening the concourse at Town Hall with additional ticket gates and more staff on
platforms.

Procurement System
Recommendation
I recommend RailCorp continue to resolve the underlying issues associated with their new
procurement system to ensure it operates effectively.
During 2009, RailCorp implemented a new $35.1 million procurement system. This system
was intended to standardise and enhance the processing of transactions with suppliers and to
reduce the risk of fraud.
Last year, I reported that RailCorp experienced significant problems with the new system, with
late payment of suppliers and duplicate payments. There were a number of system defects.
RailCorp advised it has incurred significant expense through the need to employ additional
resources to deal with the system issues.
On time payment to suppliers has improved to 70 per cent for the year to 30 June 2011
compared to 62 per cent in previous year. The result remains below the target of 90 per cent.
Late payments to suppliers totalled $896 million in 2010-11.
RailCorp formed a remediation project team, to rectify system defects and to ensure that the
procurement system processes are appropriate for the business. Final rectification changes
are scheduled for January 2012.
There were $544,000 of duplicate payments recorded in 2010-11. This represents a major
decrease from the $4 million recorded for 2009-10.
At September 2011, there were 2,741, unpaid or mismatched invoices in the procurement
system with a value of $31.8 million. This represents a significant improvement since
April 2011 when the number of mismatches totalled over 10,300. A certain number of
mismatches is normal in any business.
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Independent Commission Against Corruption Investigation (ICAC) - Operation
Monto
The ICAC made 40 recommendations in November 2008, which focused on improving
deficiencies in procurement processes, management, policies and procedures, and executive
and board oversight.
RailCorp arranged an independent review in November 2010 to confirm the progress reports
sent to the ICAC accurately reflected the progress in closing out the recommendations. The
review confirmed that 37 of the 40 recommendations were completed at that time. Two
remaining recommendations have been completed this year, including


Providing training to staff involved in monitoring contracts



Implementation of an auditing system performed by senior managers on middle
management contracts.
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A shortage of
signal engineers
continues to
increase costs
and delay projects

The last recommendation, a review of the procurement system effectiveness, is not due to be
completed until 2012.

Independent Commission against Corruption Investigation - Operation
Chaucer
In September 2009, the ICAC completed Operation Chaucer and provided RailCorp with
milestones to be completed by March 2012. RailCorp advised that they have achieved
15 milestones. The final milestone is due to be completed by March 2012.
For more information on the above reports, refer to www.icac.nsw.gov.au.

Shortage of Signal Engineers for Testing and Commissioning
RailCorp has continued to experience a shortage of signal engineers who can test and
commission new infrastructure assets. At June 2011, RailCorp had ten signal commissioning
staff dedicated to supporting the commissioning and introduction into service of new signalling
works, down from 15 in 2010. A further two licensed signal engineers are currently in the
development program who should transition into the group of signal commissioning staff
within the next 12 months to provide additional capacity.
This shortage leads to increased project costs and delays in commissioning projects. The ten
engineers are allocated on a priority basis and RailCorp advises it needs a further ten
commissioning engineers to meet its projected workload.
Initiatives to date have not been successful in increasing the number of these staff. RailCorp
continues to experience challenges in attracting suitable candidates. It is developing
strategies to address these challenges.
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Risks have
increased for the
satisfactory
delivery of 626
new train
carriages

Rolling Stock Acquisitions and Replacement
RailCorp has had a range of projects to improve and expand its rail fleet. The current
acquisition program takes RailCorp as far as 2015. It meets the required capacity for the
suburban network on the assumption that patronage demand continues to increase at its
current rate.
Original Target
Date

Forecast
Completion
Date

Months late

Project
Approval*
$m

Forecast
Final Cost
$m

Number of
cars
delivered at
30 June 2011

74 new Outer Suburban
Cars – Stage 3

30/06/2012

30/06/2012

--

370.0

370.0

32

25 new Outer Suburban
Cars – Stage 3A

05/03/2013

05/03/2013

--

103.8

103.8

--

626 new carriages via
Public Private Partnership 05/09/2013

21/01/2015

1

14-17

1

--

3

789.7

2

8

Source: RailCorp (unaudited).

1
2
3

The forecast completion date for delivery of all 78 trains is linked to the Practical Completion of the first train on
30 June 2011 and the contracted train delivery rate to RailCorp
Carriage, ancillary and enabling capital costs.
See comments below on PPP.

*This reflects the most recent project approval costs. It does not represent the original budget costs.

Acquisition of 626 new cars via Public Private Partnership
The Reliance Rail consortium has experienced financial difficulties but is currently continuing
with the project. The Government, through the Treasury, is acting to maintain delivery of
trains, but notes risks have increased. Treasury’s Report on State Finances 2010-11 notes
that at this time no contingent liability exists for the State as a whole.
RailCorp entered into the Rolling Stock Public Private Partnership contract with Reliance Rail
on 7 December 2006 to:


finance, design, manufacture and commission 626 new double deck carriages



finance, design, construct, manufacture and commission a new maintenance facility for
these trains in Auburn
build new train simulators for training of RailCorp drivers and guards




ensure 72 eight car trains are available for service every day over a period of about
30 years



maintain the new trains, the maintenance facility and train simulators, to meet specified
contractual performance standards, throughout their operational periods.

The first 8-car train achieved practical completion on 30 June 2011. The remaining 618 cars
will be progressively introduced into service, with all cars expected to be in operation by
January 2015, fourteen to seventeen months late. Initially these cars will operate on selected
corridors, which have had their electrical infrastructure upgraded.
Three milestone payments totalling $12 million were made to Reliance Rail during 2010-11
after it satisfied the requirements for the maintenance and operations manuals, practical
completion of the maintenance facility and practical completion of the simulators. Milestone
payments paid to date total $43.0 million.
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Total payments by RailCorp to Reliance Rail, including finance costs, over the period of the
contract are estimated to be $9.7 billion in nominal dollars. The latest cost estimate is within
the original approved budget. Estimated total cost over the term of the project, including
contract costs, risks not transferred to the private sector, and ancillary RailCorp costs required
for the delivery of the project, was $3.6 billion (net present cost) at 30 June 2006. RailCorp
advises that aside from shifts in cash flows to later in the project, there is no net change to the
overall project budgeted cost.
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RailCorp provides quarterly reports to the Minister for Transport, Transport for NSW, the
Treasury and Cabinet on the progress of this project, including Reliance Rail’s deliverables
and RailCorp’s commitments against the planned program, budget and proposed material
variations.

Passenger Journeys (Enhanced methodology)
The Department of Transport and RailCorp undertook a major review of the methodology for
measuring rail patronage following the introduction of the new MyZone ticket system in
April 2010. The result is a new set of patronage figures which are more consistent with other
rail data such as the CityRail station barrier counts. The graph below shows that the revision
did not materially change historical growth patterns compared to the previous methodology.
Passenger Journeys

Passenger journeys (millions)

320
310
300
290
280
270
260
250
240
230
2004

2005

2006

2007

2008

2009

2010

2011

Year ended 30 June
Passenger Journeys (millions) - Previous
Passenger Journeys (millions) - New

For more information, please refer to the Bureau of Transport Statistic website
www.bts.nsw.gov.au.
CityRail passenger journeys increased by approximately 1.9 per cent, from 289 million
in 2009-10 to 295 million in 2010-11, based on the new measurement for rail patronage. The
increase in journeys is in line to the forecast annual growth rate of 1.8 per cent. RailCorp
advised the increase is mainly due to the improvement in economic conditions and to the
additional services and new trains incorporated from the new timetable released in
10 October 2010. RailCorp reports that since July 2007 cumulative growth has been
approximately 9.6 per cent, slightly below the State Plan target of 10.3 per cent.
Across the entire CityRail network, patronage declined on the Blue Mountain line by
0.4 per cent and the Central Business District (CBD) line by 0.3 per cent in 2010-11.
Patronage on all other suburban and inter-city lines increased between 0.6 per cent and
25.5 per cent. The highest increase in number of passenger journeys was on the Northern line
which increased by approximately 0.7 million passenger journeys, followed by the ECRL,
North shore and Western lines which each increased by approximately 0.4 million passenger
journeys.
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Customer Service Improvement Program
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RailCorp is continuing initiatives to improve customer service as recommended by the Boston
Consulting Group (BCG) in 2007. These initiatives are part of the Everyday Service Essentials
Program.

NSW Auditor-General's Report
Volume Eight 2011

A total of 442
employees (413
employees) were
paid 50 per cent
or more of their
annual salary in
overtime

Since June 2010, RailCorp has made progress with implementation of initiatives that focus on
the remaining 6 BCG recommendations. This includes the recent delivery of improved on time
running management information with the implementation of the OTR Business Intelligence
Program in November 2011.
Work is continuing on the implementation of initiatives which focus on five of the remaining
BCG recommendations.
The service improvements which have been delivered as a result of initiatives implemented
under the Everyday Service Essentials Program have contributed to improved customer
satisfaction results across a range of key service metrics.

CityRail’s Customer Charter
The Minister for Transport launched CityRail’s first Customer Charter in December 2008. The
Charter outlines specific goals for improving customer service over the three years to
December 2011. The eight areas of customers’ basic needs are:









on-time trains
manage crowding
fast, accurate, useful information
secure and safe travel
clean trains and stations
fast ticket sales
quick and fair complaint handling
accessible service and facilities

RailCorp advised they successfully delivered all the commitments of the 2010 Customer
Charter by December 2010, except for the delivery of the Waratah trains.
The 2011 Customer Charter is progressing as planned with 14 out 25 commitments delivered
by 30 June 2011.
For more information on this program, refer to www.cityrail.info/about/customer_charter.

Overtime
Overtime payments by RailCorp in 2010-11 decreased as a percentage of base salary and
wages expense to 11.1 per cent (11.3 per cent). Actual overtime payments continue to
represent a significant employee related expense, amounting to $134 million ($128 million).
The rise in payments is partly attributable to the Enterprise Bargaining Agreement award
increases effective from April 2010 that were finalised in November 2010, resulting in a backpayment of entitlements for staff. On average, RailCorp employees who were paid overtime
received $10,643 in payments in 2010-11 ($10,352). Just over 77.5 per cent (78 per cent) of
RailCorp’s employees received a payment for working overtime during the year.
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A total of 442 employees (413 employees) were paid 50 per cent or more of their annual
salary in overtime. The table below shows the number of employees who were paid overtime,
split by overtime paid as a percentage of annual salary.
Year ended 30 June

2011

Overtime paid as a percentage of
annual salary

Number of
employees

Number of
employees

Overtime paid
$’000

4

226

--

--

80 - 89

8

395

11

454

70 - 79

42

1,775

23

909

60 - 69

101

4,157

95

3,555

50 - 59

287

10,160

284

8,972

40 - 49

643

18,463

713

18,349

30 - 39

1,194

26,120

1,268

25,418

20 - 29

2,023

31,193

2,325

32,504

10 - 19

3,114

27,985

3,136

26,480

>0 - 9

5,146

13,219

4,471

10,961

Nil overtime

3,649

--

3,431

--

*
**

16,211*

RAIL CORPORATION NEW
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2010
Overtime paid
$’000

90 - 100

Total
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133,693**

15,757*

127,602**

Number of employees includes all staff who received payments processed through the payroll system during the
year. It does not represent the RailCorp headcount at 30 June.
Overtime paid represents the total overtime paid to employees during the year. It does not equal the overtime
expense recorded in the financial statements due to the effects of accrual accounting. The overtime expense per
the financial statements was $131 million in 2011 ($130 million).

The top ten overtime earners in 2011, based on overtime paid as a percentage of their annual
salary, have been included in the table below. The 2010 comparatives for these same
employees are also shown below.
Year ended 30 June
Employee

2011

2010

Percentage of
Overtime to
salary

Annual Salary
$

A

97.6

45,012

43,948

87.9

41,819

36,748

B

96.4

54,422

52,485

82.5

50,561

41,725

C

92.3

62,004

57,221

60.7

56,595

34,323

D

90.7

79,500

72,103

76.1

73,856

56,223

E

89.1

45,012

40,100

81.5

41,819

34,085

F

89.1

49,074

43,704

66.0

45,591

30,067

G

86.7

67,525

58,522

52.9

62,731

33,170

H

86.0

54,422

46,800

59.4

50,561

30,015

I

85.2

59,259

50,481

47.2

55,053

25,975

J

84.6

61,937

52,425

53.4

57,540

30,740

*

Overtime
$

Percentage of Annual Salary*
Overtime to
$
salary

Overtime
$

Note the 2010 Annual Salary does not include the 4 per cent increase because they were not finalised at 30
June 2010.

The highest overtime paid to an employee was $72,103 in 2010-11 ($59,492).
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RailCorp is a business that operates 24 hours a day, 365 days of the year. It requires
overtime to manage tasks such as major events and infrastructure upgrades that occur
outside of normal operating hours. Management recognise the need to actively monitor
overtime expenditure, and during the year have built on the strategies implemented in the
previous year’s which have help reduce overtime paid as a percentage of base salary and
wages expense despite staff numbers and wage rates increasing over this time. However,
overtime is still a significant area of controllable expenditure that needs more effective
management by RailCorp.

Electric fleet
failures impacting
peak period
services Performance Information
significantly
decreased this Performance Reporting
year Last year, I recommended RailCorp continue to liaise with benchmarking organisations, to
derive industry averages that do not jeopardise the confidentiality of benchmarking
participants, so it can publicly report its performance against industry averages.

RailCorp has been liaising with benchmarking organisations to prepare a set of comparisons
of CityRail performance benchmarks against industry averages. These include customer,
efficiency and financial comparisons covering CityRail’s performance for:







trains on time
fleet utilisation in peak periods
train driver productivity
operating cost, including maintenance cost
fare revenue
energy consumption

CityRail’s performance will be compared to the average of various international rail
organisations. RailCorp has advised however that the extent to which benchmarking results
will be able to be publicly disclosed remains limited by strict compliance to the benchmarking
community's confidentiality framework.
RailCorp is planning to publicly release the set of comparisons via its CityRail internet site
which will be updated annually.
Further, the Railway & Transport Study Centre formed the International Suburban Rail
Benchmarking Group under which CityRail is a member. The group was formed to provide a
framework for the identification and sharing of best practices within the suburban rail industry.
In November 2010, Phase 1 of the benchmarking process started, with CityRail and 10 other
participating operators.

Fleet Failures
Electric fleet failures impacting peak period services significantly decreased this year from an
average of 42.0 to 33.7 incidents per month (i.e. on average two per cent of all carriages will
suffer a failure during peak period services per month).
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The table below provides an analysis of fleet reported faults for each train type monitored on a
24 hours basis.
Train Type**

No. of
Carriages at
30 June
2011

Average Age
(Years)

Average Monthly Carriage Reported Faults
Trend

Actual
2011

Rate*
2011
%

Rate*
2010
%

Rate*
2009
%

‘R, S, L’ Sets

496

34.0

~

93

19

19

20

‘K’ Sets

160

28.0



35

22

19

16

‘V’ Sets

224

26.4



96

43

36

32

‘C’ Sets

56

24.4



19

34

32

32

444

19.3



110

25

24

23

--

--

24

25

Tangara – ‘T’ Sets
Tangara – ‘G’ Sets***

--

Millennium – ‘M’ Sets
OSCAR – ‘H’ Sets
Total electric fleet

--

~

141

7.6



26

18

20

23

150

2.7



30

20

21

18

1,671

23.1



409

24

23

23
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Source: RailCorp (unaudited).

Note: This 24 hour reported faults data includes incidents of graffiti and vandalism in gross numbers.
Key:
*
**

 Trend upwards,  Trend downwards, ~ No trend.
Rates are measured as a percentage of total electric fleet.
See www.cityrail.info for more information.

*** All Tangara G sets are being converted to T sets.

In 2010-11, 24 per cent of all carriages had a reported fault every month on average on a
24 hour basis, an increase over the previous year.
At 31 October 2011, 79 per cent (84 per cent) of RailCorp’s electric fleet was more than ten
years old, 65 per cent (63 per cent) more than 20 years old, and 31 per cent (31 per cent)
more than 30 years old.
To reduce fleet failure rate in the short term RailCorp is continuing its fleet reliability program,
which includes improving the door system and other initiatives, mentioned later in this
comment. In the longer term, RailCorp is continuing its rolling stock replacement program.

Fleet Maintenance
Maintenance expenditure on the electric and diesel fleets for 2010-11 was close to budget.
Year ended 30 June

2011

Fleet type

Actual
$m

Budget
$m

Electric Fleet

328.2

322.6

Diesel Fleet

60.9

61.6

2010
Variance
$m

Actual
$m

Budget
$m

Variance
$m

5.6

305.2

282.0

23.2

(0.7)

61.9

65.4

(3.5)

The electric fleet maintenance expenditure exceeded budget mainly due to a new customer
service initiative known as Operation Sparkle and the glass replacement program. Operation
Sparkle was a customer service initiative launched earlier this year which incorporates
additional maintenance activity such as vestibule painting, seat changes and glass
replacement to combat vandalism and graffiti and ensure clean, quality carriages are provided
to the travelling public. The initiative allows employees to utilise their cross-skills and takes
advantage of non-peak periods. RailCorp reports that through this program, trains are
returning quicker to service in improved condition.
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RailCorp advised about 20 per cent (23 per cent) of incidents causing delays in peak periods
are attributable to train failures. RailCorp implemented the following initiatives to reduce
failures:


the Six Sigma program to improve the operation of Tangara passenger doors, Double
Deck Suburban traction motors and Intercity (V Set) doors
projects to improve the Auxiliary Power Supply and climate control for the Intercity V set
projects to modify or change brake levers (completed)
projects to replace Train Radio Handsets and PA reliability (completed).

The safety and

reliability
performance of 
RailCorp’s 
infrastructure has
worsened over Maintenance Reform
the past year RailCorp has been implementing a program of maintenance reform since 2009. The

recommendation was a product of the independent report tabled by Mr. Keith Clark (Clark
Report). Over the course of this program, RailCorp has undertaken the following initiatives to
meet with the recommendations from the report:









implementation and embedment of a new line manager and team leader Structure
creation of new classifications by reducing 11 classifications to 2 core classifications in
electric depots and undertaken a comprehensive staff translation process
implementation of electronic rostering supported by electronic time attendance capture
implementation of cross skilling training by offering adult apprenticeships and through
accelerated learning programs
commencement of maintenance reform within the diesel depots
initiation of independent verification that program is on schedule

RailCorp reports that the focus is now on delivering the agreed savings of $10.0 million
per annum by 2013-14. In addition, RailCorp has reported the following benefits from this
program:









reduction in established positions
structured workforce training aligned to national competencies
improved maintenance standards stemming from improvements to Train Maintenance
Plans
reduction in ongoing business costs
improved relations with Unions NSW as evidenced by no work stoppages during the
Reform Program; and
co-operative workforce supporting benefits realisation.

Infrastructure Assets Maintenance
The safety and reliability performance of RailCorp’s infrastructure has worsened over the past
year. This is reflected by an upward trend in the average number of monthly peak incidents
attributable to infrastructure from 18.2 in 2009-10 to 28.3 in 2010-11. The average number of
delays per month during peak travel times has also increased from the previous year by
29 per cent.
Year ended 30 June

2011

2010

2009

2008

2007

Number of incidents (Monthly Peak
Average)

28.3

18.2

19.2

22.8

24.6

125.1

96.8

87.7

136.3

152.5

576

590

606

627

Number of delays (Monthly Peak
Average)
Number of 24 hour incidents

na

Source: RailCorp (unaudited).

na

not applicable.
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RailCorp advised the estimated maintenance backlog for infrastructure assets at
30 June 2011 was $42.1 million ($27 million), and that, subject to funding; it will progressively
eliminate this gap. Furthermore, the maintenance backlog will also reduce through renewal
activities planned as part of RailCorp’s capital works program.

Reliability Indicators
CityRail’s on-time running performance during the year exceeded the target of 92 per cent,
with 94.6 per cent of peak services arriving at their destination on-time. This was slightly down
on the record 95.6 per cent achieved last year.
The most common causes of peak delays in 2010-11 were civil signal infrastructure failures,
track obstructions and flooding caused by heavy rain. Other factors affecting on-time running
performance include; severe weather conditions, mechanical and electrical failures (such as
door, signal, track, overhead wiring and points, and power failures), vandalism and anti-social
behaviour, overcrowding in the centre carriages, passenger illness, trespasser fatality and
station dwell times.
For CountryLink 72.8 per cent of services ran on time, against a target of 78 per cent.
RailCorp advised the major reason for this was Australian Rail Track Corporation (ARTC)
imposed speed restrictions due to track conditions in ARTC territory, especially in Victoria. In
addition there have also been incidents of rolling stock failures throughout the year.
Year ended 30 June

Target
2011

Actual*
2011

2010
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CityRail’s on-time
running
performance
during the year
exceeded the
target of
92 per cent
For CountryLink
72.8 per cent of
services ran on
time, against a
target of
78 per cent

2009

Percentage On-time Running
CityRail – suburban

92

94.8

96.1

95.6

CityRail – intercity

92

93.2

94.3

93.7

CityRail – total

92

94.6

95.9

95.4

CountryLink

78

72.8

74.7

76.6

Source: RailCorp (unaudited).

*

Before adjustment for force majeure.

Force majeure refers to incidents that are beyond the control of either CityRail or customers.
They come into effect when a single external event impacts on ten or more peak services,
including those service which do not reach their final destination, for example cancelled
services.
Most lines on the CityRail network met or exceeded the target of 92 per cent, with the
exception of the South Coast line (89.6 per cent) and Southern Highlands (90.8 per cent) due
to severe flooding in March 2011. The majority of lines decreased their on-time running
performance in comparison to last year’s figures. The on-time running by line over the last
three years is shown in the chart below.
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97
95
93
%

91
89
87

2008-09

2009-10

2010-11

Newcastle &
Central Coast

Hunter

Southern Highlands

Blue Mountains

South Coast

Northern vis Strathfield

Western

Northern via Maquarie

North Shore

South

East Hills

Airport

Inner West

Bankstown

Illawarra

Eastern

85

Target

Source: RailCorp (unaudited).

Peak on-time running for CityRail services is measured as a percentage of timetabled peak
train services reaching their destinations within five minutes of scheduled arrival time for
suburban services, and six minutes for intercity services. For CountryLink services, the
measure for on-time running is within ten minutes of scheduled arrival time.
When disruptions occur, it is often necessary for trains to skip one or more stations in order to
get the system back to normal as quickly as possible. CityRail’s aim is for less than
0.5 per cent of all scheduled stops to be skipped during peak periods. Stations skipped due to
cancellations and early terminations are included in this measure. Performance results show
all months remained under the 0.5 per cent threshold, with the exception of August 2010
showing a rate of 0.7 per cent.
Performance indicators in 2010-11 for both cancellation of peak services and skipped stops
were 0.4 per cent, which compare favourably to the target.
A number of improvement strategies are in place to continue to manage and reduce incidents
causing delays and improve customer service and on-time running performance.

Safety Performance
RailCorp has replaced the safety index used in 2009-10 with a more comprehensive measure
called the Operational Safety Index. This Index includes the incident types used in the former
measure, but with improvements around risk categorisation, together with a number of other
incidents considered relevant to passenger risk. However, this index is to be further
developed.
Retrospective analysis of data for 2009-10 was conducted to establish a performance
baseline for the Operational Safety Index, and a 2010-11 target of 0.113 was established. The
Operational Safety Index for 2011 has fallen in comparison to its 2010 baseline, and has
achieved better performance than the target. Twenty nine defined safety incidents contributed
to the Index for 2011.
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Year ended 30 June

Target

99

Actual

2011

2011

2010
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Operational Safety Index (total number of defined safety incidents
per million passenger journeys) based on 12 month totals

0.113

0.098

0.118

Source: RailCorp Annual Safety Performance Report 2011 (unaudited).

The pie chart below identifies the number of incidents which have contributed to the Index in
the 2010-11 reporting period.
2
1

3

6

10

2

Wrong-side Signal Failures

5

Rolling Stock Defects

Track Geometry Defects

Broken Rails

Signals Passed At Danger (SPADs)

Train Exceeds Speed Limit
by > 20kph

Collision with Road Motor Vehicle at Level Crossing

Source: RailCorp Annual Safety Performance Report 2011 (unaudited).

Capital Expenditure Program
Asset replacement and provision for growth through its capital expenditure program is a key
focus for RailCorp in improving its safety and reliability performance. Total expenditure of
$1.1 billion was 7.3 per cent higher than 2009-10, reflecting improved program and project
management. Capital expenditure was 4.2 per cent below budget largely due to delays in
some key projects and the timing of required expenditure. In these cases the expenditure will
now occur in the 2011-12 year. RailCorp’s capital spend for the year is shown in the table
over.
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Year ended 30 June

2011
Actual
$m

Budget*
$m

324.6

303.9

(20.7)

100.0

125.7

25.7

Traction supply upgrade

94.9

98.6

3.7

Easy access

31.1

27.4

(3.7)

South Sydney Freight Line

20.0

25.3

5.3

Digital train radio

25.4

69.0

43.6

Business Support Systems

26.4

13.8

(12.6)

25.5

17.7

(7.8)

Network Communications Systems

15.2

13.5

(1.7)

Heritage

11.8

10.1

(1.7)

2.0

5.0

3.0

155.0

145.0

(10.0)

Information Communications Technology Support Systems

6.9

5.5

(1.4)

Rollingstock Upgrades

8.8

12.2

3.4

All other capital projects

152.2

195.5

43.3

Other Minor Works

118.6

100.0

(18.6)

1,118.4

1,168.2

202.7

160.0

(42.7)

29.3

191.0

161.7

1,350.4

1,519.2

168.8

Rail Clearways project

Below/(Over)
$m

Waratah rolling stock - enabling and ancillary works

Assets & Facilities Safety & Security

Outer Suburban cars Stages 1 & 2
Outer Suburban cars Stage 3

Total Capital Expenditure
Capitalised maintenance works
PPP- Leased Assets
Total Capital Investment

49.8

Source: RailCorp (unaudited).

*

Revised budget.

RailCorp advised additional works was the main reason for spending $20.7 million more than
budget on the Rail Clearways project. This is because additional work has been performed
ahead of schedule on the Kingsgrove-Revesby amplification, Richmond Line duplication,
Macarthur Turnback and Liverpool Turnback. The Transport Construction Authority is
responsible for delivering this project. Further information on the Rail Clearways Program can
be found later in this comment.
The underspend for Digital Train Radio is due to the contractor's schedule not being aligned
with the original forecast cashflow. Therefore, work has not progressed at the expected rate.
The Waratah rolling stock – enabling and ancillary works were $25.7 million below budget.
The underspend in 2010-11 is attributable to milestone a slower ramp up in project
management cost, information technology costs and enabling works expenditure.
The $43.3 million underspend on ‘All other capital projects’ relates to a large range of projects.
Major underspends include $12.6 million on the Western Express CityRail service (due to the
project being deferred indefinitely by the new Government); $8.8 million on Passenger
Initiated Egress (due to the project still being in the designing stages after the need for
modifications were identified); and $6.8 million on the Hurstville Station Upgrade (due to the
work experiencing a number of delays).
Total Capital Investment was $168 million below budget driven by delays in the Waratah train
project which is being delivered by a public private partnership.
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Customer Feedback

101

The total number of complaints made in 2011 increased by 1.3 per cent to 26,647. The table
below shows that complaints about staff, information, security, timetable and internal matters
fell in 2010-11. All other complaints by key performance indicator (KPI) increased in 2010-11.
Compliments decreased by 6.4 per cent on the prior year.
Year ended 30 June

2011

2010*

Complaints by KPI

Favourable/
(Unfavourable)

Favourable/
(Unfavourable)
%

Service

4,922

4,285

(637)

(14.9)

Ticketing

3,591

3,070

(521)

(17.0)

On-time running

3,333

2,961

(372)

(12.6)

Staff

3,215

3,435

220

6.4

Information

2,296

2,382

86

3.6

Facilities

1,813

1,764

(49)

(2.8)

Environment

1,778

1,673

(105)

(6.3)

Safety

1,817

1,190

(627)

(52.7)

Cleanliness

1,515

1,434

(81)

(5.7)

Security

1,312

1,401

89

6.4

Timetable

672

2,153

1,481

68.8

Internal Matters

222

421

199

47.3

Claim

161

134

(27)

(20.1)

26,647

26,303

(344)

(1.3)

2,293

2,449

(156)

(6.4)

Total Complaints
Total Compliments
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Service remains
the major area of
complaints with
4,922 complaints
received in
2010-11
compared to
4,285 in 2009-10

Source: RailCorp (unaudited).

*

Data has been reclassified due to improvements in the categorisation of complaints by KPI.

Service remains the major area of complaints, representing 18.5 per cent of all complaints
during 2010-11. Service complaints relate to comfort and convenience of trains and stations,
which include levels of crowding and lack of air conditioning. As in the previous year, a
significant portion of the feedback primarily relates to temperature levels on train services. In
February 2011, 375 complaints were logged in regards to onboard temperatures. RailCorp
advised the progressive replacement of non-air conditioned rolling stock will reduce this
complaint, however passengers are still demanding immediate solutions to the problem of
onboard comfort.
Complaints about safety reflected the highest percentage increment in 2010-11. RailCorp
reports that the increase is primarily due to an increase in safety complaints on rail
infrastructure, outside the stations, boarding and alighting and safety inside the carriage.
As part of the Customer Charter – ‘quick and fair complaints handling’, RailCorp has set itself
a target of resolving phone and email customer complaints within five working days. RailCorp
has also created a self-imposed benchmark of 10 working days for direct correspondence. For
2010-11, 83.1 per cent (91.8 per cent) of all feedback lodged via web channels was resolved
and closed within the target of five working days, while 87.9 per cent (96.6 per cent) of
feedback lodged by phone was resolved and closed within the specified period. RailCorp
reports that this is still a good effort as phone complaints were resolved within an average of
2.5 working days while web-lodged complaints were closed within an average of 3.7 working
days. Complaints received via direct correspondence were resolved within an average of
6.4 working days.

Independent Surveys of CityRail Customers
The Independent Transport Safety Regulator had released its seventh annual survey of
CityRail in December 2010. The survey found that CityRail’s customer satisfaction with
various aspects of service had increased from the previous survey.

119

E18_0736 AS-10-002-PR-0033

102

NSW Auditor-General's Report
Volume Eight 2011
RAIL CORPORATION NEW
SOUTH WALES

Customer
surveys showed
significant
improvements for
some aspects of
service

The table below lists the nine aspects of service that scored the highest percentage of
satisfied customers. The survey also found that there were decreases in customer satisfaction
for the knowledge and helpfulness of staff and the quality of information provided about delays
and cancellations.
Year ended 30 June

Percentage of train users satisfied

Aspect of service

2010
(%)

2009
(%)

Removal of litter from stations

88

85

Punctuality of trains

85

79

Journey time

84

83

Knowledge and helpfulness of staff

82

89

Personal safety in train carriages, evenings*

78

62

Crowding in peak Frequency of trains
77
72
hours still
77
71
remains the Delays and cancellations
81
67
aspect of service Personal safety on stations, evenings*
with the highest Quality of information about delays and cancellations
75
78
level of * Note due to the removal of some survey questions related to personal safety, results in 2010 may not be directly
dissatisfaction,
comparable with those in 2009.
with 51 per cent
Crowding in peak hours still remains the aspect of service with the highest level of
of peak time train dissatisfaction, with 51 per cent of peak time train users. The survey also identified that there
users was an increase in dissatisfied customers about the quality and the timeliness of information
about delays and cancellations.

Year ended 30 June

Percentage of train users dissatisfied

Aspect of service

2010
%

2009
%

Crowding in trains at peak commuter times

51

51

Availability of secure car parking

39

42

Clarity of announcements on the train

34

35

Quality of information about delays & cancellations

23

20

Timeliness of delay/cancellation announcements

22

20

For more information refer to www.transportregulator.nsw.gov.au.
In November 2011, the Bureau of Transport Statistics (BTS) released its 2011 Transport
Customer Survey. The survey, undertaken consistently across public transport modes, was
conducted by means of on-board self completion survey forms in May 2011. The method
achieved a response rate of 60 per cent (12,323 CityRail customers).
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The table below lists the ten service aspects that scored the highest percentage of satisfied
customers
Survey Results in May
Aspect of service

Percentage of train users
satisfied
2011
%

Ability to catch the train you intended to

87

Ease of boarding the train

86

Ease of understanding signage

83

Overall satisfaction with trip

81

Ease of purchasing your ticket

81

Ease of getting information on tickets and fares

76

Availability of timetable information at station

75

Train being on time (keeping to timetable)

74

Journey comfort (smoothness of ride)

71

Travel time considering distance travelled

71

The availability of parking and the cleanliness of the trains remains the major issue with
32 per cent of customers surveyed dissatisfied. The table below lists the ten aspects of
service that scored the highest percentage of dissatisfied customers.
Survey Results in May
Aspect of service
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96 staff and
contractors tested
positive for drugs
and 23 tested
positive for
alcohol
Contractors
consistently return
much higher rates
of positive drug
and alcohol
results than
employees

Percentage of train users
dissatisfied
2011
%

Availability of parking near the station

32

Cleanliness of train

32

Ease of understanding announcements on train

22

Comfort at the station

22

Frequency of the service

21

Temperature level on the train

20

Seat availability on the train

19

Cleanliness of station

19

Ease of passenger drop-off near the station

18

Being informed of service changes

17

Previous surveys were undertaken by a range of organisations (such as ITSR). These
surveys did not have consistent methodologies across modes from prior years. This means
that this survey cannot be compared with previous customer satisfaction surveys, but
represents a new measure which will be repeated annually.
For more information refer to www.bts.nsw.gov.au.

Drugs and Alcohol
There were 8,742 (6,247) drug and 25,052 (22,836) alcohol tests performed in 2010-11. The
results showed that 96 (61) staff and contractors tested positive for drugs and 23 (20) tested
positive for alcohol.
Contractors consistently return much higher rates of positive results compared to employees.
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The Rail Safety Act 2008 requires rail operators to conduct random alcohol and drug tests on
25 per cent of rail safety workers each year. RailCorp also has its own annual targets, which
in 2010-11, were testing 18,000 people for alcohol and 8,000 for drugs. RailCorp has a
comprehensive drug and alcohol program in place that includes random testing, education
and assistance.
Most tests use breath-based equipment for an instantaneous result. Those tests requiring
urinalysis are conducted with an average turn-around time for results of 48 hours. Employees
who fail drug or alcohol tests are removed immediately from safety-critical duties. The
continuing employment of any employee who fails an alcohol or drug test is dependent on the
successful completion of a rehabilitation, return to work and monitoring program. Serious or
ongoing breaches may result in dismissal.
Positive Drug Tests

9
8
Drugs - Percentage Positive
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Contractors

To overcome the rate of contractor positive results, RailCorp reports that an active
communication program has been put in place to provide information and advice to
contractors. RailCorp has also increased testing rates for contractors.
RailCorp reports that testing is conducted randomly at all levels of RailCorp and at all
locations. Whilst most tests are random, there is a plan to increase focus on areas of the
business which have historically indicated a higher propensity for positive returns.
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Other Information
Rail Infrastructure Project Costing in NSW
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On 5 August 2011, the Legislative Council set up an inquiry into the validity of current costing
methods used for rail projects. The key focus of the inquiry is to determine if New South
Wales is over paying for rail projects.
The Inquiry will report on rail infrastructure project costing in New South Wales with particular
attention to: methodologies used to cost rail projects, ‘concept estimates’ for rail project costs,
the differences between rail and road project costs methodologies, cost estimate
methodologies, tendering processes, and any other related matter.
Submissions to the inquiry closed on 28 September 2011 with the inquiry’s final report due
29 February 2012.

Ticket Pricing and Independent Pricing and Regulatory Tribunal (IPART)
Review of CityRail’s fares
On 1 July 2011, RailCorp introduced discounted long term MyTrain tickets. The new fares
impact monthly, quarterly and yearly tickets. The savings, of nine per cent, are to reward
regular customers and encourage others to adopt train travel.
IPART has not been required to make any determination on the discounting of long term
tickets as they set pricing caps on rail ticket prices not the minimum amount to be charged.
The most recent determination issued by IPART was December 2008 for the period
4 January 2009 to 31 December 2012. In April 2010, the New South Wales Government
implemented a new fare structure for public transport in the greater Sydney area called
MyZone. MyZone fares were the same or lower than fares previously in place for over
97 per cent of CityRail tickets.
The IPART fare increase set down for January 2011 was deferred by the New South Wales
Government. This was because the MyZone fare structure had been only introduced 8
months previously.
The precise nature of the fare increases sought for 2012 will be developed by Transport for
New South Wales (TfNSW). The relationship between these proposed fares and the IPART
determined fares is a matter of Government policy and is being coordinated by TfNSW.
Further information on the price determination can be found at www.ipart.nsw.gov.au.

Advertising Revenue
RailCorp’s advertising revenue consists of the revenue earned from outdoor advertising in the
Sydney Metropolitan areas and licence for exclusivity in the distribution of the MX newspaper.
RailCorp assets used for outdoor advertising include rail billboards, advertising shells and
painted sign portfolio.
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RailCorp spends
on average
$45 million a year
on malicious
damage

RailCorp Advertising Revenue
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Year ended 30 June
RailCorp Advertising Revenue

Outdoor advertising revenue increased by 11 per cent to $9.4 million compared to the prior
year ($8.5 million). The increase is due to a concerted effort to improve revenue performance
over the past 12 months.

Cost of Vandalism
Over the last four years RailCorp has spent on average $45 million a year on the removal and
repair of malicious damage, including graffiti, on RailCorp premises, such as trains, stations
and rail corridors.
Year ended 30 June

Cost of vandalism ($m)

2011

2010

2009

2008

40

55

48

35

Source: RailCorp (unaudited).

In 2010-11, RailCorp spent $40.0 million as part of a program under the Customer Charter to
repair and removal of vandalism and graffiti. The reduction in total costs for graffiti and
vandalism in 2010-11 was largely due to the use of sacrificial film on the glass windows.
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Contractors (Repeat Issue)
Recommendation
I again recommend RailCorp improve its contractor register to enable management to more
effectively monitoring the extent of use and reliance on contractors
In response to recommendations I made in the prior year, RailCorp advises they have
implemented a number of strategies to manage its use of contractors, including:


improving monthly establishment summary reporting to assist managers monitor
contractor numbers and duration of appointment



strengthening the policies and procedures around the appointment of, and extension of
contractors



regular market benchmarking of contractor rates to help ensure RailCorp is receiving
competitive prices



the RailCorp Enterprise Agreement 2010 including a provision requiring the organisation
to convert contractors to either permanent or fixed term employment contracts wherever
possible
development of the Employee Engagement Strategy and Flexible Work Practices
procedure to assist with encouraging and retaining experienced staff
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The cost of
engaging
contractors
decreased to
$93 million in
2010-11 from
$110 million in
2009-10

development of a Workforce Planning Framework to more closely align planning decisions
with expected maintenance and capital works programs.

While the above initiatives are a significant achievement, RailCorp should again review the
adequacy of its contractor register. The centralised contractor’s register was implemented a
number of years ago, but it is still difficult for management to produce reliable information on
contractor numbers and costs.
Overall contractor expenditure at RailCorp decreased by 15.5 per cent to $93 million in
2010-11 ($110 million in 2009-10). It was also noted that:


RailCorp’s contract staff numbers have increased from around 590 contractors at
30 June 2010 to around 645 at 30 June 2011



RailCorp has had a program to convert contractors to temporary employees where
possible
35 per cent of the total contractors at 30 June 2011 have been engaged by RailCorp for
more than twelve months (45 per cent at 30 June 2010)







4 staff have been contracted by RailCorp for more than six years (four staff at
30 June 2010)
224 (170) contractors cost RailCorp at least $1,000 each per day.

Contractors are employed by RailCorp in a range of business units, namely Engineering and
Projects, Information Communication and Technology and Business
Improvement/Transformation work. RailCorp advises that contractors are required due to the
extent of project work, specific technical skills needed by the business and the ongoing critical
skills shortages.
While the use of contractors has benefits, particularly on projects, extensive reliance on this
employment arrangement can result in higher employment costs and less ownership and
commitment to organisational goals and objectives.
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Station Staff Reform
RailCorp has completed the Station Staff Reform review and rosters were implemented at all
stations by 6 December 2009. The reform program resulted in a reduction of 161 positions,
whilst there are still 29 excess employees being managed under the RailCorp redundancy
program.
RailCorp advised the program resulted in a saving of $20.0 million in 2010-11 with overtime
savings of $11.0 million and base pay plus shift penalties savings of $9.0 million.
The station staff reform program was part of the 2008 RailCorp Union Collective Agreement.
The program looked at identifying appropriate station staffing levels that would result in a
balance between the requirements of safety, customer service and efficiency.

Electrical Infrastructure
The Traction Supply Upgrade Waratah Program was initiated to deliver critical electrical
infrastructure to support the 626 new, air conditioned, Waratah trains. The Waratah trains,
which will replace 496 in service non-air conditioned ‘R, S, L’ sets, will have significantly better
acceleration characteristics, but will require more power to operate effectively. Other reasons
for the upgrade include the increasing number of trains with eight car sets, new infrastructure
associated with the Clearways program and proposed new timetables to increase capacity.
RailCorp estimates it will need to spend $870 million over eight years to upgrade its electrical
infrastructure assets so it can operate the Waratah services in 2016 without compromising
reliability. Total expenditure to date is $183 million ($92.9 million).
While RailCorp has identified this upgrade program as having risk because of the timeframes
and resource constraints, it is confident the works required for the deployment of the
Waratahs will met the schedule. I have been advised all projects required to deploy the
Waratahs are currently ahead of the necessary schedule.
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RailCorp’s capital works program at 30 June 2011 includes several information technology
projects. The details of the top ten projects are listed in the table below.

Project Name

Expansion & Support for the
Automatic Ticketing Machine

Original
Forecasted Months Late
Completion Completion
(Early)
Date
Date

Original
Budget
$m

Forecast
Final Cost
$m

RAIL CORPORATION NEW
SOUTH WALES

Variation
$m

Jun-13

Dec-12

(6)

21.0

27.4

6.4

Common Telemetry Infrastructure
Sep-13
Program

Sep-13

--

22.7

19.0

(3.7)

Station Passenger Information
Rollout

Jun-10

Jun-12

24

8.7

18.4

9.7

Virtual Plan Room- Stage 2 & 3

Apr-10

Dec-12

32

7.8

8.6

0.8

Central Station Emergency
Jun-11
Warning & Intercommunication
System and Public Address System

Jun-13

24

8.4

8.4

--

Security Monitoring Facility &
Remediation

Mar-12

Jun-12

3

6.6

6.6

--

Rolling Stock Division Works
Management

Jun-12

Jun-12

--

4.3

4.7

0.4

Business Intelligence - On Time
Train Running

Jun-10

Nov-11

18

4.0

4.5

0.5

Train Crewing Division- OpCrew
System

Nov-10

Dec-11

13

3.6

4.2

0.6

Security Business Systems

Mar-10

Jun-12

27

3.1

3.2

0.1

90.2

105.0

14.8

Total top ten ICT projects
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The forecast cost of the Station Passenger Information Rollout project is $9.7 million above its
original budget due to increases in scope resulting in a 24 month delay in completing the
project. This forecast cost is unchanged from 2010.
The termination of the TCard Program resulted in an additional $6.4 million of costs for the
Expansion and Support for the Automatic Ticketing Machine project due to the replacement of
466 electric gate motors.
The Common Telemetry Infrastructure Program has reduced its overall budget by
approximately $3.7 million due to revised cost estimates.
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Rail Clearways Program
The Rail Clearways program will separate the existing 14 metropolitan rail routes into five
mainly independent clearways to reduce the sharing of critical infrastructure and train paths.
This in turn will simplify the network, reduce congestion and improve capacity and reliability on
the CityRail network. The program involves 13 key projects to build additional platforms,
turnbacks and train crossing loops. At 30 June 2011, nine Rail Clearways projects had been
completed.

37 per cent of
RailCorp staff
were aged
50 years or older The revised Rail Clearways program is expected to be completed by 2015, some five years
after the original completion date.
at 30 June 2011

The government has approved expenditure for the delivery of the Rail Clearways Program of
$2 billion.
For further information on the Rail Clearways Program, refer to the comments on Transport
Construction Authority in this volume.

Customer Service Improvement Program
RailCorp is continuing initiatives to improve customer service as recommended by the Boston
Consulting Group (BCG) in 2007. These initiatives are part of the Everyday Service Essentials
Program.
Since June 2010, RailCorp has made progress with implementation of initiatives that focus on
the remaining 6 BCG recommendations. This includes the recent delivery of improved on time
running management information with the implementation of the OTR Business Intelligence
Program in November 2011.
Work is continuing on the implementation of initiatives which focus on five of the remaining
BCG recommendations.
The service improvements which have been delivered as a result of initiatives implemented
under the Everyday Service Essentials Program have contributed to improved customer
satisfaction results across a range of key service metrics.

Workforce Ageing
Last year, I recommended RailCorp continue to develop and implement effective policies to
manage its ageing workforce. RailCorp launched a number of human resource strategies in
2010-11 to help develop, attract and retain staff whose skills are aligned to the strategic
direction of the entity. These strategies have focused on the following issues:


Facilitating the replacement of retiring employees
RailCorp have continued to implement the Apprentice; Intern; and Graduate
Programs. In addition, Engineering Scholarships and the Women in Engineering
Program are expected to address future gaps arising from the retirement of
engineering staff
Minimising the loss of knowledge from retiring employees





RailCorp advises that succession planning initiatives have commenced in key
operational areas and a number of Knowledge Continuity Programs and Knowledge
Networks have been created to mitigate the loss of important corporate information
Phasing retirements







Flexible working arrangements for employees over 55, allowing them to work reduced
hours while mentoring replacement staff.

At 30 June 2011, 22 per cent of RailCorp’s employees were aged 55 years or older
(20 per cent) and 37 per cent were 50 years or older (35 per cent). This is a significant
proportion of total staff potentially resulting in a significant loss of rail specific knowledge and
skills, such as drivers and guards.
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The age profile of RailCorp employees is shown below:
At 30 June

2011

Age Group

No. of Employees

NSW Auditor-General's Report
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2010
%

No. of Employees

Up to 35

3,525

23

3,760

25

35 – 39

1,844

12

1,831

12

40 – 44

1,982

13

2,000

13

45 – 49

2,313

15

2,305

15

50 – 54

2,334

15

2,253

15

55 – 59

1,760

12

1,670

12

60 – 64

942

6

864

6

65+

571

4

305

2

15,271

100

14,988

100

Total

RAIL CORPORATION NEW
SOUTH WALES

%

Source: RailCorp (Unaudited).

The chart below further demonstrates the age structure of RailCorp employees.
Age Profile of Workforce
16
14

12
10
%

8
6
4
2
0
Under
20

20-24

25-29

30-34

35-39

40–44

45-49

50–54

55-59

60-64

65+

Ageing Categories
2010

2011

Source: Information provided by RailCorp (Unaudited).
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Annual Leave Balances (Repeat Issue)
Recommendation
RailCorp should continue to monitor the effectiveness of its policies and procedures for
managing excessive annual leave balances.
Last year, I recommended RailCorp should focus on the effectiveness of their plans to reduce
excessive annual leave balances. During the year, RailCorp advised it introduced a number of
major initiatives to assist in the management of excess annual leave. These include:




the provisions of the RailCorp Enterprise Agreement 2010 effective from November 2010
now include:


a requirement that employees take annual leave within one year of it having been
accrued



an established maximum of 40 days (or 50 days in special circumstances) annual
leave that can be accrued



the identification of three ways employees can clear excessive annual leave; through
a formal plan over a 12 month period; having it paid out; or a combination of both



a requirement for an annual leave roster to be developed no later than 1 September
each year

making managers more accountable for monitoring their staff’s annual leave balances as
part of their performance development process

re-issuing the Leave Procedure and establishing 31 July each year as the date by which
employees must have a plan to reduce any excess annual leave balance
Annual leave details were:


At 30 June

2011

2010

2009

Average annual leave hours

203.8

208.4

205.5

Number of employees with excess leave days

1,222

1,056

936

25

16

13

>100 days Annual Leave

The average number of annual leave hours per employee has reduced to 203.8 hours at
30 June 2011 from 208.4 at 30 June 2010. Despite this, RailCorp continues to experience
difficulties reducing the number of staff with excessive annual leave balances. The number of
employees with accrued annual leave balances in excess of 40 days (non shift workers) or
50 days (shift workers) has increased from 1,056 at 30 June 2010 to 1,222 at 30 June 2011.
This represents 8 per cent (7 per cent) of all employees. At 30 June 2011, the number of
employees with accrued annual leave balances in excess of 100 days has also increased to
25 employees (16 employees).
The above results indicate the initiatives implemented during the year may require more
diligent monitoring to ensure they become effective in reducing excessive annual leave.
Excess leave entitlements can adversely affect an organisation. Liabilities for annual leave
generally increase over time as salary rates increase, which impacts cash flow requirements.
The health and welfare of staff can also be adversely affected if they do not take sufficient
leave.
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Abridged Statement of Comprehensive Income
Year ended 30 June

RAIL CORPORATION NEW
SOUTH WALES

Consolidated

Parent

2011
$’000

2010
$’000

2011
$’000

2010
$’000

1,637,221

1,605,406

1,637,221

1,605,406

Capital and other Government contributions

873,610

711,170

873,610

711,170

Passenger revenue

703,528

693,278

703,528

693,278

Other revenue

310,664

267,238

310,549

267,238

Total Revenue

3,525,023

3,277,092

3,524,908

3,277,092

Employee related

1,425,771

1,377,073

1,425,612

1,377,073

814,825

761,386

814,824

761,386

Other expenses

1,261,940

1,087,436

1,262,015

1,087,436

Total Expenses

3,502,536

3,225,895

3,502,451

3,225,895

22,487

51,197

22,457

51,197

(2,573)

(1,719)

(2,573)

(1,719)

4,524

3,265

4,524

3,265

Government reimbursement for services and
concessions

Depreciation

Surplus

Passenger
revenue covered
approximately
20.1 per cent of
the cost of
services provided
in 2010-11

Other Comprehensive Income:
Net (loss) in forward foreign exchange
Net gain in commodity swaps
Revaluation increase/(decrease) of Property
Plant and Equipment
Superannuation actuarial losses on defined
benefit schemes

4,606,315
(20,931)

(86)
(89,252)

4,606,315
(20,931)

(86)
(89,252)

Total Other Comprehensive Income/
Expense

4,587,335

(87,792)

4,587,335

(87,792)

Total Comprehensive Income/(Expense)

4,609,822

(36,595)

4,609,792

(36,595)

The increase in other revenue was due to increased construction work performed for other
agencies, including the Light Rail Extension program and Glenfield Junction works.
The increase in employee related expenses was mainly due to increases in rates of pay and
staff numbers. The increase in other expenses was primarily due to the write off of
infrastructure assets, de-recognition of road over rail bridges and the long term lease of land
infrastructure to Australian Rail Track Corporation.
A revaluation was performed during the year on infrastructure assets, land and buildings. The
revaluation resulted in an increase in property, plant and equipment of $4.6 billion. This
includes of an increase in the carrying value of infrastructure assets of $3.3 billion, a
44 per cent increase on the carrying value at 30 June 2010. Similarly the revaluation of
buildings resulted in a net increase of $1.2 billion or 32 per cent. A significant driver in these
increases was the indirect costs associated with these assets.
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Passenger revenue covered approximately 20.1 per cent of the cost of services provided in
2010-11. The cost of services recovered from passenger revenue has declined over the last
four years, as shown in the graph below. The MyZone fare regime was introduced from
April 2010 to attract more people onto public transport. These products offered the flexibility
for commuters to travel on CityRail, public buses & ferries and also private buses using an
integrated ticket. It rewarded passengers who travelled more and longer distances with more
discounts. As a result, travel on rail only products decreased below previous year levels as
customers transferred to the new discounted MyMulti products particularly in the outer
metropolitan areas. From April 2010, sharing of revenue was no longer required by STA,
Sydney Ferries and RailCorp for multimodal products (now called MyMulti) sold by them. Prior
to April 2010, revenue was shared by these authorities for multimodal products (previously
called Travelpass) sold by them.
Cost of services recovered from passenger revenue

24
23
22
% 21
20
19
18

2005

2006

2007

2008

2009

2010

2011

Year ended 30 June
% of cost of services recovered from passenger revenue
Linear (% of cost of services recovered from passenger revenue)

Abridged Statement of Financial Position
Consolidated

At 30 June
2011
$’000

Current assets

Parent
2010
$’000

2011
$’000

2010
$’000

247,907

188,345

247,795

188,345

Non-current assets

24,766,501

19,621,657

24,766,484

19,621,657

Total Assets

25,014,408

19,810,002

25,014,279

19,810,002

1,384,592

1,098,574

1,384,493

1,098,574

847,630

654,515

847,630

654,515

2,232,222

1,753,089

2,232,123

1,753,089

22,782,186

18,056,913

22,782,156

18,056,913

Current liabilities
Non-current liabilities
Total Liabilities
Net Assets

The increase in current assets was largely due to the increase in receivables from various
NSW Government entities, including the Department of Transport for recovery of the cost of
assigned staff and the Transport Construction Authority for various construction projects. The
increase in non-current assets was due to the $4.6 billion revaluation of infrastructure and
building assets.
The increase in total liabilities was mainly due to an increase in borrowings of $424 million for
capital projects and the recognition of a finance lease for the new Waratah train sets.
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Corporation Activities
RailCorp became a statutory authority on 1 January 2009 by amendments made to the
Transport Administration Act 1988. Prior to this, RailCorp was constituted as a State owned
corporation under the State Owned Corporations Act 1989 and the Transport Administration
Act 1988.
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RailCorp provides passenger rail transport to greater Sydney through CityRail and rural
passenger services in New South Wales through CountryLink. It is responsible for the safe
operation, crewing and maintenance of passenger trains and stations. It owns and maintains
the metropolitan rail network and provides access to freight and passenger operators.
For further information on RailCorp, refer to www.railcorp.info.

Controlled Entity
On 15 December 2010, RailCorp registered Trainworks Limited (Trainworks) as a company
limited by guarantee. Trainworks is a special purpose controlled entity of RailCorp, which
began trading from its Thirlmere site on 4 April 2011 operating a rail museum.
Trainworks is expected to generate revenue, with the aim of becoming sustainable over the
next five years.
As a not-for-profit business operating a cultural facility Trainworks is required to apply all
income and property to its rail heritage preservation, display and promotion objectives.
In 2011, RailCorp incurred costs of approximately $700,000 to set up and provide initial
funding to Trainworks. Trainworks is currently dependent on RailCorp contributions for a
significant portion of its revenue, with a five year funding deed in place. Trainworks needs to
continue to develop its ability to attract visitors to its museum and generate the revenue
necessary to operate on a sustainable basis.
For further information on Trainworks refer to www.trainworks.com.au.
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Audit Opinion

STATE TRANSIT AUTHORITY
OF NEW SOUTH WALES

The audits of State Transit and its controlled entities’ financial statements for the year ended
30 June 2011 resulted in unmodified opinions within the Independent Auditor’s Reports.
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Survey identifies Operational Snapshot
overcrowding of State Transit:
buses at peak
times as the  operated 316 routes covering about 97 million kilometres, used 2,252 buses, employed
4,049 bus drivers, consumed 36.9 million litres of diesel, 23.2 million cubic metres of
cause of most
compressed natural gas (CNG) and 12,200 megawatts of electricity
commuter
dissatisfaction  had a one per cent increase in Sydney Buses’ patronage over the prior year


checked 622,955 passengers for fare evasion and issued 16,526 penalty notices and
5,721 caution notices



acquired 235 new buses comprising 61 CNG, 132 articulated, 40 diesel and two growth
buses
made a profit of $6.9 million after allowing for total operating expenses for the year of
$646 million.



Key Issues
For transport industry analysis refer to the ‘Transport Overview’ section earlier in this Report.

Overcrowding on Buses in Sydney
Recommendation
State Transit should continue to evaluate its bus services to align them with commuter
demands especially during peak times.
In December 2010, the Independent Transport Safety and Reliability Regulator (ITSRR)
released its survey on reliability of bus services. ITSRR surveyed 2,344 customers from the
15 bus contract regions across metropolitan Sydney. Analysis of the survey was limited to five
key bus operators; Busways, Hillsbus, Sydney Buses, Veolia and Westbus. As State Transit
operates the largest and busiest contract regions in Sydney, the proportion of Sydney Buses
customers surveyed represented 60 per cent of the total population surveyed.
The ITSRR reported:


crowding at peak commuter times was the aspect of service delivery with highest level of
dissatisfaction in the 2010 ITSRR survey and lowest level of customer satisfaction in both
the 2010 and 2009 surveys



22 per cent of survey respondents, who travelled between home and work, were left
standing at bus stops because buses were too full, did not stop or did not turn up
17 per cent of passengers experienced difficulties getting on/off buses, of which
nine per cent was due to overcrowding.



State Transit advises it has strict limits on the maximum capacity of passengers a bus can
carry to ensure bus drivers can operate vehicles safely. It has introduced an additional 150
high capacity articulated buses into its fleet to increase passenger capacity. State Transit has
also introduced the Metrobus services, increasing service availability. There are high
frequency services provided at peaks where customers may not be able to get on the first
bus. As a result, customers’ wait times are minimised.

Metropolitan Bus System Contracts
The Metropolitan Bus System Contracts (MBSC) operated by State Transit are due to expire
on 30 June 2012. The contracts include an option for the Department of Transport to extend
State Transit’s contracts to 30 June 2013. In October 2011, the Department effectively
extended the contracts to 30 June 2013.
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State Transit provided the following information regarding its performance.

STATE TRANSIT
AUTHORITY OF NEW SOUTH
WALES

Growth in Patronage and Bus Services

Patronage
increased by 2
million passenger
journeys in
2010-11

State Transit Authority Patronage
Passengers (million journeys)

214
212
210
208
206
204
202
200
198
196
2007

2008

2009

2010

2011

2012

2013

2014

Year ended 30 June
Source: Actual passengers from 2010-11 State Transit Authority’s Annual Report (unaudited). Projections provided by State Transit (unaudited).

State Transit’s patronage increased by one per cent in 2010–11 (1.5 per cent decrease in
2009–10) to 207 million passenger journeys (205 million). This was largely due to the
introduction of five Metrobus routes in areas with high customer demand, an increase in
articulated buses and improvements in reliability and comfort across the fleet. The extra
Metrobus routes provide 3,460 additional trips each week with capacity for 256,000 extra
passengers.
Sydney Buses carried 192 million passengers (190 million). Newcastle Buses and Ferry
Service patronage remained relatively stable at 12.1 million passengers (12.2 million) and
patronage on the Liverpool to Parramatta Transitway was 2.8 million (2.6 million).
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Sydney Buses Total Passenger Journeys in 2010-11 by Region

STATE TRANSIT AUTHORITY
OF NEW SOUTH WALES

West
19%

Mechanical fleet
failures are falling
as the average
age of the fleet
decreases

North
15%

South
31%
East
35%

Source: Passenger journey information provided by State Transit (unaudited).

Sydney Buses operates 289 routes in four regions across the Sydney Metropolitan area.
In 2010–11, State Transit operated an additional 189,644 services, an additional
3,647 services per week.
Patronage for Sydney Buses is expected to increase by an average of one per cent over the
next three years. State Transit plans to accommodate this growth by adding additional
services and expanding its bus fleet as required.
Kilometres travelled is a measure of the extent of services delivered. During 2010–11, State
Transit’s buses travelled 97 million kilometres (92 million). Sydney Buses accounted for the
majority of this travel with all four Sydney metropolitan regions totalling 87 million kilometres
(82 million kilometres).
To resource the increased service levels, 238 new bus drivers were employed.

Bus Fleet
At 30 June 2011, State Transit’s bus fleet totalled 2,252 buses (2,163). State Transit acquired
235 new buses (142) during the year and 104 new buses are planned for 2011–12. Under the
MBSCs, the average age of the fleet is to remain below 12 years. The acquisition of new
buses and retirement of older buses during the year resulted in a decline in the average age
of the fleet from 11.5 last year to 10.9 years.
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13.5

STATE TRANSIT
AUTHORITY OF NEW SOUTH
WALES

Number of buses

12.5
12

1500

11.5
1000

11
10.5

500

Average Age (Years)

13
2000

10
0

9.5
2007

2008

2009

2010

Year ended 30 June
New Buses

Existing fleet

2011
Average Fleet Age

Source: Fleet replacement, size and age data from 2010–11 State Transit Annual Report (unaudited).

As older buses are retired and replaced, the incidence of mechanical fleet failures decreases.
Sydney Buses Fleet Age vs Mechanical Failures
per 100,000 kilometres

14

13.5

Age

13

12.5
12.0

12

11.5
11.0

11

Number of failures

13.0

10.5
10

10.0
2007

2008

2009

2010

2011

Year ended 30 June
Age

Mechanical failures per 100,000 kilometres

Source: Fleet age and mechanical failure data from 2010–11 State Transit Authority Annual Report (unaudited).

MyZone Fares
State Transit implemented the new MyZone ticketing system in April 2010. To support the
launch of the new system, State Transit expanded its ticket reseller network to 1,520 resellers,
including private bus operator service areas.

Overtime
Overtime payments in 2010–11 were $47.9 million ($40.4 million), 14.9 per cent
(13.6 per cent) of base salaries and wages. For those employees paid overtime, on average,
they received $8,266 ($8,089) in overtime payments. Almost 88 per cent (90 per cent) of
employees received a payment for working overtime during the year.
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The table below shows the number of employees who were paid overtime, split by overtime
paid as a percentage of annual salary.

STATE TRANSIT AUTHORITY
OF NEW SOUTH WALES

Year ended 30 June
Overtime paid as a percentage of annual
salary and wages

2011
Number of
employees

2010

Overtime paid
$’000

Number of
employees

Overtime paid
$’000

90 and over

--

--

--

--

80– 89

2

92

--

--

70–79

8

291

3

105

60–69

20

615

10

301

50–59

51

1,275

53

1,266

40–49

259

5,405

218

4,213

30–39

761

12,209

615

9,125

20–29

1,450

16,658

1,329

14,195

10–19

1,277

8,802

1,372

8,965

>0–9

1,292

2,583

1,388

2,175

678

--

568

--

5,798

47,930

5,556

40,345

Nil overtime
Total

The highest amount of overtime paid to a single employee in 2010–11 was $50,013
($41,400). For 81 (66) employees, overtime paid was more than 50 per cent of their annual
salary.
State Transit advises that under its award conditions all work on Sunday is paid as overtime
and bus operators work a six day roster. Most of the overtime expenditure reported above
relates to payments made over a number of months when Metrobus Services were introduced
before staff were recruited. State Transit monitors bus driver hours worked to ensure all bus
operators are working within the occupational health and safety guidelines.

Status of Key Transport Projects
At 30 June 2011, the following represents State Transit’s key transport capital projects:
Project Name

Original Target
Date

Forecasted
Completion Date

Months
Delayed

Original
Budget
$’000

Revised
Budget
$’000

505 rigid buses

30 Jun 2011

30 Jun 2011

--

253,501

264,098

150 articulated buses

30 Jun 2011

30 Jun 2011

--

110,614

112,251

Ryde depot redevelopment

30 Jun 2010

31 May 2011

12

10,248

10,248

Recommissioning of Tempe

30 Jun 2010

30 Jun 2012

--

10,210

17,400

Ryde depot was completed in 2010–11 with significant improvements on concrete slab works
for bus parking underway. The delay was caused by a ramp, which allows vehicle movements
to be contained wholly within the depot. Works on Tempe depot are proceeding to schedule.
The budget for 505 rigid buses was increased by $10.6 million. This was mainly due to
requirement to install additional internal and external bus safety features to meet occupational
health and safety requirements.
Installation of additional internal bus safety features required to meet occupational health and
safety requirements resulted in an increase of $1.6 million in the budget of 150 articulated
buses.
An improved understanding of the constructional requirements and operational demands
resulted in the increase of the budget for recommissioning of Tempe Depot by $7.2 million.
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Year ended 30 June
Total Revenue Per Passenger

Total Cost Per Passenger

Source: Revenue and patronage data from 2010–11 unaudited State Transit Authority Annual Report. Total costs sourced from management
accounts (unaudited).

Note: Revenue includes payments received under the provisions of the Metropolitan and Outer Metropolitan Bus
System Contracts.
Due to volatility, the actuarial gains/(losses) relating to defined benefit superannuation schemes, have been excluded
from the total cost per passenger.

Total revenue per passenger has marginally increased to $3.07 ($2.98). This is primarily due
to recovery of the costs of providing new services and interest income on additional lease for
the 233 buses delivered in 2010–11. Under the Metropolitan Bus Contracts, State Transit
receives revenue to operate the services. Part of the revenue represents a recovery of fixed
costs, which remains constant in real terms over the term of the contract.
Total cost per passenger has increased to $3.01 ($2.83). This is primarily due to increase in
employee benefits and finance costs. Finance costs increased largely due to interest on new
borrowings to fund acquisition of new buses.

On-time running
Recommendation
State Transit should consider using GPS technology to measure on-time running performance
on each route.
On-time running performance is measured as the percentage of monitored buses departing
from the terminus within five minutes of the scheduled timetable. A minimum of one per cent
of total bus trips are monitored. On-time running performance for Sydney Buses has remained
relatively stable at 95 per cent over the last five years. State Transit advises that traffic
congestion within the CBD has, on occasions, affected the service delivery.
State Transit has fitted all buses with the Public Transport Information and Priority System
(PTIPS). PTIPS uses GPS Technology for real time tracking of buses and priority through
traffic lights to help keep bus services to timetable. This tracking allows State Transit to
measure on-time running performance, produce accurate running times and more suitable
timetables.
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State Transit advises it has various strategies to maintain and improve on-time running and to
provide better information to customers on waiting times through the PTIPS SMS Next Bus
System.

Other Information
Human Resources
Last year, I reported the following areas relating to human resources:


employee age profile to identify the number of employees nearing retirement age and
actions taken to address any risks arising



trend in long service leave liabilities and actions taken to ensure funds will be available to
pay these liabilities
management of annual leave balances in excess of threshold policies
extent of contract staff.




A summary of the results of my review this year are as follows.
Workforce Ageing
Last year, I recommended State Transit continues to develop and implement effective policies
to manage its ageing workforce.
Twenty nine per cent (29 per cent) of State Transit’s employees are over 55 years of age and
46 per cent (46 per cent) are over 50. This increases the risk of a large number of employees
retiring in the next five to ten years with the potential loss of knowledge and skills.
The age profile of State Transit’s employees is shown below:
At 30 June

2011

2010

Age group

No. of
employees

Up to 35

763

15

745

15

35-39

554

11

520

10

40-44

697

13

680

14

45-49

806

15

808

16

50-54

888

17

821

17

55-59

736

14

736

15

60-64

522

10

486

10

65+

231

5

177

4

5,197

100

4,973

100

Total

%

No. of
employees

%

Source: State Transit (unaudited).
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The graph below further demonstrates the age structure of State Transit employees.
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In response to this risk, State Transit advises it is succession planning through
apprenticeships, cadetships and graduate programs. State Transit has developed mentoring
programs to train selected staff for progression to higher positions.

Long Service Leave Liability
State Transit’s liability for long service leave entitlements at 30 June 2011 amounted to
$54.9 million ($52.7 million). This liability has increased by 29 per cent over the last five years.

Long Service Leave Liability
60
50
40
$m 30
20
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0
2007

2008

2009

2010

2011

At 30 June
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The increase in liability from 2010 to 2011 is attributed to growth in employee entitlements.
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State Transit advises that operational cash flows generated from the Metropolitan Bus System
Contracts are sufficient to fund State Transit’s rising long service leave liability obligations.
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Although State Transit has strong cash flows, it will need to ensure it has adequately planned
to fund these liabilities, which generally increase over time with increases in employee
remuneration levels. This will be compounded as other liabilities arise from the pending
retirement of a significant portion of the ageing workforce.
Annual Leave Balances
State Transit has actively managed employees with excessive annual leave balances in
recent years. The number of employees with annual leave balances exceeding 40 days was
363 at 20 June 2011 (361). Employees in this category represented 6.9 per cent (7.2 per cent)
of total employees.
Excess leave entitlements can adversely affect an organisation. Liabilities for excessive
annual leave generally increase over time as salary rates increase, which impacts cash flow
requirements. The health and welfare of staff can also be adversely affected if they do not
take sufficient leave.
State Transit advises initiatives are in place to effectively manage excessive annual leave.
Quarterly reminder letters are issued to employees with balances in excess of 40 days. State
Transit is continuing to monitor accumulating leave balances.
Use of Contract Staff
Last year, I recommended State Transit continue to periodically review the roles and
responsibilities of all its contractors to ensure:






its reliance on contractors is not excessive
using contractors instead of permanent employees is appropriate
contractors do not become de facto employees by virtue of being with State Transit for an
extended period of time
using a contractor continues to represent good value for money.

In 2010–11, State Transit paid $1.6 million to a total of 51 contractors. At 30 June 2011,
13.7 per cent of contractors had been engaged for a period of more than 12 months.
Two contractors had been engaged for more than ten years. The retention of contractors for
extended periods may result in additional costs to State Transit.
State Transit advises that contractors have predominantly been hired in the Finance and
Information Technology division. Divisional General Managers are asked to verify the need to
keep a contractor longer than 12 months and to confirm whether the function can be
undertaken by permanent employees. The use of contractors is monitored on a monthly basis.
Long-term contract staff are retained due to their knowledge of STA’s legacy IT systems,
which cannot easily be procured.
While the use of contractors has benefits, particularly on projects, extensive reliance on this
employment arrangement generally results in higher employment costs to an organisation and
less ownership and commitment to organisational goals and objectives.
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In 2010–11, State Transit continued to expand its Prepay network, targeting the main
corridors to the city. Parramatta and Rockdale interchanges became cashless between 7 am
and 7 pm on weekdays. This strategy is aimed at reducing boarding times and improving the
reliability of bus services in the main corridors to the city. Approximately 15 per cent
(46 routes) of Sydney Bus services have been converted to PrePay only.
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Prepay services
has resulted in a
At 30 June 2011, there were 1,520 authorised ticket resellers. This increased by 12.5 per cent significant
on the previous year. Total revenue from ticket sales to resellers in 2010–11 exceeded
reduction in
$225 million, an increase of 13 per cent on the previous year ($199 million). State Transit will
on-board ticketing
continue to expand its reseller network in 2011–12 to meet the increase in demand from the
and improved
planned expansion of PrePay bus services.
service delivery
State Transit advises the increase in PrePay services has resulted in an annual reduction of
20 million on-board cash transactions, faster boarding times, less delays and discount travel
for bus passengers. The initiative has, in turn, improved the on-time reliability of bus services.

The Liverpool to
Parramatta
Transitway
The Liverpool to Parramatta Transitway is public infrastructure, built and owned by the New
South Wales Government. State Transit has operated on the Transitway since February 2003 continues to incur
losses
and 18.1 million passengers have used this service since it opened. Transitway patronage

Western Sydney Buses

increased by five per cent over the previous year to 2.76 million journeys.

The government
is expanding the
successful
Metrobus network

Growth in Transitway Patronage
10

Percentage increase

9
8
7
6
5
4
3
2
1
0
2008

2009
2010
Year ended 30 June

2011

Journeys
Source: State Transit (Unaudited)

Since opening, the Transitway has recorded losses each financial year, with another loss of
$913,000 in 2010–11 ($1.2 million loss). State Transit’s contract to operate this route extends
to August 2012. The Transitway contract lies outside the Metropolitan Bus System Contracts.

Metrobus Network
The Metrobus is a high-frequency, cashless service aimed at increasing capacity along busy
corridors. In 2010–11, State Transit established five new Metrobus routes, providing around
half a million additional passenger spaces each week. State Transit advises the services are
proving very popular and over 16.0 million passengers have used them to date.
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Following the success of the Metrobus network, in July 2010, the government announced an
expansion of the network to 13 routes across Sydney. State Transit will operate eight of the
routes and the remainder will be operated by private bus companies.

Free CBD Shuttle Bus
Since its launch in December 2008, more than five million passengers have travelled on the
service. The shuttle service carries between 40,000 and 50,000 passengers each week and
operates across 32 bus stops located around the Sydney CBD.
The Department of Transport launched ten additional free shuttle services in 2011. This
includes Newcastle City Loop Shuttle and Kogarah Shuttle, operated by State Transit under a
contract with Department of Transport.

Capital Expenditure Program
State Transit’s capital expenditure program increased by 27.2 per cent from $114.3 million to
$145.4 million in 2010–11. Most expenditure was on acquiring new buses to support fleet
growth, the fleet replacement program and the redevelopment of depots to accommodate
expansion of the fleet in the future.

Capital Expenditure Program 2010-11
Redevelopment of
depots
9%

Others
5%

Acquistion of new
buses and bus
related equipment
86%

Source: Capital expenditure data from 2010–11 State Transit Authority Annual Report (unaudited).

Integrated Network Reviews and Improved Networks
During 2009 and 2010, State Transit implemented new and improved bus networks in each of
its four Sydney regions. It is unlikely there will be further major changes to State Transit’s
networks during the life of the current Metropolitan Bus System Contracts.
The Transport NSW and Infrastructure program of bus reform and the Metropolitan and Outer
Metropolitan Bus System Contracts require State Transit to conduct reviews of networks to
ensure they reflect the current needs of the public. The reviews involve extensive community
consultation and aim to put into operation new and improved networks through better
co-ordination and linking of services with major hubs, additional services and simplification of
stopping patterns.
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Abridged Statement of Comprehensive Income
Year ended 30 June

Consolidated
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State Transit

2011
$’000

2010
$’000

2011
$’000

2010
$’000

610,116

557,864

610,116

557,864

45,279

36,842

45,279

36,842

Operating Revenue

655,395

594,706

655,395

594,706

Employee benefits

388,956

365,631

--

--

Personnel services

--

--

423,169

409,636

Fleet running expenses

96,459

88,310

96,459

88,310

Depreciation and amortisation

29,224

31,379

29,224

31,379

Finance costs

20,896

14,178

20,896

14,178

General operating expenses

110,532

102,829

81,512

72,997

Operating Expenses

646,067

602,327

651,260

616,500

Operational revenue*
Other income

Net Profit/(Loss) Before Tax
Income Tax (Expense)/Benefit
Net Profit/(Loss) After Tax

9,328

(7,621)

(2,478)

2,183

6,850

(5,438)

4,135
(921)
3,214

(21,794)
6,435
(15,359)

Other Comprehensive Income
Revaluation of property, plant and
equipment
Superannuation actuarial losses

1,696

--

1,696

--

--

--

(5,193)

(14,173)

Income tax on items of other
comprehensive income

1,049

4,252

Total Other Comprehensive
Income/(Expense)

(2,448)

(9,921)

1,188

4,402

(15,359)

4,402

Total Comprehensive
Income/(Expense)
*

(508)

--(15,359)

Operational revenue includes farebox receipts and contract revenue from the Metropolitan and Outer
Metropolitan Bus System Contracts.

Operational revenue increased primarily due to the increase in income from bus and ferries
services provided under the MBSC, which relate mainly to the expansion of the Metro Bus
Network. Finance lease income received for new buses during the year, resulted in an
increase in other income.
Employee benefits increased largely due to higher labour costs arising from an increase in
pay rates for bus operators and the hiring of more bus operators to provide additional
services. Finance costs increased largely due to additional interest on new borrowings to fund
acquisition of new buses. Increases in Compulsory Third Party and general insurance
premiums and bus revaluation expenses were the main reasons for the increase in general
operating expenses.
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Cost Recovery
In 2010–11, State Transit’s passenger farebox revenue covered approximately 45.8 per cent
(48.4 per cent) of the cost of services provided, a decrease of 2.6 per cent from the previous
year primarily due to increased fleet running costs. The increase in fleet running costs was
due to higher diesel prices and higher fuel consumption of the new heavier air conditioned
buses and articulated buses operating the Metrobus services.
Cost of Service Recovered from Passenger Revenue

80
70
60
Percentage Recovery
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0
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Year ended 30 June
Western Sydney Buses

Sydney Buses

Newcastle Buses

State Transit Authority

Source: Information derived from State Transit’s management accounts as at 30 June 2011 (unaudited).

Note: Cost of operations includes interest and excludes superannuation losses.

The overall cost recovery fell in 2010-11 due to:




the introduction of MyZone
the cost of increasing the network capacity to cater for growth
the impact of the PrePay campaign, which resulted in an increase in passengers
switching from single ride cash fares to discounted multiride fares.

The lower recovery rate of 18 per cent in 2010–11 for Newcastle buses was due to lower
patronage levels compared to Sydney services. Western Sydney Buses have the highest
recovery rate of 76.4 per cent partly due to growth in patronage and lower operating costs of
providing a bus service that runs on a dedicated transitway.
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State Transit

2011
$’000

2010
$’000

2011
$’000

2010
$’000

60,687

43,325

60,687

43,325

Non-current assets

889,485

795,723

889,485

795,723

Total Assets

950,172

839,048

950,172

839,048

Current liabilities

183,875

193,896

183,875

193,896

Non-current liabilities

523,337

407,080

523,337

407,080

Total Liabilities

707,212

600,976

707,212

600,976

Net Assets

242,960

238,072

242,960

238,072

Current assets

STATE TRANSIT
AUTHORITY OF NEW SOUTH
WALES

The increase in non-current assets was primarily attributable to the increase in capital works
expenditure, including the acquisition of buses and bus related equipment, and the
redevelopment of Ryde and Tempe depots.
The increase in non-current liabilities was primarily due to additional borrowings required to
fund the acquisition of new buses and depot redevelopment work.

State Transit Activities
State Transit, a statutory body incorporated under the Transport Administration Act 1988,
operates bus services in Sydney and bus and ferry services in Newcastle. For further
information on State Transit, refer to www.statetransit.info.

Controlled Entities
The following controlled entities have not been reported on separately as they are not
considered material by their size or the nature of their operations to the consolidated entity.
Entity Name

Website

State Transit Authority Division

*

Western Sydney Buses Division

*

*

This entity does not have a website.
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Audit Opinion
The audit of Sydney Ferries’ financial statements for the year ended 30 June 2011 resulted in
an unmodified audit opinion within the Independent Auditor’s Report.
The Independent Auditor’s Report drew attention to significant uncertainty resulting from a
proposed franchising arrangement announced by the Minister for Transport on 11 May 2011,
and whether Sydney Ferries would be able to realise its assets and discharge its liabilities in
the normal course of business.

Operational Snapshot
Sydney Ferries operates ferry passenger services across Sydney Harbour and along the
Parramatta River. It has 28 vessels across six classes supplemented by two charter vessels.
The average age of a fleet vessel is 22 years. At 30 June 2011, Sydney Ferries’ operations
resulted in a surplus of $2.7 million.
Operational area

Operational outcome

Routes in service
Scheduled services (‘000)
Patronage (‘000)

8
169
14,503

Service reliability (%)

99.9

On time running

98.5

Customer satisfaction (%)

96.0

Source: Sydney Ferries (unaudited).

Key Issues
For general transport industry information, refer to the ‘Transport Overview’ section earlier in
this report.

Franchising of Sydney Ferries
On 11 May 2011, the Minister for Transport announced that the government will retain
ownership of Sydney Ferries, but with a non-government operator leasing, maintaining and
operating the fleet.
The Director General of Transport has since advised:



the operator will be required to enter into a contract with Transport for NSW
Transport for NSW will continue to control fares, routes and safety obligations.

Registrations of interest for franchising were followed by a request for expressions of interest
(EOI), which closed on 29 July 2011. Five companies and consortia have expressed interest
in a service contract for running ferry services.
Management advises the formal tender process commenced in October 2011 with three firms
invited to respond, and a new operator is expected to commence by the end of 2012.
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Sydney Ferries advised its Ferry Operations and Customer Information System (FOCIS)
project has been delayed because of design issues, which have now been resolved. The
project’s budget and completion date are shown in the table below.
Year ended 30 June 2011

Budget
Original
$m

FOCIS

Revised
$m

13.4

13.7

SYDNEY FERRIES

Completion date
Variance
$m

Original

0.3

Sept 2010

Revised

Oct 2012

98.5 per cent of
Sydney Ferries’
services ran on
time in 2010-11

Source: Sydney Ferries (unaudited).

I understand the increased budget was largely due to additional project management costs
resulting from delays in completing the project.

Performance Information
Sydney Ferries provided the following information (unaudited) regarding its performance.
Year ended 30 June

Target

Actual

2011

2011

2010

2009

2008

Services that run on time (%) (a)

99.5

98.5

98.1

98.1

98.3

Number of customer complaints

na

677.0

639.0

889.0

1,220.0

--

1.0

--

1.0

--

16.0

17.0

15.0

12.0

15.0

7.0

10.2

10.9

10.4

9.2

Fleet availability (%) (d)

80.0

85.9

86.0

81.0

79.0

Vessel reliability (%) (e)

95.0

96.5

96.4

95.0

94.4

Operational performance

Number of significant incidents (b)
Number of passenger injuries (c)
Number of sick days taken per employee

Source: Sydney Ferries (unaudited).

a

Proportion of operated services with vessel departing from the first wharf within five minutes of its scheduled
departure time. Delays due to force majeure events are not included.

b

Incidents resulting in loss of life, life-threatening injury or injury to multiple persons, and/or damage over
$100,000.

c
d

Passenger injury that occurs as a result of ferry operations requiring medical attention.
Percentage of fleet available for scheduled services (days available as a percentage of total working days).

e

Percentage of vessels that remain in service without withdrawal as a consequence of mechanical failure.

Sydney Ferries’ services were on time 98.5 per cent (98.1 per cent) of, just one per cent
below its target of 99.5 per cent. Manly Ferry Services achieved the highest on-time running
performance of 99.6 per cent whilst Eastern Suburbs reported the lowest performance of
97.3 per cent. Management advises the results have improved due to the new timetable
implemented in October 2010.
Customer complaints increased from the previous year. Management advises there was an
initial spike in timetable related complaints in October and November 2010, but there were
20 per cent fewer complaints in January to June than the corresponding period in 2010.
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Total fleet failures
continue to fall
and vessel
reliability
increase, to 96.5
per cent in
2010-11

Patronage
Sydney Ferries passenger journeys remained relatively stable. Patronage growth was
1.1 per cent (0.2 per cent) in 2010-11. Passenger journeys prior to January 2009 included
journeys on the discontinued Manly JetCat service. Management advises that on a same
route comparison, patronage has increased from 13.2 million in 2007–08 to 14.5 million in
2010–11.
Year ended 30 June

Passenger journeys and growth
Target

Number of passenger journeys (million)

2011

2010

2009

2008

14.5

14.5

14.3

14.3

14.0

1.0

1.1

0.2

2.5

(1.2)

Patronage growth (%)
Source: Sydney Ferries (unaudited).

Year ended 30 June

Passenger journeys by area
2011

2010

2009

2008

Inner Harbour (million)

6.8

6.8

6.4

6.0

Parramatta River (million)

1.6

1.5

1.5

1.4

Manly Ferry (million)

6.1

6.0

6.0

5.7

Source: Sydney Ferries (unaudited).

Fleet Failures
Total fleet failures decreased from 316 failures in 2009–10 to 311 failures in 2010–11. The
table below provides details of each vessel type. A fleet failure is defined as withdrawal of a
vessel from service as a consequence of mechanical failure. Management advised this does
not mean the service was delayed or cancelled.
Year ended 30 June

Ferry failures per annum
2011

2010

2009

2008

2007

Freshwater

31

28

40

33

64

First Fleet

66

74

79

117

161

120

109

152

184

153

Habourcat

37

24

47

42

58

Supercat

40

64

55

57

61

Lady Class

17

17

32

33

40

311

316

405

466

537

168,532

172,627

177,861

184,240

179,869

Rivercat

Total
Total Trips During the Year
Source: Sydney Ferries (unaudited).
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Fleet Failures
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Other Information
Fleet Replacement Strategy
Sydney Ferries currently owns 28 vessels. This includes two Lady Class vessels, which have
reached the end of their economic lives. With the current franchising process underway the
ferry replacement strategy has been deferred by Transport for NSW.

Capital Projects
Over the past three years, Sydney Ferries wrote off $3.1 million spent on capital projects
because the projects were either assessed as not providing future economic benefits, costs
could not be attributed to specific assets, or no evidence was available to verify the nature of
the expenditure. Management took action in 2010–11, reviewed all work in progress accounts
and strengthened controls over recording and monitoring of expenditure. The total value of
work in progress at 30 June 2011 was $13.4 million.

Safety
Over the past few years Sydney Ferries implemented safety initiatives for its staff and
passengers. New training programs were introduced and improvements made to
infrastructure at Circular Quay wharf. Vessel collisions and groundings fell from 18 in 2006–07
to three in 2010–11, and staff days lost due to injury fell from 3,973 days in 2008–09 to
398 days in 2010–11.
Sydney Ferries won awards in recognition of its improved safety records, including the
Industry Excellence Award for Safety Prize from the Chartered Institute of Logistics and
Transport Australia in 2010, the NSW Training Initiative Award in 2010 for their new Ferry
Master training program and the NSW Large Employer of the Year at the NSW Training
Awards 2011.

Human Resources
This year, I again reviewed the following areas relating to human resources:






trends in long service leave liabilities
availability of funds to pay these liabilities
management of annual leave balances in excess of threshold policies
extent of use of contract staff
extent of overtime worked.
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Leave Entitlements
It is uncertain whether Sydney Ferries will extinguish its liability for leave entitlements in the
normal course of business given the franchising arrangement announced in May 2011.
Sydney Ferries’ liability for long service leave entitlements at 30 June 2011 amounted to
$7.9 million ($7.2 million).
Long Service Leave Liability
8.0
7.8
7.6
7.4
$m 7.2
7.0
6.8
6.6
6.4
2007

2008

2009

2010

2011

Year ended 30 June
LSL Liability

The number of employees with annual leave balances in excess of 40 days has declined from
108 employees at 30 June 2007 to 63 employees at 30 June 2011. Sydney Ferries advises it
has actively managed employees with excessive annual leave balances in recent years.
Although Sydney Ferries’ strategies reduced the number of employees with excess annual
leave balances, employees in this category represent 10.5 per cent (13.1 per cent) of total
employees at 30 June 2011.
At 30 June
Entitlement (days)

2011
No. of
Personnel

Total
Days

2010
Average
Days

No. of
Personnel

Total
Days

Average
Days

Annual Leave
>100

--

--

--

3

349

116

81–100

3

257

86

2

179

90

41–80

60

3,147

52

73

3,784

52

Total

63

3,404

54

78

4,312

55

>60

6

544

91

7

618

88

41–60

4

193

48

3

158

53

21–40

10

277

28

12

351

29

10–20

12

178

15

14

231

16

Total

32

1,192

37

36

1,358

38

Public Holidays

Total Employees

598

597
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Use of Contract Staff
In 2010–11, Sydney Ferries paid $2.6 million ($4.8 million) to 23 contractors (31 contractors).
At 30 June 2011, four contractors had been engaged by Sydney Ferries for more than two
years and the highest contractor payment during the year was $227,000.
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Sydney Ferries advises it monitors the use of contractors through a time and attendance
system and a contractor spreadsheet. Extending a contractor’s term requires a business case
and approval by the Chief Executive Officer.
Overtime
Overtime payments in 2010–11 amounted to $2.7 million ($2.3 million), 4 per cent
(4.5 per cent) of Sydney Ferries’ base salary expense for the year. On average, Sydney
Ferries’ employees, who were paid overtime, received $6,029 ($5,082) in overtime payments.
The highest amount paid to an employee in 2010–11 was $36,800 ($36,770).
Sydney Ferries attributes the increase in overtime to the introduction of the new timetable with
no additional resources for its implementation. The table below provides details of overtime
paid to operational staff over the past three years.
Year end 30 June

Staff numbers
2011

2010

2009

Overtime
$30,001 to $50,000

8

7

6

$20,001 to $30,000

20

11

33

$10,001 to $20,000

65

53

86

$5,001 to $10,000

86

77

99

$1 to $5,000

268

303

258

Total

447

451

482

2,749

2,292

3,469

Total $’000
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Financial Information
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Abridged Statement of Comprehensive Income
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Year ended 30 June

Farebox revenue

2011
$’000

2010
$’000

--

45,752

125,187

82,775

981

2,314

126,168

130,841

Employee related expenses

64,417

67,108

Operations and maintenance expenses

39,758

38,605

Depreciation, amortisation and impairment

18,480

20,585

190

6,320

--

3,386

655

1,901

123,500

137,905

Operational revenue
Other
Operating Revenue

Borrowing costs
Decrease in revaluation of fleet vessels
Other losses
Operating Expenses
Surplus/(Deficit)

2,668

(7,064)

Superannuation actuarial gains/( losses)

127

(10,972)

Total Other Comprehensive Income/(Expense)

127

(10,972)

2,795

(18,036)

Other Comprehensive Income/(Expense)

Total Comprehensive Income/(Expense)

Due to the new transport agreement, farebox revenue is collected by Sydney Ferries on
behalf of Transport for NSW. The government contribution is determined by factors within the
contract.
Average employee numbers fell during the year, with some redundancies, which reduced
employee related expenses.
The significant decrease in borrowing costs is because the previous debt of $94.9 million was
transferred to the Crown Finance Entity for no consideration on 31 March 2010.

Abridged Statement of Financial Position
At 30 June

2011
$’000

2010
$’000

13,987

16,253

Non-current assets

106,580

103,394

Total Assets

120,567

119,647

30,730

36,913

5,550

1,242

Total Liabilities

36,280

38,155

Net Assets

84,287

81,492

Current assets

Current liabilities
Non-current liabilities

The reduction in the monies held in the Hour Glass cash facility accounts for the reduction in
current assets.
The increase of non-current liabilities is due to a new $4.0 million loan agreement, while the
fall in current liabilities is due to the previous loan being transferred to the Crown.
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Sydney Ferries’ Activities
Sydney Ferries became a statutory authority on 1 January 2009 by amendments made to the
Transport Administration Act 1988. Previously, Sydney Ferries was constituted as a State
owned corporation under the State Owned Corporations Act 1989 and the Transport
Administration Act 1988.
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Sydney Ferries operates ferry passenger services on Sydney Harbour and the Parramatta
River. Its principal objective is the delivery of safe and reliable ferry services in an efficient,
effective and financially responsible manner.
For further information on Sydney Ferries, refer to www.sydneyferries.nsw.gov.au.
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$428 million has
been spent on
Sydney Metro
projects to
30 June 2011
with more costs
expected in
2011–12
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Audit Opinion
The audit of the Authority’s financial statements for the year ended 30 June 2011 resulted in
an unmodified audit opinion within the Independent Auditor’s Report.

Operational Snapshot
Following the New South Wales Government’s decision to terminate all metro projects in
February 2010, the Authority continues to wind down its activities. The Authority incurred a
further $10.8 million in cost reimbursements for claims from affected property and leasehold
owners during 2010–11.
To 30 June 2011, the cost of Sydney Metro projects was $428 million ($412 million) with more
costs expected in 2011–12.

Other Information
For general transport industry information, refer to the ‘Transport Overview’ section earlier in
this report.

Transport Services Restructuring
On 1 July 2010, the Transport Administration Amendment Act 2010 established the
Department of Transport (the Department) and resulted in the removal of the Authority’s
governance board. From this date the Authority is deemed to be a controlled entity of the
Department.
All the Authority’s property, plant and equipment was transferred to the Department in
December 2010.

Cost Reimbursement for Property Acquisition Related Claims
The Authority continued to apply an established assessment process to assess cost
reimbursement claims from affected property and leasehold owners. This process was to
apply assessment principles consistent with the Land Acquisition (Just Terms Compensation)
Act 1991.
At 30 June 2011, 80 claims totalling $11.4 million had been finalised. The Authority raised a
provision of $600,000 to cover one further claim that has certainty about the settlement
amount. In addition to these items, the Authority has received a further three claims which are
expected to be resolved during 2012.
Whilst a significant number of affected parties have already lodged claims, under the relevant
legislation, remaining directly affected property and leasehold owners have up until early 2013
to lodge a claim.
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Abridged Statements of Comprehensive Income
Year ended 30 June

SYDNEY METRO

2011
$’000

Government grants

2010*
$’000

--

384,214

Interest income

10,669

10,518

Other revenue

8,873

4,811

Total Revenue

19,542

399,543

Operating costs (including personnel services)

12,220

35,907

Decrement in value of properties

--

47,669

Write-off of capitalised work in progress

--

176,128

10,810

94,872

Other expenses

286

324

Total Expenses

23,316

354,900

(Deficit)/Surplus

(3,774)

44,643

Cost reimbursement claims

Other Comprehensive Expense
Total Comprehensive Income/(Expense)
*

-(3,774)

(785)
43,858

In the 2010 year, the Authority had one controlled entity, the Sydney Metro Division (the Division). For the
purpose of this report, all 2010 comparative data is shown for the Consolidated Entity at that date. For details
regarding the dissolution of the Division refer to commentary on the controlled entity at the end of this report.

As a result of the termination of metro projects in February 2010, no government grants were
received by the Authority in 2010-11.
Other revenue increased largely due to greater recoupment of personnel services costs for
seconded employees relating to the Barangaroo Pedestrian Link and other Department of
Transport projects.
The significant decrease in total expenses was mainly due to the write off of capitalised work
in progress and the revaluation decrement of the Authority’s properties in the prior year. Also
contributing to the decrease was the finalisation of cost reimbursement claims by tenderers for
the major construction contracts in the prior year.

Abridged Statements of Financial Position
2011*
$’000

2010*
$’000

206,682

215,591

--

55,840

206,682

271,431

Current liabilities

2,489

7,506

Total Liabilities

2,489

7,506

204,193

263,925

At 30 June

Current assets
Non-current assets
Total Assets

Net Assets
*

Refer to commentary above concerning the 2010 comparative data.
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The Authority holds significant cash assets, which appear to be in excess of budgeted
requirements.

SYDNEY METRO

All non-current assets were transferred to the Department of Transport in December 2010.
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Current liabilities decreased mainly due to:


a reduction in payables and accruals resulting from the continued winding down of the
Authority’s activities



the transfer of all employees and associated employee benefit provisions to the
Department during the year.

Entity Activities
The Authority was established as a statutory body under the Transport Administration Act
1988 on 27 January 2009. Its principal activities were to develop safe and reliable metro
railway systems as well as hold, manage and maintain metro rail infrastructure facilities.
The government cancelled all metro projects in February 2010 and since that date the
Authority has been responsible for management of residual assets and liabilities and any
claims arising from the decision to terminate the metro projects.
Amendments to the Transport Administration Act 1988 commenced on 1 July 2010 which
established the Department and abolished the Authority’s Board. The affairs of the Authority,
from 1 July 2010, are managed and controlled by the Director General of the Department.
For further information on the Authority, refer to www.transport.nsw.gov.au.

Controlled Entity
In 2010, the Authority had one controlled entity, the Sydney Metro Division which provided
personnel services to the Authority. During the year, all of the division’s staff were transferred
to the Department of Transport and the division was dissolved. Separate financial statements
were not required for the division in 2011.
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The audit of the Authority’s financial statements for the year ended 30 June 2011 resulted in
an unmodified audit opinion within the Independent Auditor’s Report.

Operational Snapshot
The Authority is responsible for constructing large transport infrastructure projects in New
South Wales. Key projects currently in progress are:
Project

South West Rail Link
Rail Clearways Program

Total estimated
project costs
($’m)

Estimated completion
date

2,122

231

Progressively
between
2013-16

2,044

348

2015

133

2013

Commuter Car Park and Interchange
Programs
*

Cost incurred in
2010–11
($’m)

333*
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The revised Rail
Clearways
program will be
completed five
years after original
completion date at
a cost of $2 billion
(previously
$1.3 billion)

Includes estimated costs of $20.5 million for four car parks funded by other programs.

Key Issues
For general transport industry information, refer to the ‘Transport Overview’ section earlier in
this report.

Transport Restructure
The Transport Legislation Amendment Act 2011 was passed by the New South Wales
Parliament in September 2011. The legislation established Transport for NSW (TfNSW) as a
NSW Government agency and sets out the objectives and functions of TfNSW.
The legislation also provides for the abolition of the Transport Construction Authority, subject
to TfNSW obtaining the necessary rail safety accreditation. The Authority’s functions are
expected to transfer to TfNSW during 2011–12.
For further information on the transport restructure refer to the ‘Transport Overview’ in this
volume.

Other Information
Commissioning of Constructed Assets
Last year, I reported the Homebush Turnback and Lidcombe Turnback, constructed in
April 2008, could not be commissioned in a timely manner due to a shortage of signal
engineers in the rail industry. The Authority advises the turnbacks, which cost $102 million to
construct as part of the Clearways program, were commissioned in November 2010 and
March 2011 respectively. The original planned commission date for the turnbacks was June
2008. The Authority advises there are currently no completed projects where commissioning
is being delayed due to the shortage of signalling engineers.
The Authority also commissioned a significant number of commuter car parks in 2010–11.
For more information on how Rail Corporation New South Wales (RailCorp) is managing the
shortage of signal engineers, refer to the comments on RailCorp in this Volume.

Rail Clearways Program
The Rail Clearways program was announced in the 2004 Mini Budget as a 15 project program
to be completed over six years (ending in 2010) at an estimated cost of $1.0 billion. The
original approved budget for the program was $1.3 billion, excluding the cost of interest and
escalation.
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As part of the 2008 Mini Budget, the government reviewed the priorities of the rail capital
program to ensure it met the needs of growing demand on the CityRail network. As a result,
two projects were cancelled (Carlingford Loop and the Sydenham to Erskineville project), with
the delivery of two further projects to be staged (Richmond Line Duplication and Macarthur
Station and Interchange).
To date, the Authority has completed and commissioned nine of the thirteen Clearways
projects. The Authority’s performance in delivering these nine projects is summarised below:


six projects completed and commissioned within budget completion date, two projects
completed within budget completion date, but commissioning delayed due to external
factors, and one project completed late



final construction cost of three projects within original budget, but six projects cost more
than original budget, which did not include interest or escalation.

The Authority advises the revised Rail Clearways program is expected to be completed by
2015, five years later than the original completion date, at a cost of $2.0 billion including
escalation and $75.5 million in additional work funded by other sources.
During 2010–11, expected completion dates and budgets for each project did not change,
except for the Quakers Hill to Vineyard Duplication, where additional works were requested by
the Roads and Traffic Authority.
The table below shows current and completed projects in the Rail Clearways Program, the
original and revised budgets and planned construction completion dates (unaudited and as
advised by the Authority):
Key projects

Original
budget
($m)

Revised
budget at
July 2010
($m)

Revised
budget at
July 2011
($m)(a)

Original completion Revised completion date
date
(at July 2011)

Current Projects
Bankstown
Liverpool Turnback and
Platform

84

160

160

2010

2014(b)

410

790

790

2010

2012(b)

29

55

55

2010

Stage 1– 2010
Stage 2– 2015(c)

Quakers Hill to Vineyard
Duplication

108

246

259(f)

Total of Current Projects

631

1,251

1,264(f)

Total of Completed
Projects

659

780

Total Program Cost

1,290

2,031

Campbelltown Express
Kingsgrove to Revesby
Quadruplication
Macarthur Fourth Platform
North West

a
b
c
d
e
f

780

2012 (was
2010)(d)

Stage 1– 2011(e)

Various

Various

2,044(f)

Excludes RailCorp management costs and borrowing costs and includes $75.5 million works funded from other
parties.
After reprioritisation and scope review in November 2008.
After reprioritisation in November 2008. Stage 1 relates to the bus interchange and easy access works. Stage 2
relates to platform and rail works.
Date changed following the extension of the Quakers Hill to Schofield’s project to Vineyard.
Stage 1 Quakers Hill to Schofields to be completed by 2011. No date set for Stage 2 Schofields to Vineyard.
Additional funding of $12.5 million was received in 2010–11 from the RTA for new scope requirements. Original
budget and revised budget are for stage 1 only.
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Expenditure on the program to 30 June 2011 totalled $1.6 billion ($1.3 billion).
The objective of the Rail Clearways Program is to improve capacity and reliability on CityRail’s
Sydney suburban network. It comprises 13 key projects being delivered by the Authority on
behalf of RailCorp. The program involves separating the network’s 14 metropolitan rail routes
into five independent rail clearways.
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Twenty of the 22
Stage One
South West Rail Link (SWRL)
In November 2009, the New South Wales Government committed to deliver the SWRL project commuter car
parks are
at a total cost of $2.1 billion. The current estimated total cost for this project remains at
commissioned,
$2.1 billion. At 30 June 2011, the Authority had incurred $389 million on the project and had
received $105 million in land transferred from another government agency for use in the
with remaining car
project. The project consists of the following four key pieces of work:
parks to be

Glenfield Transport Interchange – involves a major upgrade to Glenfield station, including commissioned in
late 2011
a new platform and additional commuter car parking, which the Authority expects to be
completed on time by 2013



Glenfield to Leppington Rail Line – 11.4km of new twin track from Glenfield to Leppington,
new stations and commuter car parking at Leppington and Edmondson Park and a new
train stabling facility. The Authority advises the design and construction contract for the
new rail line was signed in December 2010 and detailed design and early site works have
commenced. The first passenger services are due in 2016, within the original budgeted
timeframe



Auburn Stabling facility – designed to cater for the expected increase in train services and
is due to be fully commissioned by 2016
Airport line power upgrade – expected to be commissioned in 2016.



Commuter Car Park and Interchange Programs (CCPIP)
The Authority is responsible for delivering 41 car parks and interchanges in two stages of the
CCPIP.
The Authority advises:




twenty of the 22 Stage One Car Parks were fully open to the public at 31 October 2011,
with the remaining two car parks to open in late 2011
costs incurred on Stage One at 30 June 2011 were $216 million ($103 million)



the overall revised budget for Stage One decreased compared to the prior year estimate
by $35.2 million due to revised program contingency costs and lower actual construction
expenses



Stage Two projects are being developed within a total approved budget of $80.5 million.
This budget includes design, development and construction of 8 of the nineteen car parks
and interchanges and minor costs associated with the remaining 11 projects. The
remaining 11 car parks and interchanges are currently being reviewed to ensure they
address the needs of local communities. At 31 October 2011, Transport interchange
facility upgrades have been completed at Narwee, Allawah and Panania and construction
work or planning and design activities have commenced on all other projects.
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The next table shows the original and latest forecast completion dates, together with the
original and revised budgets for Stage One projects.

TRANSPORT CONSTRUCTION
AUTHORITY

Location

Original
completion
date

Current forecast Current forecast
or actual
or actual
completion date completion date
at July 2010
at July 2011

Original
Budget
($m)

Revised
Revised
Budget at Budget ($m)
July 2010
($m)

1

Berowra

Sep 10

Dec 10

Dec 10

2.1

5.7

5.2

2

Blacktown

Feb 11

Jul 11

Jul 11

35.9

45.5

36.9

3

Emu Plains

Sep 10

Oct 10/Nov 10 Oct 10/ Feb 11

5.7

6.2

5.0

4

Glenfield M/Deck

Sep 10

Sep 10

Sep 10/ Dec 10

15.5

16.5

13.6

5

Helensburgh

Sep 09

Sep 09

Sep 09

1.7

2.3

2.1

6

Katoomba

Apr 10

Jul 10

Jul 10

1.3

2.8

2.6

7

Macarthur (one)

Dec 10

Dec 10

Dec 10

8.0

1.0

0.6

8

Macarthur (two)

Oct 10

Dec 10/Feb 11 Dec 10/ Nov 11

9.3

16.3

22.5

9

Quakers Hill

Oct 10

Sep 10

Sep 10

5.9

6.6

5.8

10 Ourimbah

Jul 10

Jul 10

Jul 10

1.2

2.3

1.9

11 Revesby

Dec 10

Apr 11

Apr 11

30.4

40.5

33.9

12 Schofields

Sep 11

Oct 11

Oct 11/ Dec 11

2.4

2.7

5.0

13 Seddon Park

Oct 09

Oct 09

Oct 09

0.8

0.8

0.8

14 Seven Hills

Nov 10

Nov 10/Feb 11 Dec 10/ Mar 11

22.7

24.8

22.4

15 St Marys

Nov 10

Dec 10

Dec 10

24.8

21.4

19.0

16 Warwick Farm

Mar 11

Mar 11

Mar 11

30.9

25.6

18.4

17 Waterfall

Sep 10

Aug 10/Nov 10 Aug 10/ Dec 10

2.4

6.3

5.3

18 Werrington

Mar 10

Jun 10

Jun 10

2.1

1.9

1.6

19 Wollongong

Dec 10

Oct 10

Oct 10

14.6

15.7

14.1

20 Woonona

Jun 10

Jun 10

Jun 10

1.5

2.2

1.9

21 Woy Woy

Dec 10

Apr 11

Apr 11

26.9

33.8

27.8

22 Wyong

Oct 10

Dec 10

Mar 11

7.3

6.7

6.0

265.2

287.6

252.4

Total Program including other funding (a)
a

Including additional funding from other programs

The CCPIP will provide additional commuter car parking and improved interchange facilities at
railway stations across Sydney, the Central Coast, the Illawarra and the Blue Mountains.
Stage One of the program has delivered around 7,000 new car spaces for rail commuters at
28 facilities. As reported in previous volumes, RailCorp and various local councils were
responsible for managing the construction of six out of the 28 car parks.

Northern Sydney Rail Freight Corridor (NSRF)
The NSRF program is an Australian Government initiative to remove operational impediments
to freight rail traffic between North Strathfield and Broadmeadow at Newcastle. The Authority
received $15.0 million from the Australian Government in 2008–09 to commence feasibility
studies. At 30 June 2011, the Authority had incurred $12.6 million on the project and expects
to complete the feasibility study by June 2012. The Authority advises the majority of scoping
tasks have been completed, with finalisation of remaining tasks delayed until agreement is
reached between the Australian and State Governments.
The Authority advises work has commenced on the development phase of the project. The
Australian Government has allocated funding to the development and delivery phases of this
project, which will be made available to New South Wales after a formal intergovernmental
agreement has been reached.
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The Authority’s safety performance is industry leading. The Authority has developed an
integrated Safety Management System and Safety Strategy to maintain and continue to
improve its safety record. The Authority recorded an average lost time injury frequency rate of
1.6 on all its project sites and corporate areas in 2010–11, well below the New South Wales
construction industry average of 15.5, as reported by WorkCover NSW for 2008–09. In
addition, the Authority had no rail safety incidents requiring investigation by the Rail Safety
Regulator. These are considered significant achievements considering the working hours and
the scale of infrastructure projects being delivered by the Authority and its contractors.
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Human Resources
Last year, I reviewed the following areas relating to human resources at the Authority:





employee age profile
trend in long service leave liabilities
management of annual leave balances in excess of thresholds
extent of contract staff.

The results of that review indicated the Authority had appropriate policies and procedures in
place and was managing human resource issues well. I did not find it necessary to report on
these areas again in 2010–11 since there have been no major changes during the year.
For further information on the human resource issues across the transport portfolio refer to the
‘Transport Services Overview’ earlier in this volume.

Financial Information
Abridged Statement of Comprehensive Income
Year ended 30 June

2011
$’000

2010
$’000

Government grants

154,720

656,887

Other

371,616

385,512

Total Revenue

526,336

1,042,399

Total Expenses*

376,310

411,254

Surplus

150,026

631,145

Other comprehensive income:
Net increase/(decrease) in property plant and equipment revaluation
reserve

4,605

(8,550)

Total Other Comprehensive Income/(Expense)

4,605

(8,550)

Total Comprehensive Income
*

154,631

622,595

Total expenses exclude direct and indirect costs incurred on the South West Rail Link, Commuter Car Park and
Interchange project and ECRL. These costs are capitalised as work in progress.

Other revenue comprises mainly the Clearways program income of $337.7 million
($371.8 million). The decrease in Clearways program income is due completion of projects by
the Authority. For example, the Cronulla Duplication was largely completed by 30 June 2010.
Government grants were significantly lower in 2010–11 primarily due to the Department of
Transport providing $540.4 million ($56.4 million in 2011) to the Authority in the prior year to
fund the construction of the South West Railway Link. The Authority used this grant to fund
works completed in the current year. There has been a corresponding reduction in the cash
balance.
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Abridged Statement of Financial Position
At 30 June

2011
$’000

2010
$’000

Current assets

523,972

736,084

Non-current assets

612,857

361,691

1,136,829

1,097,775

143,767

150,932

1,112

953

Total Liabilities

144,879

151,885

Net Assets

991,950

945,890

Total Assets
Current liabilities
Non-current liabilities

The significant increase in non-current assets was largely due to works on the South West
Rail Link and the Commuter Car Park and Interchange Program in 2010–11. In addition, the
Authority received $105 million in land from another NSW government entity during the year
that will be used for the South West Rail Link.

Authority Activities
For further information on the Authority, refer to www.transport.nsw.gov.au.
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Appendix 1
Agencies not commented on in this Volume, by Minister

The following audits resulted in unqualified independent auditor’s reports and did not identify
any significant issues or risks.
Entity name

Website

Period/year ended

Independent Transport Safety
Regulator

www.transportregulator.nsw.gov.au

30 June 2011

Independent Transport Safety
Regulator Division

www.transportregulator.nsw.gov.au

30 June 2011
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Minister for Transport
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Index
A

Australian Proteome Analysis Facility
Limited
Vol 2 2011

Aboriginal Affairs, Minister for

Vol 6 2010

Aboriginal Housing Office

Vol 5 2011

Australian Technology Park Sydney
Limited

Vol 6 2011

Vol 10 2010

Australian Technology Park Precinct
Management Ltd

Vol 9 2010

Australian Water Technologies
Pty Ltd

Vol 6 2011
Vol 6 2011

Aboriginal Housing Office Group of
Staff
Aboriginal Land Council,
New South Wales

Vol 6 2010

Access Macquarie Limited

Vol 2 2011

accessUTS Pty Limited

Vol 2 2011

AWT International (Thailand)
Limited

ACN 125 694 546 Pty Ltd

Vol 2 2011

B

Adult Migrant English Service,
NSW

Vol 10 2010

INDEX

Banana Industry Committee

Vol 9 2010

Ageing, Minister for

Vol 6 2010

Bandwidth Foundry International
Pty Ltd

Vol 2 2011

Agency Amalgamations

Vol 2 2010

Barangaroo Delivery Authority

Vol 6 2011

147
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The role of the Auditor-General

GPO Box 12
Sydney NSW 2001

The roles and responsibilities of the AuditorGeneral, and hence the Audit Office, are set
out in the Public Finance and Audit Act 1983.
Our major responsibility is to conduct
financial or ‘attest’ audits of State public
sector agencies’ financial statements.
We also audit the Total State Sector Accounts,
a consolidation of all agencies’ accounts.
Financial audits are designed to add credibility
to financial statements, enhancing their value
to end-users. Also, the existence of such
audits provides a constant stimulus to agencies
to ensure sound financial management.
Following a financial audit the Office issues
a variety of reports to agencies and reports
periodically to parliament. In combination
these reports give opinions on the truth
and fairness of financial statements,
and comment on agency compliance with
certain laws, regulations and Government
directives. They may comment on financial
prudence, probity and waste, and recommend
operational improvements.
We also conduct performance audits. These
examine whether an agency is carrying out its
activities effectively and doing so economically
and efficiently and in compliance with relevant
laws. Audits may cover all or parts of an
agency’s operations, or consider particular
issues across a number of agencies.
Performance audits are reported separately,
with all other audits included in one of the
regular volumes of the Auditor-General’s
Reports to Parliament – Financial Audits.
audit.nsw.gov.au

The Legislative Assembly
Parliament House
Sydney NSW 2000

The Legislative Council
Parliament House
Sydney NSW 2000

Pursuant to the Public Finance and Audit Act 1983,
I present Volume Eight of my 2011 report.

Peter Achterstraat
Auditor-General
30 November 2011

Our vision
To make the people of New South Wales
proud of the work we do.

Our mission
To perform high quality independent audits
of government in New South Wales.

Our values
Purpose – we have an impact, are
accountable, and work as a team.
People – we trust and respect others
and have a balanced approach to work.

© Copyright reserved by the Audit Office of New South
Wales. All rights reserved. No part of this publication may
be reproduced without prior consent of the Audit Office of
New South Wales.

Professionalism – we are recognised
for our independence and integrity
and the value we deliver.

The Audit Office does not accept responsibility for loss or
damage suffered by any person acting on or refraining from
action as a result of any of this material.

Professional people with purpose
audit.nsw.gov.au
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The role of the Auditor-General

GPO Box 12
Sydney NSW 2001

The roles and responsibilities of the AuditorGeneral, and hence the Audit Office, are set
out in the Public Finance and Audit Act 1983.
Our major responsibility is to conduct
financial or ‘attest’ audits of State public
sector agencies’ financial statements.
We also audit the Total State Sector Accounts,
a consolidation of all agencies’ accounts.
Financial audits are designed to add credibility
to financial statements, enhancing their value
to end-users. Also, the existence of such
audits provides a constant stimulus to agencies
to ensure sound financial management.
Following a financial audit the Audit Office
issues a variety of reports to agencies
and reports periodically to parliament. In
combination these reports give opinions on the
truth and fairness of financial statements,
and comment on agency compliance with
certain laws, regulations and government
directives. They may comment on financial
prudence, probity and waste, and recommend
operational improvements.

The Legislative Assembly
Parliament House
Sydney NSW 2000

The Legislative Council
Parliament House
Sydney NSW 2000

Pursuant to the Public Finance and Audit Act 1983,
I present Volume Seven of my 2014 report.

Grant Hehir
Auditor-General
18 November 2014

We also conduct performance audits. These
examine whether an agency is carrying out its
activities effectively and doing so economically
and efficiently and in compliance with relevant
laws. Audits may cover all or parts of an
agency’s operations, or consider particular
issues across a number of agencies.

Our vision
Making a difference through audit excellence.

Performance audits are reported separately,
with all other audits included in one of the
regular volumes of the Auditor-General’s
Reports to Parliament – Financial Audits.

Our mission
To perform high quality independent audits
of government in New South Wales.

audit.nsw.gov.au

Our values
Purpose – we have an impact, are
accountable, and work as a team.
People – we trust and respect others
and have a balanced approach to work.
Professionalism – we are recognised
for our independence and integrity
and the value we deliver.

© Copyright reserved by the Audit Office of New South
Wales. All rights reserved. No part of this publication may
be reproduced without prior consent of the Audit Office of
New South Wales.
The Audit Office does not accept responsibility for loss or
damage suffered by any person acting on or refraining from
action as a result of any of this material.

Professional people with purpose
audit.nsw.gov.au
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Introduction
This Volume covers the government’s delivery of transport services and the public sector
agencies involved in delivering these services. It includes rail, road, bus and ferry services
and services delivered through New South Wales ports.

Operational Snapshot

New South Wales Public Transport Services
Bus (a)

Ferries

Rail

Road

Passenger Journeys:
224 million

Passenger Journeys:
16.0 million

Passenger Journeys:
320 million

Registered Vehicles:
6.2 million

Passenger Revenue:
$354 million

Passenger Revenue:
$48.4 million

Collections:(e)
$3.0 billion

Operating Expenses:
$1.7 billion

Operating Expenses:(b)
$148 million

Passenger Revenue:
$845 million

Operating Expenses:
$1.4 billion

Government Funding:
$1.7 billion

Government Funding:
$132 million

Operating Expenses:
$4.2 billion

Cost Recovery from
Users:
32.7 per cent

Government Funding:
$4.5 billion

Cost Recovery from
Users:
21.2 per cent

Government Funding:(d)
$4.1 billion
Cost Recovery from
Users:
20.1 per cent

Net Assets:
$70.5 billion

Net Assets:
$268 million

Net Assets:(c)
$136 million

Net Assets:
$26.2 billion

Source: Transport agencies’ financial statements (audited) and information from transport agencies (unaudited).

a
b
c
d
e

Passenger journeys, passenger revenue and Government funding include State Transit Authority (STA) and
private bus operators. Operating expenses are made up of bus contract payments by Transport for NSW to
bus operators. Net assets disclosed relate to STA only.
Operating expenses are made up of ferry contract payments by Transport for NSW to Harbour City Ferries
and Sydney Ferries’ operating expenditure
Net assets for Ferries relates to Sydney Ferries only
Government Funding includes operational and capital funding
Collections consists of license and registration fees, stamp duty, motor vehicle weight tax, and fines and other
revenue collected by Roads and Maritime Services (RMS) from road users which is predominantly paid to
The Treasury.
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Structure of the Transport Cluster
Transport for NSW is the lead agency in the Transport Cluster. It is responsible for the
co-ordination, funding allocation, policy and planning and other delivery functions for the
transport system.
Transport for NSW controls most agencies in the cluster but does not control the transport
regulator or investigator or the port corporations.
The government’s involvement in New South Wales port operations is primarily through three
port corporations, Newcastle Port Corporation, Port Kembla Port Corporation, and Sydney
Ports Corporation. This involvement has significantly reduced over the last two years as
significant parts of the port operations have been transferred to the private sector on long term
leases.

Department of Transport
Transport for NSW (a)
Rail Corporation
New South Wales
(RailCorp) (b)

Roads and Maritime
Services (RMS) (d)

State Transit Authority
(STA)

Sydney Trains

NSW Trains

Regulator and
Investigator

Port Corporations

MTS Holding
Company Pty Ltd (c)

Sydney Ferries

Chief Investigator of the Office of
Transport Safety Investigations (OTSI)

Newcastle Port
Corporation

Independent Transport Safety
Regulator (ITSR)

Port Kembla Port
Corporation

a

Transport for NSW includes Transport Service of NSW

b
c

Rail Corporation NSW includes Transport Cleaning Services and Trainworks Limited
MTS Holding Company Pty Limited was deregistered during 2014-15

d

Roads and Maritime Services includes the WestConnex Delivery Authority.

Sydney Ports
Corporation

5
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Executive Summary
This report sets out the results of the financial statement audits of the 18 Transport cluster
agencies and their associated entities for the year ended 30 June 2014.
Unqualified audit opinions were issued on all financial statements for the year ended
30 June 2014.
The report also provides Parliament and other users of the financial statements with an
analysis of the Transport cluster’s results and key observations in the following areas:





Financial and Performance Reporting
Financial Controls
Governance
Service Delivery.

Financial and Performance Reporting
The quality of financial reporting continues to improve as indicated by the decreasing number
of misstatements over the past five years. Unqualified audit opinions were issued on the
financial statements for all agencies in the Transport cluster.
The early close procedures mandated by Treasury facilitated the earlier resolution of
accounting issues. Early close financial statements were received within mandated deadlines
for all agencies and all but one agency demonstrated compliance with the requirements of
early close.
Our financial audits identified a significant issue with the capital structure of Rail Corporation
NSW, Sydney Trains, and NSW Trains. A capital structure review by Treasury, Transport for
NSW and the rail entities is in progress. This will assist in stabilising the financial position of
these agencies and enable their financial performance to be properly assessed.
The Department of Transport prepares financial statements consolidating all the agencies
within the Transport cluster except for the port corporations and the Independent Transport
Safety Regulator and the Chief Investigator of the Office of Transport Safety Investigations.
The consolidated financial statements included Government contributions of $11.1 billion
($9.9 billion in 2012-13), which was 81 per cent of revenue. The contributions were used to
fund transport agency operations and capital investments.
Public transport service providers and operators are heavily reliant on government funding.
Government funding for operating purposes totalled $3.7 billion in 2013-14 ($3.5 billion
in 2012-13). Users of public transport only contribute a proportion of the revenue required to
operate the services. The overall cost recovery from users of public transport in 2013-14 was
20.7 per cent (20.1 per cent in 2012-13).
The value of fines and penalties issued for all transport modes increased 278 per cent, from
$5.2 million to $19.6 million in 2013-14 as the revised security and fare compliance
arrangements continued to be put in place. This represents a return to the level of fines and
penalties of 2011-12 and prior years.
The NSW Budget Papers show the NSW Government will spend a total of $31.8 billion on
transport projects over four years till 2017-18.

6
NSW Auditor-General's Report to Parliament | Volume Seven 2014 | Executive Summary

185

E180736 AS-10-002-PR-0033

Financial Controls
Appropriate financial controls help ensure the efficient and effective use of resources and the
implementation and administration of agencies’ policies. They are essential for quality and
timely decision making to achieve desired outcomes.
The 2014 audits of cluster agencies identified one risk issue rated extreme which related to
the capital structure of Rail Corporation NSW, Sydney Trains, and NSW Trains. Generally, the
internal controls of cluster agencies are adequately designed and operating effectively to
produce reliable and timely financial reports.
The financial audits did identify areas where internal controls could be improved, and these
were reported to the relevant agencies’ management. A total of 41 issues were reported and
eight of these were repeat issues. The issues were related to compliance with agency
policies, asset management processes and controls over expenditure and payroll functions.
Information systems audits focused on the information technology (IT) processes and controls
supporting the integrity of financial data used in the preparation of agencies’ financial
statements. In 2014, these audits identified a total of 27 IT issues for agencies within the
Transport cluster, which is similar to the number of issues reported in 2013.
Managing excess annual leave continues to be a challenge for many cluster agencies and
meeting the 30 June 2015 target of all staff having 30 days or less will be difficult.
Transport agencies are making some progress in reducing overtime expenditure, with total
overtime costs falling five per cent, from $217 million in 2012-13 to $207 million in 2013-14.
The number of contractors employed by transport agencies increased slightly from 1,823
contractors in 2012-13 to 1,886 in 2013-14. Some contractors have been engaged for more
than 11 years.
Capital renewal and backlog maintenance at 30 June 2014 was $5.2 billion ($2.7 billion
in 2012-13).

Governance
Governance refers to the framework of rules, relationships, systems and processes within,
and by which, authority is exercised and controlled in agencies. It includes the systems the
agencies, and those charged with governance, use and are held to account by others.
Transport for NSW is the lead agency in the Transport cluster. It is responsible for
co-ordination, funding allocation, policy and planning, and other delivery functions for
transport in New South Wales.
The Secretary of Transport for NSW has the ability to issue directions to most transport
agencies under the Transport Administration Act 1988. The Secretary through Transport for
NSW and the Department of Transport controls most agencies in the Transport cluster for
accounting and administrative purposes.
Transport for NSW operates within a network of alliances in providing both transport and other
services. Some transport service providers are Government transport operators (e.g. Sydney
Trains), while others are private sector operators.
NSW 2021 A Pan to make NSW Number One was original published in September 2011
however baselines and targets have not yet been established for a number of measures set
for the Transport cluster.
Following the long term lease of the Port of Newcastle, the operations of Sydney Ports
Corporation, Port Kembla Ports Corporation and Newcastle Ports Corporation were combined
in one entity on 1 July 2014. This entity is now trading as the Port Authority of NSW.
The Port of Newcastle long-term lease contributed $1.8 billion in gross proceeds to the State
which was received at the start of the lease term. A gain of $488 million was recognised in the
Total State Sector financial statements. The transaction was completed on 30 May 2014.
7
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Compared to other clusters relatively high levels of fraud were reported within the Transport
cluster and agencies need to maintain a focus on fraud control.

Service Delivery
The achievement of Government outcomes can be improved through the effective
commissioning of the right mix of services, whether from the public, private or not-for-profit
sectors. Cluster agencies have been working to achieve the goals and targets outlined in
NSW 2021 and to provide transport services in the most efficient and effective way possible.
Total passenger journeys on all public transport modes increased from 547 million to
560 million journeys in 2013-14 representing a 2.4 per cent increase. The proportion of trips
by public transport compared to motor vehicles has not changed since 2009. This indicates it
will be difficult to meet the 2021 target.
The cost of providing services per passenger journey has increased slightly for bus services
but decreased slightly for rail and ferry services.
The measure of on-time running and of peak hour windows should be consistent across
transport modes.
Six out of 16 suburban and intercity lines did not achieve their on-time running targets
in 2013-14. It has been eleven years since the regional passenger services now operated by
NSW Trains achieved their on-time running target of 78 per cent. State Transit Authority has
not met its on-time running target in any of its four metropolitan contract regions for the last
three years.
During 2013-14, most modes of transport experienced an increase in the level of customer
satisfaction. Public transport customers reported they were satisfied with seat availability and
personal space on all modes of transport.
However Sydney Trains and NSW Trains had 41,916 complaints in their first year of
operation, representing a 34.4 per cent increase on Rail Corporation of New South Wales’
complaints last year. A significant proportion of these complaints related to the new train
timetable introduced in October 2013.
The most recent survey data indicates less than 30 per cent of train driver hours were spent
driving trains. This compares poorly to North American average of over 55 per cent and
European average of 50 per cent.
The Opal card was used for 27,635,000 rail journeys, 1,161,000 bus journeys and 895,000
ferry journeys in 2013-14. The Opal card system has provided 5.1 million free journeys across
the transport modes in 2013-14.
Fatalities on our roads have continued to trend down, however they slightly increased in
2013-14. Average travel speeds on Sydney roads decreased slightly for both the morning and
afternoon peaks. While the morning peak average speed decrease was very slight the
afternoon peak decreased from 37.1 kilometres per hour to 36 kilometres per hour in 2013-14.
Transport for NSW advised it is unlikely the target of container freight movement by rail
through Port Botany will be achieved without significant government intervention.

Recommendations
1. The Treasury, Transport for NSW, and the rail entities should finalise the capital
structure of the three rail entities as soon as possible.
2. Transport for NSW should ensure a consistent measure of on-time running and peak
hour windows across all transport agencies.
3. Transport for NSW should publish on-time running results for outer metropolitan bus
regions.
4. All transport agencies should do more to reduce excessive annual leave balances to
ensure they will comply with new targets set by the Premier.
8
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Financial and Performance Reporting
Financial and performance reporting is an important dimension of good governance. It is only
when people have access to accurate and timely information about what their Government is
doing can they hold it to account.
Timely and accurate financial reporting is a key element in the transparency of Government
agencies. Government requires accurate and timely financial and performance information
from agencies to enable effective decision making.

Quality of financial statements across the cluster
The quality of the year-end financial statements improved as evidenced by fewer
reported misstatements in 2013-14 compared to prior years. There were no qualified
audit opinions issued for Transport agencies in 2013-14.

In 2013-14, there were no misstatements reported for six agencies and the number of
misstatements reported for most remaining agencies has reduced significantly. Newcastle
Port Corporation reported nine misstatements in 2013-14. These errors were due to complex
accounting issues associated with the leasing of Newcastle Port to the private sector.
The table below summarises the audit results for agencies in the Transport cluster:

Agency

Audit Result
Number of
Modified
Significant
Opinion
Matters

Reported Misstatements for the year ended 30 June *
2014

2013

2012

2011

2010

Cluster lead entity
Department of Transport **

No

--

2

5

5

1

1

Transport for NSW

No

--

--

1

10

N/A

N/A

Transport Service Providers
Rail Corporation NSW

No

1

1

3

10

9

6

Sydney Trains

No

1

1

N/A

N/A

N/A

N/A

NSW Trains

No

1

--

N/A

N/A

N/A

N/A

Roads and Maritime Services

No

--

--

1

19

N/A

N/A

State Transit Authority

No

--

--

1

5

3

4

Port Corporations
Newcastle Port Corporation

No

--

9

3

3

5

2

Port Kembla Ports Corportation

No

--

1

6

4

6

2

Sydney Ports Corporation

No

--

1

1

5

4

5

Other Agencies
Chief Investigator of the Office of
Transport Safety
Investigations
Independent
Transport
Safety

No

--

--

2

4

7

--

No

--

1

6

6

8

3

No

--

--

5

2

N/A

N/A

Sydney Ferries

No

--

1

4

5

8

6

Transport Cleaning Services

No

--

2

4

N/A

N/A

N/A

Transport Service of New South
Wales
WestConnex Delivery Authority

No

--

2

2

3

N/A

N/A

No

--

2

N/A

N/A

N/A

N/A

Trainworks Ltd

No

--

8

7

4

3

N/A

Regulator
andCompany
its Staff Agency
MTS
Holding
Pty Ltd

N/A indicates the agency did not exist in that year.
*

Number of misstatements includes corrected and uncorrected misstatements. All material misstatements were
corrected.

Note:
Number of misstatements reported in the Department of Transport consolidation has been adjusted to
exclude misstatements reported against the individual agencies.
Source: Audit Office of New South Wales.
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A review to determine the appropriate capital structure for Rail Corporation NSW, Sydney
Trains and NSW Trains is still underway. More analysis regarding the financial impact of this
issue has been performed in the Financial Sustainability section below.
The Independent Auditors Report for Trainworks Limited included an emphasis of matter. The
emphasis of matter drew attention to the fact that Trainworks Limited’s financial statements
were prepared on a non-going concern basis. The Company has ceased trading and its
operations transferred to a new not-for-profit company, Transport Heritage NSW, from
1 July 2014. The directors have advised their intention to deregister the Company
during 2014-15.

Compliance with Treasury’s Early Close procedures
During the year, Treasury issued TC 14/02 ‘Mandatory early close procedures for 2014’. This
circular aimed to improve the quality and timeliness of agencies’ annual financial statements.
In the Transport cluster most agencies were required to perform early close procedures.
Performance of financial reporting of transport agencies has been summarised below:
Early close procedures
Agency

Received by
statutory
date

Days late

Financial statements
Received by
statutory
date

Audit

Days late

Completed
by statutory
date

Days late

Cluster lead entity
Department of Transport *

N/A

N/A

Yes

--

Yes

--

Transport for NSW**

No

2 - 29 days

Yes

--

Yes

--

Transport service providers
Rail Corporation NSW

Yes

--

Yes

--

Yes

--

Sydney Trains

Yes

--

Yes

--

Yes

--

NSW Trains

Yes

--

Yes

--

Yes

--

Roads and Maritime Services

Yes

--

Yes

--

Yes

--

State Transit Authority

Yes

--

Yes

--

Yes

--

Port corporations
Newcastle Port Corporation

Yes

--

Yes

--

Yes

--

Port Kembla Ports Corportation

Yes

--

Yes

--

Yes

--

Sydney Ports Corporation

Yes

--

Yes

--

Yes

--

Other agencies
Chief Investigator of the Office of
Transport Safety
Investigations
Independent
Transport
Safety

Yes

--

Yes

--

Yes

--

Yes

--

Yes

--

Yes

--

Yes

--

Yes

--

Yes

--

Sydney Ferries

Yes

--

Yes

--

Yes

--

Transport Cleaning Services

N/A

N/A

Yes

--

Yes

--

Transport Service of New South
Wales
*
WestConnex
Delivery Authority

N/A

N/A

Yes

--

Yes

--

N/A

N/A

Yes

--

Yes

--

Trainworks Ltd

N/A

N/A

Yes

--

No

1 day

Regulator
andCompany
its Staff Agency
MTS
Holding
Pty Ltd

N/A indicates early close procedures were not required by TC 14/02.
*
**

Agencies elected to conduct some early close procedures while not required by TC 14/02.
Early close financial statements were received by the due date, however many work papers were late.

Source: Audit Office of New South Wales.

All but one agency submitted early close procedures and financial statements on time.
However, a number of agencies did not fully assess the impact of new and updated standards
or complete early revaluations of property, plant and equipment by the due date. These
procedures aimed to provide agencies an opportunity to respond to the new requirements in
Australian Accounting Standards, AASB 13 Fair Value and AASB 119 Employee Benefits,
before year end. However, due to the large volume of work required and limited guidance
available in applying new accounting standards, agencies experienced delays in completing
these procedures.
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Transport for NSW submitted pro forma financial statements on time but delayed a number of
early close procedures between two and 29 days.
Transport Service of New South Wales submitted year-end financial statements on time;
however, there were delays in the provision of some supporting working papers.
I reported observations and made recommendations in the Reports on Early Close
Procedures to individual agencies. All transport agencies submitted year-end financial
statements on time and audits were completed by statutory dates except for Trainworks
Limited. The audit for Trainworks Limited was completed one day late.

Department of Transport Consolidation
The Department of Transport is a not for profit NSW Government entity which controls all of
the transport agencies within the NSW transport cluster except for the port corporations, the
Independent Transport Safety Regulator and the Chief Investigator of the Office of Transport
Safety Investigations. The controlled entities are consolidated in the financial statements of
the Department.
The Department’s abridged consolidated financial statements are presented below. Additional
financial information on transport agencies in the NSW transport cluster is separately included
in this report.

Department of Transport’s Consolidated Abridged Statement of
Comprehensive Income
Year ended 30 June

2014

2013

$m
2,776

$m
2,892

2,598

Grants and subsidies
Finance costs

Increase /
(Decrease)

Increase /
(Decrease)

$m

%
(116)

(4.0)

2,287

311

13.6

673

650

23

3.5

328

233

95

40.8

Other expenses

3,961

3,577

384

10.7

Total expenses

10,336

9,639

697

7.2

Government contributions

11,061

9,947

1,114

11.2

1,911

1,857

54

2.9

134

153

(19)

(12.4)
3.0

Employee related expenses
Depreciation and amortisation

Sale of goods and services
Investment income
Other revenue
Total revenue
Other losses

518

503

15

13,624

12,460

1,164

(707)

(1,269)

562

9.3
(44.3)

Net result

2,581

1,552

1,029

66.3

Total other comprehensive income*

2,751

4,834

(2,083)

(43.1)

Total comprehensive income

5,332

6,386

(1,054)

(16.5)

*

Includes transactions taken directly to equity, such as asset revaluation movements and actuarial movements on
defined benefit superannuation plans.

Source: Department of Transport Financial statements (audited).

Government contributions for operating expenditure and capital investment totalled
$11.1 billion ($9.9 billion in 2012-13) , which was 81.2 per cent of revenue. Total
expenses increased by 7.2 per cent to $10.3 billion.

Other losses of $707 million ($1.3 billion) mainly represent impairment of assets and losses
on assets disposed during the year. Total other comprehensive income mainly represents the
upward revaluation of RMS roads system assets of $2.1 billion during the year.
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The 13.6 per cent increase in depreciation and amortisation is mainly the result of increases in
infrastructure assets, as well as the asset revaluation at RMS.
Finance lease interest charges have increased from $162 million in 2012-13 to $240 million
in 2013-14. This increase mainly related to the delivery of the final 33 train sets under a public
private partnership for Sydney Trains rolling stock.
The increase of $384 million in other expenses is mainly from increases in maintenance
expenditure for rail infrastructure systems of $257 million and trains of $75.8 million.

Department of Transport’s Consolidated Abridged Statement of
Financial Position
2014

2013

Increase /
(decrease)

$m

$m

$m

2,066

1,471

595

40.4

Non-current assets

108,950

102,554

6,396

6.2

Total assets

111,016

104,025

6,991

6.7

4,633

3,542

1,091

30.8

Year ended 30 June

Current assets

Current liabilities
Non-current liabilities
Total liabilities
Net assets

Increase /
(decrease)
%

6,365

5,833

532

9.1

10,998

9,375

1,623

17.3

100,018

94,650

5,368

5.7

Source: Department of Transport Financial Statements (audited).

Non-current assets at 30 June 2014 included $107 billion of property, plant and equipment. A
revaluation increment of $2.8 billion along with $6.5 billion of property, plant and equipment
purchases contributed to the increase in non-current assets.
The increase in current liabilities was mainly due to increase in current New South Wales
Treasury Corporation borrowings at Rail Corporation NSW of $224 million and Roads and
Maritime Services of $246 million, along with increased accrued expenses at Transport for
NSW of $292 million.

Department of Transport’s Consolidated Abridged Service Group
Information
The Department’s net result by service group is detailed below:

Year ended 30 June

Actual net result
surplus/(deficit)
$m
2014

Rail services

Actual net assets/
(liabilities)
$m

2013

2014

2013

1,100

439

28,902

26,904

42

(86)

268

221

Bus and related services
Roads and maritime services

996

779

70,536

67,260

Ferry services

(93)

(42)

136

147

Integrated transport services

620

326

166

76

Inter-services eliminations

(84)

136

10

42

Total all service groups

2,581

1,552

100,018

94,650

Source: Department of Transport Financial Statements (audited).

Integrated transport services include the provision of grants to the other service groups. Bus
and related services includes the results for State Transit Authority and the costs of services
provided by private sector bus operators.
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Department of Transport’s Consolidated Abridged Statement of Cash
Flows
At 30 June
Statement of Cash Flows
Operating Payments

2014

2013

$m

$m

(7,868)

(8,054)

Increase/

Increase/

(Decrease)

(Decrease)

$m

%

186

(2.3)

Operating Receipts

14,105

11,933

2,172

18.2

Investing Payments

(6,006)

(4,334)

(1,672)

77

198

(121)

38.6
(61.1)

Financing Payments

(785)

(1,157)

372

Financing Receipts

1,115

1,599

(484)

(32.2)
(30.3)

638

185

453

244.9

Investing Receipts

Increase in Cash
Source: Department of Transport Financial Statements (audited).

The increase in operating receipts and investing payments was due to increases in capital
appropriations and capital expenditure.

Financial Sustainability
Recommendation
The Treasury, Transport for NSW and the rail entities should finalise the Capital
Structure of the three rail entities as soon as possible.

As with any well run business, transport agencies must manage their finances so they can
meet current and future spending commitments to provide transport services, adapt quickly to
emerging risks and remain financially sustainable.
The majority of agencies in the Transport Cluster are largely funded through government
grants and appropriations, and do not have indicators of concern for their financial
sustainability.
However, the table below highlights a number of agencies where financial indicators show a
potential issue with their long term financial sustainability:
Net result Net assets
Liquidity
$m
$m

State
government
funding (%)

Overall
assessment

Transport service providers
NSW Trains

(67.7)

(183.8)

0.4

80%

Sydney Trains

(171.3)

534.2

0.4

40%

Rail Corporation

1,468.3

25,780.1

0.5

86%

Other agencies
Chief Investigator of the Office of Transport
(0.1)
(0.3)
0.3
99%
Safety Investigations
Note: Refer to Appendix Three for descriptions of ratios and the risk assessment criteria.
Source: Financial Statements (audited).

Sydney Trains and NSW Trains commenced operations on 1 July 2013 when certain assets,
liabilities and operations were transferred to them from Rail Corporation NSW. Sydney Trains
and NSW Trains were separated from Rail Corporation NSW to focus on the provision of rail
operator and maintenance services, with Rail Corporation NSW retaining asset ownership,
including liabilities associated with asset ownership. These three entities are assessed as at
risk entities in our overall assessment.

13
NSW Auditor-General's Report to Parliament | Volume Seven 2014 | Financial and Performance Reporting

192

E180736 AS-10-002-PR-0033

NSW Trains was established with net liabilities position. It had an operating loss of
$67.7 million, low liquidity and consequently required a letter of financial support from The
Treasury at 30 June 2014 to enable the financial statements to be prepared on a going
concern basis, meaning it will be able to meet its obligations as and when they fall due.
Sydney Trains operated at a loss, and has low liquidity. It also had a net cash outflow from
operations of $118 million and utilised an advance of $198 million from Rail Corporation.
The infrastructure which enables the operation of the services provided by Sydney Trains and
NSW Trains remains the property of Rail Corporation NSW. At 30 June 2014 Rail Corporation
NSW had property, plant and equipment of $26.8 billion, and an associated depreciation
expense of $816 million. Sydney Trains and NSW Trains do not pay for the use of this
infrastructure, therefore their financial results do not reflect the full costs of providing these
services.
Rail Corporation NSW has strong net result which is boosted by government grants of
$2.3 billion towards the construction of new infrastructure. If these capital grants were
excluded from the result it would have had a net loss of $815 million with depreciation its most
significant expense. It is reliant on its ability to borrow, supported by a State Government
guarantee, to operate as a going concern.
A Capital Structure review by the Treasury, Transport for NSW and the rail entities to
determine the appropriate level of capital that the government should place in these rail
entities is continuing. This review should be finalised as soon as practical to stabilise the
financial position of these agencies and enable their financial performance to be properly
assessed.
The Chief Investigator of the Office of Transport Safety Investigations (OTSI) incurred a deficit
in 2013-14. OTSI has operated with net liabilities for the last eight years and its financial
position has not improved in 2013-14. Transport for NSW has again provided a letter of
financial support to ensure that OTSI will be able to meet its debts as and when they fall due.
Trainworks Limited’s and MTS Holding Company Pty Ltd’s financial statements for the year
ended 30 June 2014 were prepared on a liquidation basis. From 1 July 2014 a private sector
not for profit company, Transport Heritage NSW Limited, took over the operations of
Trainworks Limited, following a government decision to support the consolidation of transport
heritage activities in one private sector company. The directors have advised they intend to
wind up and deregister Trainworks Limited during 2014-15.
The operations, asset and liabilities of MTS Holding Company Pty Ltd were transferred to
Transport for NSW during 2013-14. This company was used by the government to purchase
the existing light rail operation and the monorail during 2012-13. The monorail was
subsequently dismantled and Transport for NSW now holds the assets relating to the light rail
network. MTS Holding Company Pty Ltd was wound up on 9 September 2014.
For details on the performance of transport agencies, please refer to summary of financial
information in Appendix One below.

Revaluations
TC 14/02 ‘Mandatory early close procedures for 2014’ required agencies to conduct an early
revaluation of property, plant and equipment.
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The table below summarised results of revaluations undertaken by transport agencies
in 2013-14:
Revaluation result for the year ended 30 June 2014
Agency

Asset class

$ of revaluation
movement in FS
($m)
92.6

NBV of revalued asset
class
($m)
1,864.6

%

Transport for NSW

Infrastructure systems

Rail Corporation NSW

Rolling stock, major plant

39.9

2,144.5

1.9

Sydney Trains

Rolling stock, major plant

426.5

3,034.7

14.1

Roads and Maritime Services

2,114.0

64,391.0

3.3

State Transit Authority

Infrastructure, land and
buildings
Land and ferries

Sydney Ferries

Land and buildings

Newcastle Port Corporation #

Buildings, roads, wharves,
jetties and plant
Land, buildings, roads,
wharves, Jetties and
breakwaters
Light rail infrastructure

Sydney Ports Corporation

MTS Holding Company Pty Ltd *
Total

5.0

14.2

160.9

(3.1)

8.1

8.8

794.0

1,273.2

62.4

17.9

350.6

5.1

76.0

80.6

94.3

3,572.0

73,308.2

4.9

(38.3)

#

Newcastle Ports Corporation revalued and then transferred assets as part of the lease transaction, which result
in a net book value (NBV) at 30 June 2014 much lower than the revaluation increment. For the purpose of
analysis NBV is restated to the value prior to the transfer.

*

MTS has revalued light rail infrastructure and transferred to Transport for NSW during 2013-14. NBV at
30 June 2014 is restated to the value prior to the transfer for analysis in this comment.

Source: Financial Statements (audited).

A total of $3.6 billion in revaluation increments was recognised by transport agencies during
the year ended 30 June 2014.
The highest revaluation increment was recognised by Roads and Maritime Services. In years
between full revaluations road, bridges and tunnel infrastructure are revalued at depreciated
replacement cost using a unit prices index. The $2.1 billion increment was a 3.3 per cent
increase on the net book value of these assets.
The highest percentage increase was on light rail infrastructure in MTS Holding Company Pty
Ltd. The light rail assets had previously been valued using the income approach, but were
valued at depreciated replacement cost prior to transfer to Transport for NSW in 2013-14.
This change resulted in a $76.0 million revaluation increment.
Most land and building assets were valued by reference to market value, while infrastructure
and ferries were valued at depreciated replacement cost.

Funding of Public Transport
The Government subsidy for public transport users has been justified on the basis of indirect
benefits to the wider community, such as reduced road congestion, traffic accidents and
greenhouse gas emissions.
The Independent Pricing and Regulatory Tribunal is currently conducting a review of these
external benefits to assess how much of the total cost should be paid by the users of public
transport. This review is scheduled to be completed in March 2015.

Transport service providers and operators are heavily reliant on government
funding. Government funding for operating purposes totalled $3.7 billion in 2013-14
($3.5 billion in 2012-13).
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Year ended 30 June
Service Providers and Operators

Government funding

Movement

2014

2013

$m

$m

%

Rail Entities ‑ government contributions *

1,828

1,763

3.7

Bus operators ‑ Service Contract Payments**
Sydney ferries operators ‑ Service Contract
Payments ***
Light Rail Operators - Service Contract Payment
Total funding to transport service providers and
operators

1,672

1,629

2.6

132

126

4.8

18

16

12.5

3,650

3,534

3.3

*
**

Operating grants only
Represents the value of service contract payments Transport for NSW paid to State Transit Authority and private
bus operators for operating the bus networks, plus finance costs and amortisation expense of finance leased
buses.
*** Figures are Service Contract Payments made to private operators
Source: Amounts were calculated based on audited financial statements and information from Transport for NSW (unaudited).

Government funding to the rail entities for operating purposes increased by $65.0 million to
$1.8 billion. In addition to funding for operating purposes the Government also provides
capital funding for major rail projects and the acquisition of assets. For rail entities this capital
funding increased by $699 million to $2.3 billion in 2013-14.

Cost Recovery from Users
The overall cost recovery from users of public transport in 2013-14 was 20.7 per cent (20.1
per cent in 2012-13).
The percentage of costs recovered from users of public transport is calculated based on
revenue from customers and the cost to the Government of providing services.
Transport for NSW contracts with various public and private sector entities for the provision of
public transport. It provides funding to operate the service and receives passenger revenue
for bus and ferry services. Under the rail services contracts it reimburses the provider if
passenger revenue is significantly different from budget. Therefore Transport for NSW bears
the risk of shortfalls in passenger revenue for public transport.
The percentage of costs recovered from users of rail services has decreased over the last five
years, from 21.5 per cent in 2009-10 to 20.1 per cent in 2013-14.
The cost of providing bus services includes bus contract payments made to all bus operators,
finance costs and amortisation of finance leased buses incurred by Transport for NSW. Over
the last five years, cost recovery from passengers decreased from 25.4 per cent in 2009-10 to
21.2 per cent in 2013-14.
Over the last five years, cost recovery from ferry services was stable except in 2012-13. The
lower cost recovery in 2012-13 was due to the one-off cost incurred by Sydney Ferries during
the transition of ferry services to private operators. In 2013-14, cost recovery has increased to
32.7 per cent, which is consistent with earlier years.
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The trend of cost recovery from users over last five years is shown below:

Cost Recovery from Users

40
35
30

25
% 20

15
10
5
0

2010
Rail

2011

2012
Bus

2013

2014

Year ended 30 June
Ferry

Overall

Source: Amounts were calculated based on audited financial statements and information from Transport for NSW (unaudited).

The cost of providing services per passenger journey has increased for bus services but
decreased for rail and ferry services.
Year ended 30 June

Cost of services provided per
passenger journey
Passenger revenue per passenger
journey
Net cost per passenger journey*

*
**

Rail

Ferries

Buses**

2014

2013

2014

2013

2014

$

$

$

$

$

2013

13.28

13.32

9.27

10.47

7.46

7.40

2.67

2.57

3.03

2.95

1.58

1.58

10.61

10.75

6.24

7.52

5.88

5.82

$

Note: The net cost per passenger journey represents the amount subsidised by taxpayers through government
contributions, less any other revenue sources.
Note: Passenger journey for buses does not include children under the School Student Transport Scheme nor
passengers travelled on free shuttle bus routes.

Source: Amounts were calculated based on audited financial statements of Rail Corporation NSW, Sydney Trains, NSW Trains and State
Transit Authority, and information from Transport for NSW (unaudited).

The rail entities had a 1.3 per cent decrease in net costs per passenger journey due to a 6.9
per cent increase in passenger revenue.
As a result of completion of the transition of ferry services in 2012-13, cost per passenger
journey for ferry services decreased 11.5 per cent in 2013-14. The net cost decreased to
$6.24 per journey.
Cost and revenue per passenger journey of bus services was relatively unchanged
in 2013-14.
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Fines and Penalties
The Police Transport Command is responsible for providing a safe and secure NSW public
transport system for the commuting public. The Fare Compliance Unit was established
in May 2013 to provide dedicated revenue protection services across the rail, bus, light rail
and ferry transport networks. 38 Transport Officers commenced in May 2013 and the Unit
increased to its full strength of 150 by October 2014.

Fines and Penalties
25

Fine Amount $m

20

15

10

5

0

2010

2011

2012

2013

2014

Year ended 30 June
$ Fines Issued

$ Fines Collected

Source: Information provided by the respective transport entities (Unaudited).

As a result of the staged transition to the new Police Transport Command structure
during 2013, both the number and dollar value of fines and penalties issued and collected
declined significantly in 2012-13. The deterrent to fare evasion and behavioural offences has
been restored in 2013-14. There has been a 245 per cent increase in the number of fines
issued, from 29,000 to 100,000 which is in line with the number of fines in 2011-12.

The value of fines and penalties issued for all transport modes has increased 278 per
cent, from $5.2 million to $19.6 million in 2013-14.

A major success in the strategies implemented to reduce fare evasion has been the
modification of ticket vending machines to not sell concession tickets while a ticket window is
open, requiring proof to purchase a concession ticket. Between June and December 2013, the
percentage of concession tickets sold has reduced by 9.0 per cent compared to the same
period in 2012. Comparing June 2013 with December 2013, the proportion of concession
misuse in all infringement notices has reduced from 71.0 per cent to 58.0 per cent.
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Major Transport Projects

The NSW Budget Papers show the NSW Government will spend a total of
$31.8 billion on transport projects over four years till 2017-18.

In 2014-15, $7.3 billion is allocated for transport infrastructure. The 2014-15 allocation
includes $3.8 billion on road projects, $2.6 billion on rail projects, $850 million on other
transport projects and $53.3 million on ports.
Transport projects are subject to change as the NSW Government’s priorities are reviewed
and updated. Variations between original and latest revised budgets primarily relate to
changes in project scopes since initial cost estimates or cost escalations over the life of the
projects.
Original and latest revised project costs for a selection of the major transport projects are
shown below:
Major Rail Projects
Project

Forecast
completion
year

Original project Latest revised Total spend to
cost
project cost
30 June 2014
$m

$m

$m

North West Rail Link

2019

8,300

8,300

1,394

South West Rail Link
Northern Sydney Freight
Corridor
Waratah Rollingstock
enabling works
Transport Access Program

2015

2,100

1,794

1,695

2016

1,100

1,045

468

2014
na

790
772

684
772

618
na

Wynyard Walkway

2016

306

306

142

na

Not applicable, the Transport Access program is provided over four years to improve transport infrastructure
where it is needed most.

Source: Budget Paper 2014-15 and rail agencies (unaudited).

The North West Rail Link will be a high frequency single deck train system operating between
Rouse Hill and Chatswood. It will be the first fully-automated rapid transit rail system in
Australia. It will be integrated into but independent of the existing suburban network.
The total cost of the project is estimated at $8.3 billion and expected to be available to
passengers by 2019. At 30 June 2014, a total of $1.4 billion has been spent on the project
and $863 million is budgeted for 2014-15.
At September 2014, the following milestones were achieved:


sixteen major construction sites were established across the Hills region



two out of four tunnelling machines had arrived and tunnelling started four months ahead
of schedule



the $3.7 billion North West Rail Link operations contract had been awarded to Northwest
Rapid Transit for 15 years commencing from the first half of 2019.

Next year, the project will focus on tunnel excavation and lining, viaduct construction, and
surface work including bridges and demobilisation.
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The South West Rail Link project comprises an 11.4 km twin track extension from Glenfield to
Leppington and includes two new stations at Edmondson Park and Leppington, an upgrade of
Glenfield station, new car parking and a train stabling facility. The total forecast cost of the
project at 30 June 2014 was $1.8 billion. On 13 September 2014 the Minister for Transport
announced construction of the project has been completed and services will commence in
early 2015. The project has been completed $300 million under budget and 12 months earlier
than forecast.
Major Road Projects
Project

Forecast
completion
year

Original project Latest revised Total spend to
cost
project cost
30 June 2014
$m

$m

$m

WestConnex

2023

11,500

14,900

45

NorthConnex

N/A

3,000

3,000

10

Hunter Expressway

2014

1,700

1,700

1,623

Source: Budget Paper 2014-15.

WestConnex, involves a 33 kilometre link between Sydney’s west and the airport and Port
Botany precinct. The project will be delivered in three stages:





Stage 1 from Parramatta to the City West Link, due to start in early 2015
Stage 2 will increase capacity along the M5 East corridor and extend the motorway to St.
Peters. The work will start in 2015 and is expected to be complete in 2019
Stage 3 will deliver a motorway tunnel between the first two stages. Detailed design and
construction work will commence in late 2018 and is due to open to traffic in 2023.

The estimated total cost for WestConnex is $14.9 billion, including inflation over the
construction period; $4.2 billion for Stage 1. The NSW Government has allocated $1.8 billion
from Restart NSW towards the project, the Commonwealth Government will grant $1.5 billion
and have pledged a $2 billion subordinated loan for Stage 2. The balance of funding will come
from private sector debt and equity capital.
The NSW Government will establish a new company, the Sydney Motorway Corporation Pty
Limited, to manage the State’s financial interests in the project.
A Performance Audit report on the WestConnex project will shortly be tabled in Parliament.
NorthConnex will deliver a nine kilometre, tolled motorway linking the M1 Pacific Motorway to
the Hills M2 Motorway. Funding for the $3.0 billion project consists of a $400 million
contribution from the Commonwealth Government and $502 million from the NSW
Government (including up to $400 million from Restart NSW). The remaining funding will
come from tolls on the new NorthConnex tunnel and M7 concession changes.
Hunter Expressway project was continued from the prior year. It was scheduled to be
completed in 2013 and was delivered in March 2014. At 30 June 2014 cost to date was
$1.6 billion. Finalisation works are continuing in 2014-15 and the total project cost is forecast
to be $1.7 billion.
Roads and Maritime Services also performed upgrades on the Pacific Highway, Great
Western Highway, Princes Highway, Hume Highway and Central Coast Highway.
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Other Projects
Project

CBD and South East Light
Rail
Opal card system*
*

Forecast
completion
year

Original project Latest revised Total spend to
cost
project cost
30 June 2014

2019
2015

$m

$m

1,600
1,200

1,600
1,800

$m
172
443

Latest project costs are escalated costs, while the original project cost did not take into account escalation during
the term of the project.

Source: Information obtained from Budget Paper 2014-15 and provided by Transport for NSW (unaudited).

Opal card is the electronic ticketing system being introduced to streamline travel on the public
transport network. The roll out to ferry and rail was four months ahead of schedule and on
schedule for bus and light rail. The total cost to build and maintain the Opal card system over
the 15-year term of the contract was originally budgeted at $1.2 billion and escalating to
$1.6 billion over time. The latest revised budget is $1.8 billion with escalation and the
allocation for 2014-15 is $157 million. Total expenditure to 30 June 2014 was $443 million.
The Government budgeted $1.6 billion to construct a new light rail line from Circular Quay
along George Street to Central Station then to Kingsford via Anzac Parade and to Randwick
via Alison Road. A Public Private Partnership to design, build, operate and maintain the new
light rail will be awarded ahead of major construction starting in 2015. The project is expected
to be operational in 2019 or 2020.

Buses Capital Expenditure Program
State Transit Authority’s capital expenditure program decreased by 26.0 per cent from
$54.3 million in 2012-13 to $40.2 million in 2013-14.
Ninety three per cent of capital expenditure (87.3 per cent in 2012-13) was for new buses to
support fleet growth and replacement.
Seven per cent (12.7 per cent in 2012-13) was spent on the redevelopment of depots to
accommodate future expansion of the fleet.
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Financial Controls
Appropriate financial controls help ensure the efficient and effective implementation and
administration of Government and agency policies in the achievement of agency outcomes.

Financial Audit Issues
Financial audits focused on the processes and controls supporting the integrity of financial
data used in the preparation of agencies’ financial statements. In 2013-14, these audits
identified a total of 41 issues for agencies within the Transport cluster, which is lower than the
number of issues reported in 2012-13 (69 issues). Information systems issues have been
included in the following section.
Financial Audit Issues Reported by Category
40

Number of Issues Reported
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Payables

Year ended 30 June 2013

Revenue and Treasury - Cash
Receivables and Investments
Year ended 30 June 2014

Source: Audit Office of New South Wales.

The risk of each issue can be rated as extreme, moderate or low based on the likelihood of
the risk occurring and the consequences if the risk does occur. In 2013-14 three extreme
issues were reported. The extreme issue was related to the capital restructure occurring in
Rail Corporation NSW, Sydney Trains and NSW Trains.
In 2012-13, the Audit Office reported one extreme issue relating to Trainworks Limited’s lack
of a well devised plan to ensure a smooth transition from the entity being wound up and all its
assets, rights and liabilities being transferred into Rail Heritage NSW. 34.1 per cent of issues
were rated as moderate (44.2 per cent in 2012-13) and 59.5 per cent were rated as low (53.5
per cent).
Reconciliation issues accounted for 12 of the financial audit issues identified in 2013-14. Over
half related to the absence of sound reconciliation processes for bank accounts including
unmatched receipts, late preparation and review of bank accounts and uncleared balances. In
relation to inter-entity accounts there were transactions and balances which were
unreconciled and unexplained. Reconciliation issues accounted for 80 per cent of the number
of issues reported in the Treasury cash and investments category.
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Unsatisfactory documentation and record keeping accounted for 12 of the financial audit
issues identified in 2013-14. Issues included supporting documentation not being attached to
journals, variance analysis not being performed, insufficient information being disclosed in the
financial statements, and poor quality work papers. The number of unsatisfactory
documentation issues identified is similar to 2012-13 when it also accounted for 13 of the
financial audit issues identified. Unsatisfactory documentation and record keeping issues were
prevalent in the corporate governance, financial reporting, management reporting and
revenue and receivables categories.
Control weaknesses accounted for eight of the financial audit issues identified in 2014. Issues
included lack of regular reviews of system logs and journals being performed and unapproved
timesheets being processed. The number of control weakness issues identified has
decreased from 2012-13 which accounted for 13 of financial audit issues identified.
The total number of management letter issues for 2013-14 was 41. This is lower than the
number of issues recorded in 2012-13 (43 issues). The number of repeat issues for 2013-14
was 8, a decrease of 33.3 per cent recorded by transport agencies (12 in 2012-13). The
decrease in repeat issues is a result of management responding more effectively to matters
raised in the current and prior year audits.
Management Letter Recommendations issued by the Audit Office
Transport Entity

Number of recommendations

Year ended 30 June

2014

State Transit Authority

7

10

8

1

2

Transport for NSW*

9

16

23

5

4

Sydney Trains

5

N/A

N/A

--

N/A

N/A

NSW Trains

4

N/A

N/A

--

N/A

N/A

Trainworks Ltd

--

8

8

--

3

5

Transport Cleaning Services

--

--

N/A

--

--

N/A

Rail Corporation
Independent Transport Safety
Regulator
Chief Investigator of the Office
of
Transport Safety
Investigations
Sydney Ferries

5

4

5

--

1

--

1

2

2

--

1

1

1
--

2
7

2
2

---

1
1

1
2

Roads and Maritime Services

8

14

6

2

2

2

Port Kembla Port Corporation

1

2

--

--

--

--

Sydney Ports Corporation

--

--

5

--

--

1

Newcastle Port Corporation

--

4

3

--

1

--

41

69

64

8

16

16

Total

2013

Number of repeat recommendations

2012

2014

2013

2012
1
3

N/A The entity was not operating in the current year.
*

Transport for NSW includes the Department of Transport, Transport for NSW and Transport Service of NSW.

Source: Audit Office of New South Wales.

Although the number of specific repeat issues has decreased in 2013-14, approximately half
of the financial audit themes identified in 2014 were also present in 2013, in relation to
unsatisfactory documentation and control weaknesses. Control weaknesses that are not
addressed promptly may expose agencies to fraud and misstatements in the financial
statements. Unsatisfactory documentation exposes the agency to errors and misstated
financial statements.
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Information Technology
Information Systems Issues
Information systems audits focused on the information technology (IT) processes and controls
supporting the integrity of financial data used in the preparation of agencies’ financial
statements. In 2013-14, these audits identified a total of 27 IT issues for agencies within the
Transport cluster, which is similar to the number of issues reported in 2012-13.

8

8

11

Data Centre & Network
Operations

Year ended 30 June 2012

4
2

0

0

11

1

2

1

0

Information Security

Year ended 30 June 2013

4

3
1

Security - Other

00

10

User
Administration

1

3

Privileged
access

00

Password
Parameters

1

Software
Licencing

0

Outsourcing

0

1

Operations - Other

2

2

3

Security
Calendar

44

4

Security Policies

6

9

4
2

33
1

Testing and
Approval

10

Change Control
Process

12

Data Centre

Number of issues reported

ITGC Issues Reported by Category

Change Control
Process

Year ended 30 June 2014

All IT issues identified in 2013-14 were in relation to information security and change control
processes.
Information security issues accounted for 73 per cent of IT issues identified in 2013-14, of
which over half related to the absence of, or weak user administration processes surrounding
user access reviews and timely termination of user access to systems. Weaknesses in these
areas increase the risk of users having excessive or unauthorised access to critical financial
systems. This may compromise the integrity and security of financial data residing in these
systems.
Information security issues that are not addressed promptly may expose agencies to security
attacks and result in data integrity issues, fraud and/or identity theft. Weaknesses in agencies’
change control processes that are not addressed promptly may result in changes to financial
systems not being appropriately authorised or adequately tested. This increases the risk of
financial systems not operating in line with business requirements and presents potential data
integrity issues.

24
NSW Auditor-General's Report to Parliament | Volume Seven 2014 | Financial Controls

203

E180736 AS-10-002-PR-0033

Disaster Recovery Planning
In 2014, agencies completed a self-assessment of their disaster recovery planning and testing
capabilities. Agencies had established and regularly reviewed disaster recovery plans for their
critical financial systems; however some agencies had only performed partial testing of their
recovery capabilities and plans. Without adequate testing, agencies have little comfort over
the effectiveness of their disaster recovery plans in helping to restore their financial processes
and systems in the event of a disaster.

Legacy Systems
Concerns with the operational management of legacy IT systems are increasingly prevalent
with Transport agencies, with many experiencing the following challenges:








Technical limitations of legacy systems may prevent agencies from meeting their business
objectives, regulatory requirements and achieving efficiencies
Susceptibility to newer and advanced security attacks
Poor or no compatibility with newer technology platforms and hardware
Integration with other systems not possible, or difficult and costly to implement
Systems not being easily maintainable and supportable
Staff with the relevant skills to support legacy systems are increasingly difficult to find and
retain.

As projects to replace legacy systems can span many years, Transport agencies should be
mindful of the risks associated with managing legacy systems and establish appropriate
strategies to address these risks during the transition period.
Projects are already underway to replace the financial, human resource/payroll and
procurement legacy systems for Transport agencies. This is a $151 million project to
consolidate various systems across the cluster into a single SAP solution. Total costs to date
at 30 June 2014 were $76.5 million. The projects original completion date of
31 December 2015 has been revised to 2 January 2017.
Management have responded to some of the early challenges of the project, including project
team changes and scope changes with re-alignment of project plans and delivery timelines.
While much attention has been given to ensuring the technical requirements for the project
are delivered, the project team should also adequately plan for business transformation
aspects of the implementation. This includes the management of structural and process
changes arising from the project, the delivery of adequate training around the new system and
processes to end users, and ensuring appropriate support arrangements are in place.
A performance audit on the security of critical infrastructure IT systems will shortly be tabled in
Parliament.

Excessive Annual Leave
Recommendation
All transport entities should do more to reduce excessive annual leave balances to
ensure they will comply with new targets set by the Premier.

At 30 June 2014, 3,162 (2,062 in 2012-13) transport cluster staff, or 14.4 per cent (7 per cent)
of the transport workforce, have excessive annual leave balances.
The Premier has requested all Secretaries and Chief Executives to reduce excessive annual
leave balances. By 30 June 2014, the maximum accrued annual leave days target was 35
days, reducing to 30 days by 30 June 2015.
25
NSW Auditor-General's Report to Parliament | Volume Seven 2014 | Financial Controls

204

E180736 AS-10-002-PR-0033

In 2013-14, there has been a 53 per cent increase in total excess leave. Transport entities will
face challenges in the coming year as the maximum allowable days decrease. At
30 June 2014, Rail Corporation NSW had two employees with annual leave in excess of 150
days. Roads and Maritime Services, Sydney Ferries, Transport for NSW and Sydney Trains
each had employees with annual leave in excess of 100 days.
Staff with excess leave as per Memorandum 2012-07 (2012-13 >40 days and 2013-14
>35 days)
At 30 June

2014

Transport entities

Trend

Number of
employees

2013

2012

Amount
$’000

Number of
employees

Amount
$’000

Number of
employees

Amount
$’000

Rail Corporation New South Wales



180

1,035

1,147

5,193

1,291

6,124

Sydney Trains*

--

1,321

4,749

N/A

N/A

N/A

N/A

NSW Trains*

--

134

383

N/A

N/A

N/A

N/A

State Transit Authority



81

153

121

323

162

449

Roads and Maritime Services

~

898

2,292

596

1,873

716

2,507

Others#



548

2,785

198

1,156

137

3,638

Total

~

3,162

11,397

2,062

8,545

2,306

12,718

Note:
Excessive leave based on 35 days for non-shift workers and 45 days for shift workers.
*
Sydney Trains and NSW Trains first year of operation.
 Trend upwards,  Trend downwards, ~ No trend.
#

Others include the Department of Transport, Transport for NSW, Office of the Transport Safety Investigator,
Independent Transport Safety Regulator and Sydney Ferries.

Source: Transport for NSW (unaudited).

The percentage of staff with excessive annual leave balances for transport entities over the
last three years:
Excessive Annual Leave Balances
16
14

Percentage of staff

12
10
8
6

4
2
0

Rail Corporation of
New South Wales
2012

*

State Transit Authority Roads and Maritime
Services
Year ended 30 June
2013

Others*

2014

Others include the Department of Transport, Transport for NSW, Office of the Transport Safety Investigator,
Independent Transport Safety Regulator and Sydney Ferries

Source: Transport for NSW (unaudited).

Sydney Trains had 17.5 per cent and NSW Trains had 11.6 per cent of staff with excessive
annual leave. These agencies commenced operations on 1 July 2013 and are not included in
the above graph.
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At 30 June 2014, Rail Corporation New South Wales was in the process of moving all its
remaining staff to Sydney Trains, NSW Trains and Transport Service, this was completed
in August 2014. Due to this, the data for Rail Corporation of New South Wales is not
comparable. Sydney Trains and NSW Trains have implemented leave procedures and an
Enterprise Agreement which requires line managers to ensure annual leave rosters are in
place for all employees.
State Transit Authority had a small increase in annual leave from five per cent to eight per
cent. Sydney Ferries had five staff members at 30 June 2014, all had excessive leave.
All entities advise policies have been implemented to manage excessive annual leave. The
chart and information above demonstrates that in some cases these policies need to be
reviewed and improved because they have not been effective in reducing excessive annual
leave to an appropriate level.
The health and welfare of staff can be adversely affected if they do not take sufficient breaks
from work during the year. Allowing excess annual leave balances also means employees
performing key control functions may not be rotated regularly, which is a preventive control
against fraud.

Overtime
Transport agencies are making some progress in reducing overtime expenditure, with total
overtime costs falling five per cent, from $217 million in 2012-13 to $207 million in 2013-14.
Overtime continues to represent a significant employment expense.
Overtime costs in large transport agencies:
Year ended 30 June

Overtime cost

Transport entity

2014
$'000

$'000

Rail Corporation NSW

9,040

129,245

Sydney Trains **

99,251

N/A

NSW Trains **

18,272

N/A

State Transit Authority

45,107

42,591

Roads and Maritime Services

29,609

42,971

5,289

2,629

206,568

217,436

Others *
Total
*

2013

Others consist of the Department of Transport, Transport for NSW, Office of the Transport Safety Investigator,
Independent Transport Safety Regulator, Sydney Ports Corporation, Port Kembla Port Corporation and
Newcastle Port Corporation.

** Sydney Trains and NSW Trains commenced their operations on 1 July 2013.
N/A Not applicable
Source: Information provided by the respective transport and port entities (Unaudited).

In 2011-12, a performance audit reported on how well Roads and Maritime Services manage
overtime and made ten recommendations. Roads and Maritime Services have been
implementing the recommendations; its overtime cost has decreased 31.2 per cent, from
$43.0 million in 2012-13 to $29.6 million in 2013-14. For further information refer to
www.audit.nsw.gov.au/Publications/Performance-Audit-Reports/2012-Reports.
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Overtime Expenditure as a Percentage of Total Salaries and Wages
18
16
14
12
10
%

8
6
4
2
0

Rail
Sydney Trains** NSW Trains** State Transit
Corporation
Authority
Year ended 30 June
NSW
2013

Roads and
Maritime
Services

Others*

2014

*

Others consist of the Department of Transport, Transport for NSW, Office of the Transport Safety Investigator,
Independent Transport Safety Regulator, Sydney Ports Corporation, Port Kembla Port Corporation and
Newcastle Port Corporation.

**

Sydney Trains and NSW Trains commenced their operations on 1 July 2013.

Source: Information provided by the respective transport and port entities (Unaudited).

Major contributors to overtime at Transport agencies include:


transport operations requiring work at night and on weekends in metropolitan areas due to
traffic considerations



needing to provide around-the-clock response to traffic incidents, emergencies and traffic
signal repairs
resourcing of traffic arrangements for special events throughout the year
providing operations 365 days a year and 24 hours
maintenance and construction occurs outside the normal operating hours.





Sydney Trains and NSW Trains’ operations run 24 hours a day, 365 days of the year. The
operations require overtime to ensure front line operations are staffed and maintenance and
construction occur outside normal operating hours.
State Transit Authority has higher levels of overtime than other transport agencies because all
work on Sunday is paid overtime in accordance with its award.
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The number of employees across all transport entities who worked overtime and the amount
of overtime paid, grouped by overtime paid as a percentage of their annual salary were:
Year ended 30 June
Overtime paid as a percentage
of annual salary

2014
Overtime
paid
$'000
--

Number of
employees

>100

--

90-100

--

2013
Number of
employees
3

Overtime
paid
$'000
171

--

2

95

43

7

328

13

608

35

1,504

50

2,040

85

3,459

171

5,915

251

8,474

701

19,202

888

24,787

30-39

2,017

43,840

2,175

46,117

20-29

3,991

60,969

3,950

58,974

10-19

5,406

50,989

5,489

50,066

>0-9

9,287

22,963

9,017

23,461

Nil overtime

4,614

--

9,009

--

26,251

206,569

30,911

217,436

80-89

1

70-79
60-69
50-59
40-49

Total

Source: Information provided by the respective transport and port entities (unaudited).

The table shows 82.4 per cent of employees (70.9 per cent in 2012-13) received an overtime
payment in 2013-14 and 235 employees (383 employees) were paid 50 per cent or more of
their annual salary in overtime.
The top ten highest individual overtime earners across the transport entities were:
Year ended 30 June
Top ten individual
overtime earners

2014
Transport entity

2013

Overtime
paid to
employee
$

Percentage
of overtime
to salary
%

Transport entity

Overtime
paid to
employee
$

Percentage
of overtime
to salary
%

1

TfNSW

79,213

75

RMS

98,999

146

2

TfNSW

74,361

61

RMS

81,880

69

3

TfNSW

66,582

64

RMS

73,802

92

4

Sydney Trains

60,982

57

RMS

65,652

65

5

Sydney Trains

60,813

59

RMS

65,597

78

6

Sydney Trains

59,886

55

TfNSW/DoT

65,962

57

7

Sydney Trains

59,723

55

RMS

64,588

64

8

Sydney Trains

59,627

58

RMS

62,452

61

9

Sydney Trains

59,166

64

RMS

61,385

94

10

Sydney Trains

58,083

72

RMS

60,805

72

Source: Information provided by the respective transport and port entities (unaudited).

A Transport for NSW employee received the highest overtime payment. Roads and Maritime
Service’s highest overtime payment has decreased from $98,999 in 2012-13 to $40,510 in
2013-14. State Transit Authority’s highest overtime payment in 2013-14 was $42,847
($39,399 in 2012-13). As the majority of the employees were transferred to Sydney Trains and
NSW Trains, the highest overtime payment for Rail Corporation NSW decreased from
$58,600 in 2012-13 to $49,155 in 2013-14.
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Train Driver Overtime Bonus
Last year’s Report to Parliament recommended action to reduce the amount of overtime
bonuses paid to train drivers. Despite this recommendation the total amount paid in 2013-14
increased by 16 per cent to $2.9 million from $2.5 million in 2012-13. These bonuses were
paid to train drivers in addition to overtime penalty rates.
Drivers are eligible for an overtime bonus when they work overtime shifts. A $100 overtime
bonus is paid when a driver works one additional shift per month, $250 when two additional
shifts are worked, and $400 when three additional shifts are worked. The intention of the
bonus was to address a driver shortage in 2004. At that time there were a number of services
that were disrupted or cancelled due to the unavailability of drivers and overtime shifts not
being accepted.

Engagement of Contractors
Management of contractors remains a concern within the Transport cluster. A number of
contractors have been employed for more than eleven years. The number of contractors
employed by transport agencies has increased from 1,823 contractors in 2012-13 to 1,886 in
2013-14, an increase of 3.5 per cent. The total cost of these contractors also increased from
$161 million in 2012-13 to $173 million in 2013-14.
Contractor numbers in Transport for NSW and the Department of Transport were the major
contributor to the increase in contract numbers with an increase of 174 contractors. Transport
for NSW advised this increase was due to an increase in functions and responsibilities
transferred from the Transport operating entities.
In previous years, reports to Parliament recommended transport agencies review the
effectiveness of practices to monitor the contractor workforce. In 2011-12, contractor numbers
reduced by 11.2 per cent. However the reduction in contractors has reversed the past two
years.
Contractor numbers and expense by agency:
Year ended 30 June

Transport agency

2014
Number of
contractors

Total cost of
contractors
$’000

Transport for NSW*

Term of
Highest amount
longest serving
paid to a
contractor
contractor
Years

$’000

1,021

40,467

11

514

23

1,866

5.2

449

328

63,395

5.8

498

11

5,681

5.2

531

473

60,063

12.3

322

23

1,135

4.5

400

State Transit Authority

5

361

0.9

150

Sydney Ports Corporation

2

74

1

63

1,886

173,062

Rail Corporation NSW
Sydney Trains
NSW Trains
Roads and Maritime Services
Independent Transport Safety Regulator

Total

*

Includes the Department of Transport.

Source: Transport for NSW (unaudited).

The total cost of contractors of $173 million in 2013-14, has increased 7.5 per cent from
previous year mainly due to the increase of total contractors cost in Transport for NSW and
Roads and Maritime Services by $9.3 million and $1.1 million respectively.
Sydney Trains and NSW Trains had contractors vested from Rail Corporation NSW in
2013-14.
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The length of service for all contractors employed by transport entities:
Year ended 30 June

2014

2013

Proportion of
Proportion of
Total
Total
Number of
Number of
Contractors Contractors Contractors Contractors
%
%

Duration
> 6 years

57

3.0

76

4.2

5‑6 years

26

1.4

25

1.4

4‑5 years

38

2.0

54

3

3‑4 years

60

3.2

108

5.9

2‑3 years

104

5.5

175

9.6

1‑2 years

467

24.8

424

23.3

Less than one year

1,134

60.1

961

52.6

Total

1,886

100

1,823

100

Source: Transport for NSW (unaudited).

Transport for NSW and Roads and Maritime Services had the longest serving contractors who
have been engaged for over eleven years. This indicates that the position may have been
more effectively filled by a permanent employee.

Workplace Health and Safety
Workers’ compensation claims for transport entities have decreased in 2013-14, with the
exception of Sydney Ports Corporation and Roads and Maritime Services. The decrease is
due to workplace health and safety initiatives and programs that have been put in place by the
transport and port entities. In 2013-14 the Transport cluster had a total of 1,480 claims and a
workers’ compensation expense of $15.2 million, a decrease of 38 per cent ($24.5 million in
2012-13). Ports entities had a total of 28 claims and workers’ compensation expense of
$601,000, a decrease of 32.5 per cent ($891,000 in 2012-13).
Workers' Compensation Expense
45,000
40,000

$ Thousands

35,000
30,000
25,000
20,000
15,000
10,000
5,000

0

2012

2013
Year ended 30 June

2014

Source: Information provided by the respective transport entities (unaudited).

Sydney Ports Corporation had 16 workers compensation claims in 2013-14, up from ten in
2012-13. It has implemented risk assessments, workplace inspections, procedures, a safety
audit program, induction and training programs including manual handling and workstation
ergonomics, and employee consultation processes in response to the increase in the number
of claims.
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Roads and Maritime Services had 396 workers’ compensation claims in 2013-14 slightly up
from 395 in 2012-13. It has initiative and programs in place to manage work health and safety
risks. It has also implemented a new work health and safety operating model to embed safety
into business operations.
State Transit Authority had 394 workers’ compensation claims in 2013-14 down from 410 in
2012-13. It undertakes a range of activities to actively promote, facilitate and monitor
workplace health and safety and reduce workplace accidents and incidents. This includes
conducting risk assessments, site and equipment inspections, investigations and consultation
with workers.
NSW Trains which had its first year of operations in 2013-14 had 180 workers’ compensation
claims in 2013-14. NSW Trains has implemented a number of initiatives and strategic projects
that focus on Employee safety. The Target Zero program is a two year program, designed to
raise awareness of the importance of safety with all employees and to embed a culture that
considers a target of zero safety incidents to be achievable.
Sydney Trains had 496 workers’ compensation claims in 2013-14. There has been significant
investment in safety education and awareness programs to change and improve Sydney
Trains safety culture. In Sydney Trains' first year of operation this has been largely channelled
through the development and deployment of the Target Zero safety behaviour program.

Security and Cost of Vandalism
Rail Corporation NSW, State Transit Authority and Sydney Ferries own and manage
significant portfolios of assets vital to the efficient operation of transport services in New South
Wales. Vandalism results in financial costs to repair or replace damaged assets, and reduced
levels of customer satisfaction and safety. It is important that effective security arrangements
are in place to safeguard these assets.
Security
The NSW Police Transport Command (the Command) took over policing of the state’s public
transport network on 1 May 2012. The Command currently comprises over 400 officers, and
will expand to 610 police officers by December 2014.
Expenses allocated to the Command are as follows:
Year Ended 30 June
Expense Type
Employee related
Other operating
Total Expenditure

2015

2014

2013

Budget

Actual

Actual

$’000

$’000

$’000

57,300

38,325

28,637

1,700

905

628

59,000

39,230

29,265

Source: Transport for NSW (unaudited).

Expenditure for the Police Transport Command for 2013-14 was $39.2 million, an increase of
33.8 per cent ($29.3 million in 2012-13). The expected increase in expenditure for 2014-15 is
$19.8 million, 50.5 per cent. The increased employee related expenditure is the result of
additional officers being recruited as the program expands.
The Command is responsible for security, safety and targeting crimes across all modes of
transport across the state. In addition to uniform patrols, special command teams operate in
plain clothes targeting identified problem areas and graffiti vandalism. The Command detects
and prosecutes offenders for a variety of matters including malicious damage, graffiti and
trespassing in the rail corridor.
Officers attached to the police transport command have laid more than 9,000 charges and
issued more than 92,000 infringement notices for drug possession, arson, indecent and
sexual assault, and malicious damage since taking charge in May 2012.
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Safety and security customer satisfaction
The customer satisfaction index has shown improved customer satisfaction levels for feeling
safe on all transport modes.
Mode

Train

Bus

Ferry

Feeling safe at the station/stop/wharf

May
2014
83.7

May
2013
80.6

May
2014
90.3

May
2013
85.3

May
2014
97

May
2013
95.9

Feeling safe while on the vehicle

85.4

82.5

94.6

89.9

98

97.1

Survey Date

Source: Transport for NSW (unaudited).

Cost of Vandalism and Graffiti
Last year I recommended that Rail Corporation NSW and the Sydney Ferries operators
should implement systems to record instances of vandalism. Sydney Ferries, Sydney Trains
and NSW Trains have responded that these systems have not been implemented in the
current year. However various data is collected to assist in the management and response to
instances of graffiti and vandalism.
Overall statistics on the number of instances of vandalism at major transport agencies over
the past six years are not available. Sydney Trains, NSW Trains and Sydney Ferries, and
previously Rail Corporation, do not record the number of instances of vandalism.
Sydney Trains and NSW Trains estimated their cost of vandalism and graffiti for 2013-14 was
$33.8 million, an increase of 9.4 per cent on that recorded by Rail Corporation ($30.9 million
in 2012-13). Additional costs in the year include high security fencing renewals to prevent
vandalism, window film and glass replacement on V set trains and a targeted refurbishment
programme for fibreglass interior and vestibule repairs on Millennium trains.
State Transit’s 2013-14 cost of vandalism was $1.1 million, an increase of 19.6 per cent
($920,000 in 2012-13). Management has advised the increased costs are consistent with
wage and material costs. However, the number of instances of vandalism recorded in 2013-14
(201 instances) was less than 2012-13 (313 instances in 2012-13).
For the light rail system the 2013-14 cost of vandalism was $69,000, an increase of 60.5 per
cent. Instances of vandalism have increased from four in 2012-13 to twelve in 2013-14. The
cost of vandalism is not only driven by the number of instances but also the nature of the
vandalism that occurs.
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Asset Maintenance
In 2013-14, maintenance expenditure increased by 3.1 per cent, from $1.5 billion to $1.6
billion.
Year ended 30 June

Three year
trend

2014
$m

2013

2012

$m

$m

Transport for NSW*



125

111

1

Rail Corporation New South Wales

~

--

905

911

Sydney Trains

~

530

N/A

N/A

NSW Trains

~

376

N/A

N/A

State Transit Authority

~

5

8

7

Private Bus Operators

~

35

N/A

N/A

Sydney Ferries

~

12

N/A

N/A

Roads and Maritime Services



486

494

525

Sydney Ports Corporation



7

9

9

Newcastle Port Corporation

~

8

9

9

Total



1,584

1,536

1,462

Source: Transport agencies (unaudited).

*
Transport for NSW includes the Department of Transport.
Note: Office of the Transport Safety Investigator and Port Kembla Port Corporation did not incur maintenance
expenses in 2013-14.
Note: Independent Transport Safety Regulator incurred a minimal maintenance expense of $20,000 in 2013-14.
N/A No maintenance work was carried out in the year.
 Trend upwards,  Trend downwards, ~ No trend.
The table above does not include capitalised maintenance costs, employee related maintenance costs, or
maintenance grants to Councils of the entities.

Roads and Maritime Services and Sydney Trains had capital renewal and operating backlog
maintenance of $5.1 billion and $120 million respectively at 30 June 2014. All other transport
entities advised they did not have backlog maintenance.
Roads and Maritime Services advised the significant increase in its backlog maintenance for
its road and road related infrastructure assets, from $2.7 billion in the prior year was due to
the inclusion of road corridors and traffic systems for the first time in 2013-14.
Backlog maintenance indicates that maintenance tasks to repair, or prevent, equipment
failures have not been completed. Asset maintenance is essential to ensure the optimal
management of physical assets to maximise value.

Maintenance Plans and Target Spending
Rail maintenance and construction work ensures the delivery of safe, reliable train services to
customers. Sydney Trains is building 12 new bases at Blacktown, Sutherland, Sydenham,
Wollongong, Gosford, Hamilton, Lawson, Hornsby, Clyde, Glenfield, the CBD and Granville
around their network. The new bases will support a range of improved systems and processes
and enable Sydney Trains to decommission more than 120 smaller, older-style depots. The
project is expected to be completed by December 2014. Maintenance bases house
equipment, materials, staff amenities, administration and parking for Sydney Trains and
employee vehicles.
Sydney Trains maintenance work includes maintenance and improvement works to network
infrastructure and rollingstock, car parks, platforms, overbridges, fencing, embankments and
network bases.

34
NSW Auditor-General's Report to Parliament | Volume Seven 2014 | Financial Controls

213

E180736 AS-10-002-PR-0033

Roads and Maritime Services was allocated $1.5 billion in 2013-14. This was announced by
the NSW Government for maintenance and minor improvements to roads and bridges in New
South Wales, including council owned infrastructure. This funding maintenance allocation
included nearly $379 million in Block Grants, repair funding and forecasted natural disaster
payments to councils.
In 2014-15, the State government has budgeted another $5.5 billion for roads, maritime and
freight projects, with $4.0 billion allocated to country New South Wales. $1.2 billion of this
allocation will be used to continue the upgrade of the Pacific Highway between Hexham and
the Queensland border and another $44.0 million provided for maintenance of the highway.
A state-wide road maintenance commitment of $1.4 billion was also announced for 2014-15,
with $827 million of this funding being allocated to repairing roads, bridges and culverts in
rural and regional New South Wales.
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Governance
Governance refers to the framework of rules, relationships, systems and processes within,
and by which, authority is exercised and controlled. It includes the systems the entities, and
those charged with governance, use and are held to account by others.

Control of the Transport Cluster
Transport for NSW is the lead agency in the Transport cluster. It is responsible for
co-ordination, funding allocation, policy and planning, and other delivery functions for
transport in New South Wales.
The Secretary of Transport for NSW has the ability to issue directions to most transport
agencies under the Transport Administration Act 1988. The Secretary through Transport for
NSW and the Department of Transport controls most agencies in the Transport cluster for
accounting and administrative purposes.

Governance Framework
Transport for NSW operates within a network of alliances in providing both transport and other
services.
Some transport service providers are Government transport operators (e.g. Sydney Trains),
while others are private sector operators. Transport for NSW also contracts private sector
service providers to deliver services (for example 131 500 transport information services).
Rail Services

Road Services

Rail Corporation New South Wales
Sydney Trains
NSW Trains
MTS Holdings Pty Ltd
Transdev Sydney

Roads and Maritime Services
WestConnex Delivery Authority

Transport for NSW

Bus Services

Ferry Services

State Transit Authority
Private Bus Operators

Harbour City Ferries
Sydney Ferries

In respect of the governance framework within the cluster, Transport for NSW has established
performance based service agreements incorporating key performance indicators with public
and private service providers to deliver transport services.
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In addition to service agreements, the Secretary issues an annual Statement of Expectations
to Roads and Maritime Services, Sydney Trains, NSW Trains and the State Transit Authority.
Agencies are to determine their service delivery priorities having regard to the Secretary's
expectations.
A Governance framework was established in 2011 and reviewed in late 2013. Transport for
NSW has advised changes to the Governance framework in 2014 include Cluster chief
executives now attending the Finance and Investment Committee, and Cluster Executive
meetings have a more strategic approach.
Oversight arrangements have been established through various mechanisms to provide the
Secretary with evidence that the Transport cluster is fulfilling its legislative objectives and
functions. These mechanisms include performance agreements and performance meetings
with each member of the executive team. Service contracts are monitored through regular
contract review meetings.
Operating entity corporate plans are aligned to the overarching five year Transport for NSW
Corporate Plan on an annual basis, providing a common link between strategic outlook and
operator execution.
Each member of the Transport for NSW executive team, including agency Chief Executives,
has a performance agreement with the Secretary. These agreements clearly define
responsibilities and expectations. The actions in these agreements are cascaded into
agreements and plans within business areas to ensure implementation.
Transport for NSW has established a number of governance committees to advise and
support the Secretary in discharging his responsibilities. A number of other committees and
consultation mechanisms both internal and external, also help to support decision making by
the Executive and its subcommittees.

Performance Measurement Framework
Last year’s report noted that Transport for NSW had completed its performance measurement
framework but had not yet reported publicly against its performance measures. During the
current year, the development of key performance measures and indicators in line with the
Framework has been progressed and a reporting format covering high-level, cluster-wide key
performance indicators (KPIs) has been developed. Since February 2014, this report has
been tabled at Executive meetings.
In 2013-14, Transport for NSW has also publicly reported KPIs through the following
publications:



Customer Satisfaction Index online
NSW 2021 Performance Report

Despite original publication in September 2011, baselines and or targets have not yet
been established for a number of the measures set for the Transport cluster in NSW
2021.

A review of the performance measures has been commissioned by the Secretary, to ensure
the KPI framework meets the current requirements of the Executive and incorporates best
practice. This review is expected to be finalised in late 2014. The implementation of
recommendations will be pursued during 2014-15 by Transport for NSW.
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Completed in December 2012, the performance measurement framework was developed to:





drive a consistent approach to performance measurement across the transport cluster
agree on roles and responsibilities for performance measurement development,
monitoring and reporting across the transport cluster
guide a future work program to ensure a hierarchy of performance measures is put in
place to measure progress towards delivery of Transport for NSW’s strategic objectives.

Fraud Control
Compared to other clusters, relatively high levels of fraud were reported within the Transport
cluster and agencies need to maintain a focus on fraud control.
In February 2013, Management dismissed a Rail Corporation NSW executive who was found
to have corruptly solicited and received more than half a million dollars from colleagues and
contractors. In total he received $638,000 between February 2012 and February 2013. He
was a senior manager at Rail Corporation NSW at the time and had considerable influence
over the completion of large-scale contracts and staffing decisions.
The NSW Independent Commission Against Corruption (ICAC) conducted an investigation
and on 13 October 2014 recommended the Director of Public Prosecutions consider charging
the former executive for corruption. The ICAC did not make any corruption prevention
recommendations as this investigation did not raise any systemic issues.
With the discovery of this fraud, management revised the code of conduct for the entire
cluster.
Transport for NSW's Corruption Control Framework helps meet the agency’s responsibilities
under Treasury’s Internal Audit and Risk Management Policy, specifically in relation to the
management of fraud and corruption risks. The Framework is composed of Transport for
NSW’s Corruption Control Policy and a 12-month Plan. The Policy outlines Transport for
NSW’s commitment to corruption control and includes broad corruption control objectives to
prevent, detect and respond to corruption. The Plan is reviewed annually and outlines the
activities the Corruption Prevention Unit undertakes to achieve its objectives.
Roads and Maritime Services has a Fraud and Corruption Framework which is currently under
review. It has a dedicated section within the Audit and Risk Branch that assesses and
coordinates investigations into suspected frauds. Fraud prevention training has been provided
to senior managers and is ongoing, as well as ethical decision training to new staff in high risk
areas.
NSW Trains has undertaken a Fraud Risk survey and has assessed its current Fraud Control
initiatives. As a result, NSW Trains has identified improvements to its fraud control plan which
are being implemented in a staged approach. The plan will be reviewed on an annual basis.
The State Transit Authority has policy and procedures covering fraud and corruption
detection, investigation and prevention. Fraud Control activities are overseen by the executive
and reported regularly at the Audit and Risk Committee. A fraud risk assessment has been
conducted and is reviewed and updated annually.
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Fraud Cases Reported and Investigated
Year ended 30 June

Entity

2014

2013

2012

Cases
Cases
Cases
Cases
Cases
Cases
Investigated Reported Investigated Reported Investigated Reported

Sydney Trains

88

128

N/A

N/A

N/A

N/A

NSW Trains

14

14

N/A

N/A

N/A

N/A

Rail Corporation New South Wales

25

31

275

331

386

472

State Transit Authority

20

20

22

22

42

42

Private Bus Operators*

1

1

--

--

--

--

Sydney Ferries

--

--

--

--

1

1

Roads and Maritime Services

23

31

9

11

12

14

Transport for NSW**

15

18

4

5

6

8

Independent Transport Safety
Regulator

--

--

--

--

--

--

Office of Transport Safety
Investigations

--

--

--

--

--

--

186

243

310

369

447

537

Total
Source: Transport for NSW (unaudited).

N/A Sydney Trains and NSW Trains started operations on 1 July 2013.
*
Private Bus operators only includes cases reported to Transport for NSW.
**
Transport for NSW also includes the Department of Transport and the Transport Service of New South Wales.

All complaints received through the ‘Misconduct and Corruption Hotline’ and the ‘Report
Misconduct Email’ are registered in the Matter Management System. The system records all
allegations and progress of investigations of reported fraud and corrupt conduct. Where a
matter implicates more than one Transport cluster agency, the matter is managed through
Transport for NSW.

The majority, or 71.2 per cent, (89.7 per cent in 2013) of reported fraud and corrupt
conduct is from the rail entities. However, the number of reported cases at rail
entities has decreased from 472 in 2012 to 173 in 2014.

Reported cases of fraud at Roads and Maritime Services have increased from 11 in 2012-13
to 31 in 2013-14 and now accounts for 12.8 per cent of total reported cases in the whole
transport cluster (3.0 and 2.6 per cent in the previous two years). Management believes the
increase is in part attributed to the recent training provided to managers and staff to report
suspected frauds.

Transport Planning
The NSW Long Term Transport Master Plan was released in December 2012. The Master
Plan identifies the challenges that need to be addressed over the next 20 years and provides
strategic direction to address those challenges. It will guide the NSW Government’s transport
funding priorities over the next 20 years, and integrates all modes of transport, roads and
freight across all regions of the state.
The first annual update of the Long Term Transport Master Plan was published
in December 2013.
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Corporate Services Reform
Transport Shared Services, a division within Transport for NSW provides various corporate
services to entities with the Transport cluster. During 2014, service level agreements were
signed for all agencies serviced by Transport Shared Services. The Audit Office first
recommended this action in a 2012 report. Key performance indicators and targets have also
been developed and are reported to client agencies monthly.
The standard service level agreements detail the expected working relationship and key
principles. They include services to be performed, the pricing structure and reporting
arrangements.
As well as the above, the Transport Cluster had the following corporate services
developments:


Direct employment by Transport Service of the senior executives of Roads and Maritime
Services, State Transit Authority, Sydney Trains and NSW Trains



Abolition of the Roads and Maritime Services Division and the State Transit Authority and
Western Sydney Buses Divisions, with staff of those Divisions transferred to the Transport
Service of NSW

Restructures within Transport
There have been a number of changes to the public sector agencies in the Transport Cluster
during the year.
Sydney Trains and NSW Trains commenced operations on 1 July 2013.
Transport for NSW assumed direct responsibility for light rail assets and contract payments,
and MTS Holding Company Pty Ltd was deregistered on 9 September 2014.
Responsibility for transport heritage activities was transferred to Transport for NSW and the
operations of Trainworks Limited were transferred to a private sector company.

Port of Newcastle Long-Term Lease
Highlights and Key Financial Information of the Transaction

The Port of Newcastle long-term lease contributed $1.8 billion gross proceeds to the
State which was received at the start of the lease term. A gain on sale of $488 million
was recognised in the Total State Sector financial statements. The transaction was
completed on 30 May 2014.
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Transaction Highlights

Financial and Other Information

Lease type

98-year lease encompassing assets and operations
in the Port of Newcastle

Lease term started

30 May 2014

Gross proceeds

$1.8 billion

Gain on sale of discontinued operations

$488 million

Settlement of port corporation’s borrowings from
transaction proceeds

$121 million

Net distributions to the NSW Government

$1.6 billion

Retained functions of Newcastle Port Corporation

Marine safety and emergency pollution response,
pilotage and navigation services, the role of Harbour
Master, vessel traffic control, and the regulator of
the Hunter Coal Export Framework.

Source: Information provided by Newcastle Port Corporation and audited financial statements.

Arrangements Facilitating the Transaction
In order to facilitate the long-term lease transactions, Newcastle Port Corporation (NPC)
incorporated the following wholly owned subsidiaries in October 2013:




Port of Newcastle Operations Pty Limited (as trustee for the Port of Newcastle Unit Trust)
(PNO)
Port of Newcastle Lessor Pty Limited (PNL).

In December 2013, the NSW Treasurer issued a number of statutory vesting orders
transferring specific assets, rights and liabilities to these subsidiaries. These vesting orders
were issued under the Ports Assets (Authorised Transaction) Act 2012 and became effective
on 1 January 2014.
On 30 May 2014, PNO was sold to the successful bidder. On the same date the assets held
by PNL were leased for 98-years to the successful bidder and the ownership of PNL was
transferred to the Ports Assets Ministerial Holding Corporation for nil consideration.
Some staff from NPC was transferred to the private sector lessee, with certain guaranteed
employment conditions and a transfer payment.

Usage of Transaction Proceeds
The NSW Government announced that 30 per cent of the proceeds will be directed toward
projects in rural and regional New South Wales.
To date the NSW Government has announced that the proceeds will be used as follows:



$340 million for the revitalisation of the Newcastle CBD
$1.2 billion will be invested in the NSW Government’s infrastructure fund – Restart NSW.

Restart NSW funds are focused on accelerating delivery of priority projects identified by
Infrastructure NSW and in the State Infrastructure Strategy, including WestConnex and
Resources for Regions.

Regulation of Ports under Long-Term Lease
The Government has retained regulatory oversight of certain port matters such as the Harbour
Master and port safety.
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Port Authority of New South Wales
The assets, rights, liabilities and staff of Sydney Ports Corporation and Port Kembla Port
Corporation were transferred to Newcastle Port Corporation on 1 July 2014. Long term lease
arrangements were completed for Port Botany and Port Kembla during 2012-13 on broadly
similar terms to those for Newcastle Port.
Newcastle Port Corporation is trading as the Port Authority of New South Wales from 1 July
2014 as a State Owned Corporation which still retains the responsibility for commercial
aspects of maritime trade and safety functions for the ports of Newcastle, Sydney Harbour,
Botany Bay, Port Kembla, Eden and Yamba. The safety functions are detailed in the Port
Safety Operating Licence issued to Newcastle Port Corporation.
These functions include the provision of:







Harbour Masters
pilotage and navigation services
marine pollution emergency response
port safety
navigational safety and vessel traffic control
regulation of the Hunter Valley Coal Export Framework.

Transport for NSW Freight and Regional Development Division has responsibility for issuing
and overseeing the operation of the Port Safety Operating Licence and for government policy
on ports.
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Service Delivery
The achievement of Government outcomes can be improved through the effective delivery of
the right mix of services, whether from the public, private or not-for-profit sectors. Cluster
agencies have been working to achieve the goals and targets outlined in NSW 2021 and to
provide transport services in the most efficient and effective way possible.
In an environment of increasing delivery through partnerships, outsourcing, devolution and
shared services, audit reports have identified areas where improvement is required.

On-Time Running
Recommendation
Transport for NSW should ensure a consistent measure of on-time running and peak
hour windows across transport modes.

From 1 July 2013 Rail Corporation NSW’s passenger service operations were transferred to
Sydney Trains and NSW Trains. Sydney Trains operates the suburban rail network in the area
bounded by Berowra, Emu Plains, Macarthur and Waterfall. NSW Trains operates the intercity
lines, as well as the regional TrainLink network (formerly known as CountryLink).
Sydney Trains achieved an average on-time running of 94.6 per cent for 2013-14. NSW
Trains intercity services recorded an average on-time running performance of 85.6 per cent.
Regional passenger services operated by NSW Trains achieved an average on-time running
performance of 73.5 per cent.
State Transit Authority and private bus operators achieved an average on-time running rate of
93.9 per cent, up from 92.2 per cent in 2012-13.
Ferries achieved an overall on-time running rate of 99.1 per cent, consistent with last year.
Sydney Trains’ performance is compared with previous CityRail surburban services and NSW
Trains intercity performance is compared to CityRail intercity performance. NSW Trains
regional services performance is compared with previous CountryLink performance.
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Despite moves to coordinate services across the transport cluster, the measure of on-time
running and of peak hour windows are not consistent. The table below highlights the
inconsistencies across the different modes:
Mode

Rail

On-time Definition

Suburban

Suburban services arriving at Central Station
within five minutes of timetable in the morning
peak, or the last passenger stop for afternoon
peak.

Intercity

Intercity services arriving at Central Station
within six minutes of timetable in the morning
peak, or the last passenger stop for afternoon
peak.

Regional

Rail services arriving at their destination within
ten minutes of scheduled time.

Peak Period
6 am to 10 am; and
3 pm to 7 pm
6 am to 10 am; and
3 pm to 7 pm

No specific peak period

Light Rail

No on-time running measure however Transport for NSW
has set a target for each service to run with less than one
minute deviation from planned frequency.

Bus

A bus service departing from the first stop no more than one
minute and 59 seconds early, and no more than 5 minutes
and 59 seconds late.

On-time running data is
collected in the morning
peak only, between 6 am
and 10 am, over three
separate days each month.

Ferry

Services are reported as being on-time if they depart from
the service origin wharf less than five minutes late
compared to the timetable.

No specific peak period

7 am to 10 am and;
3 pm to 6 pm

Source: Transport for NSW (unaudited).

Targets for on-time running are set in the service contracts between Transport for NSW and
the various operators. These targets are the same as those in NSW 2021.

Rail

Six out of sixteen suburban and intercity lines did not achieve their on-time running
targets in 2013-14.

Sydney Trains achieved an on-time running average of 94.6 per cent. This compare well to
the target of 92 per cent but is lower than an on-time running rate of 94.7 per cent for
suburban services in 2012-13. NSW Trains intercity services achieved an average on-time
running of 85.6 per cent, compared to 91.4 per cent in 2012-13. Regional services, now
operated by NSW Trains achieved an average of 73.5 per cent on time running, slightly lower
than 73.7 per cent in 2012-13. The target for regional services is to have 78 per cent of
services arrive at their destination within 10 minutes of scheduled times.
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During 2013-14 there were a number of days where suburban and intercity services did not
achieve the 92 per cent target in the Rail Services Contracts. As shown in the graph below
61.9 per cent of intercity services afternoon peaks did not operate on time.

Peak Suburban and Intercity Services Performance
100
90
80

% of peaks

70
60

50
40
30
20
10
0

AM Peak

PM Peak

AM Peak

2013-14
Suburban

PM Peak
2013-14
Intercity

Percentage of days below target

Percentage of days above target

Source: Transport for NSW (unaudited).

The graph below shows the on-time running performance by rail line for the last three years
for suburban and intercity services as the variation from the on-time running target of 92 per
cent.
Peak On-Time Running by Train Line (Variation to Target)
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Source: Transport for NSW (unaudited).
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The Newcastle and Central Coast line on-time running performance has deteriorated since
2010-11. The line achieved an on-time running performance of 88.4 per cent in 2013-14. The
Southern Highlands line recorded the largest performance decrease from 85.3 per cent in
2012-13 to 72.8 per cent in 2013-14. The Inner West line on the other hand recorded the
largest improvement from 95.2 per cent to 97.2 per cent.

It has been eleven years since the regional passenger services, now operated by
NSW trains achieved their on-time running target of 78 per cent.

Intercity and regional services were transferred to NSW Trains on 1 July 2013. After recording
an improvement in 2012-13, regional services on-time running performance slightly declined
in 2013-14. It has been eleven years since the TrainLink service achieved its on-time running
target of 78 per cent.
Performance results and targets for rail services are highlighted in the table below:
Year ended 30 June

Target

Actual

2014

2014

2013

2012

2011

Percentage on-time running

%

%

%

%

%

2010
%

Sydney Trains Suburban

92

94.6

94.7

93.6

94.8

96.1

NSW Trains intercity

92

85.6

91.4

91.7

93.2

94.3

NSW Trains TrainLink

78

73.5

73.7

62.1

72.8

74.7

Source: Sydney Trains and NSW Trains (unaudited).

From 1 July 2013, the new measure of punctuality for Sydney Trains services and NSW
Trains intercity services became effective. This new measure called peak punctuality differs
from the previous on-time running measure as it includes longer peak periods, and it excludes
services that skip a timetabled stop from being considered on time. The previous on-time
results are in this Report to allow comparison to prior years. Peak punctuality will be used in
the future as comparative information becomes available.

Buses

Recommendation
Transport for NSW should publish on-time running results for outer metropolitan
bus contract regions.
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The graph below shows the on-time running performance by State Transit Authority for the
last three years for its metropolitan contract regions as the variation from the on-time running
target of 95 per cent.
State Transit Authority Contract Regions - On-Time Running
(Variation to Target)
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Year ended 30 June
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Note: Refer to Appendix Four for a description of the areas serviced by each bus region.
Source: Transport for NSW (unaudited).

State Transit Authority has not met its on-time running target in any of its four
metropolitan contract regions for the last three years.

State Transit Authority has not met its on-time running target in any of its four metropolitan
contract regions for the last three years. However all four regions have recorded
improvements in 2013-14 compared to 2012-13, following the introduction of a program
designed to improve business performance.
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The graph below shows the on-time running performance by private bus operators for the last
three years for their metropolitan contract regions as the variation from the on-time running
target.

Private Bus Operators Contract Regions - On-Time Running
(Variation to Target)
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Regions 10 and 11 were combined during 2012-13.

Source: Transport for NSW (unaudited).

All but one of the metropolitan regions managed by private operators achieved the on-time
running target. Contract region five, servicing Lakemba, Mortdale, Punchbowl, and Roselands
achieved an average on-time running performance of 89.7 per cent, compared to 88.5 per
cent in 2012-13. Contract region one, servicing Blacktown, Penrith, Richmond and Windsor
achieved the highest on-time running result with an average of 97.8 per cent, up from 94.9 per
cent in 2012-13.
Transport for NSW publishes the average on-time running performance of each bus contract
region by month on its website for metropolitan region contracts. On-time running
performance data is not published for outer metropolitan bus contracts.
There are fourteen contract regions in the Sydney metropolitan area and ten regions in the
outer metropolitan area. State Transit Authority provides services in four metropolitan regions,
operating as Sydney Buses, and one outer metropolitan region. All other regions are serviced
by private operators.
Transport for NSW advised that the current metropolitan bus contract period for measuring
on-time running is twenty four hours a day utilising the Public Transport Information and
Priority System (PTIPS). This will be expanded to the outer metropolitan contracts in future.
However PTIPS on-time running results are not currently published.
NSW 2021 has a target for 95 per cent of Sydney Buses to run on time across the network;
however there is no target for outer metropolitan bus contracts.
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Ferries
On-time running performance for ferry services continues to be very strong. All service areas
exceeded the target of 98.5 per cent in 2013-14 and in 2012-13.
Ferries On-time Running (Variation to Target)
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Inner Harbour

Performance against target (%)

1
0.8
0.6
0.4
0.2
0
-0.2

Year ended 30 June
2012

2013

2014

Source: Transport for NSW (unaudited).

The May 2014 Customer Satisfaction Index update reported 96.9 per cent of ferry users were
partly to very satisfied with the timeliness of ferry services, compared to 89.5 per cent of train
users and 80.5 per cent of metropolitan bus users.
Compensation and Penalties
Monthly payments to bus operators under the metropolitan and outer metropolitan bus
contracts can be reduced due to failure of meeting key performance indicators including
on-time running. The light rail operations contract allows for penalties for not meeting certain
operational requirements including service reliability, journey time and punctuality.
The ferry services contract and the rail services contracts on the other hand do not allow for
adjustments to funding and service payments for failure to meet punctuality targets.
Transport for NSW advised that it does not provide compensation to public transport users for
failure to meet punctuality or reliability targets. In contrast, Public Transport Victoria provides
compensation in the form of complimentary travel tickets, or their equivalent value awarded to
customers’ electronic ticketing balances. The table below shows the performance thresholds
that trigger compensation eligibility and the value of such compensation.
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Operator

Performance Requirement

Compensation Value

V/Line

Less than 96 per cent of timetabled services are
operated

One daily ticket equivalent

Less than 92 per cent of services run on-time

One daily ticket equivalent

Metro
Trains
Melbourne

Yarra
Trams

Less than 98 per cent of timetabled services are
operated
Less than 95 per cent of timetabled services are
operated

One daily ticket equivalent
Two daily tickets' equivalent

Less than 88 per cent of services run on-time

One daily ticket equivalent

Less than 84 per cent of services run on-time

Two daily tickets' equivalent

Less than 98 per cent of timetabled services are
operated
Less than 95 per cent of timetabled services are
operated

One daily ticket equivalent
Two daily tickets' equivalent

Less than 77 per cent of services run on-time

One daily ticket equivalent

Less than 74 per cent of services run on-time

Two daily tickets' equivalent

Public Transport Capacity
Public transport customers reported they were satisfied with seat availability and
personal space on all modes of transport.

Load surveys are conducted on a bi-annual basis for ferry and train services. Results are
made available on the Transport for NSW website. Crowding information is not published for
buses, despite bus contracts requiring this information to be reported to Transport for NSW.
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Transport for NSW has introduced a Customer Satisfaction Index for each mode of transport
which includes a measure of satisfaction for seat availability and personal space. Public
transport customers reported they were satisfied with seat availability and personal space on
all modes of transport. The May 2014 seat availability and personal space by mode
satisfaction results were as follows:
Seat Availability and Personal Space Satisfaction Levels
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Source: Transport for NSW (unaudited)

In October 2013 an additional 1,700 weekly bus services, more than 1,000 additional weekly
rail services as well as 55 ferry weekly services commenced to address frequency and
capacity.
Sydney Trains and NSW Trains benchmark passenger crowding on their services against
other global operators. The benchmark measures the number of passengers per square
metre of standing space.
Sydney Trains and NSW Trains passengers continue to experience significantly lower
passenger density than the global benchmark of no more than four passengers per square
metre, achieving an average of 1.1 passengers in 2013-14 (1.1 in 2012-13). This also
compares well with Sydney Trains’ internal target of 1.9 passengers per square metre.
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Peak Crowding Performance (8-9am)
Passengers per m2 of standing space
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Another measure of crowding on passenger rail services is the number of trains with over 135
per cent of seating capacity. A bi-annual train load survey records the average and maximum
load of in the morning peak between 8 am and 9 am and in the afternoon peak between 5 pm
and 6 pm. The results of peak hour load surveys over the last five years are shown in the
graph below:
Peak Suburban Trains at a Load Factor > 135% of
Seat Capacity
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Source: Transport for NSW (unaudited).
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A train running at 135 per cent capacity is equivalent to a train with all seats taken and five to
six people standing on each level, as well as 15 to 16 people in each vestibule as illustrated
below:

Source: Sydney Trains’ Website

The charts below highlight the movement in the average loads recorded across the suburban
and intercity lines. Comparisons are made between the March 2013 and March 2014 surveys.
The March surveys are more representative than September and they allow a more accurate
comparison.
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Source: Transport for NSW (unaudited).
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The average load during the morning peak has decreased on seven out of the twelve lines
surveyed. The Bankstown line had the largest decrease in average load from 144 per cent to
120 per cent. There are two additional train services on the Bankstown line during the
morning peak survey period. The Inner West line on the other hand lost one train service
during the same period and experienced an increase in average load from 118 per cent to 134
per cent.
Average Load Factors by Line - PM Peak
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In the afternoon peak survey period the Bankstown line experienced the largest improvement
with average load decreasing from 100 per cent to 76 per cent. The number of services during
the afternoon peak survey decreased to three on the South Coast Line, leading to an increase
in the average load from 60 per cent to 86 per cent.

Patronage Growth

Total passenger journeys on all public transport modes increased from 547 million to
560 million journeys in 2013-14 representing a 2.4 per cent increase.

Rail patronage comprising Sydney Trains suburban services and NSW Trains intercity
services increased by 2.6 per cent from 306 million in 2012-13 to 314 million in 2013-14.
Regional services patronage decreased by 3.4 per cent compared CountryLink in 2012-13.
Patronage on regional services has been decreasing since 2011-12 where it peaked at
2 million passenger journeys. There were less than 1.8 million passenger journeys in 2013-14,
the lowest patronage recorded in the last five years.
Light rail patronage decreased by 7.7 per cent from 4.2 million passengers in 2012-13 to 3.9
in 2013-14 due to derailments and a number of weekend closures. The patronage figures in
2012-13 also included monorail patronage which was dismantled in June 2013.
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Metropolitan bus patronage increased by a total of 4.2 million passenger journeys from
205 million in 2012-13 to 209 million in 2013-14, a two per cent increase. Outer metropolitan
bus patronage however decreased slightly from 15.5 million in 2012-13 to 15.2 million in
2013-14.
Patronage on Sydney Ferries increased from 14.9 million in 2012-13 to 16 million in 2013-14
representing a 7.4 per cent increase from 2012-13.
The graph below shows the movement in patronage over the last five years by mode.
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The split of public transport passenger journeys by mode is shown below:
Percentage of Passenger Journeys by Mode
for Year Ended 30 June 2014
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Source: Transport for NSW (unaudited)
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Rail which includes NSW Trains regional services and light rail, continues to carry the largest
portion of passenger journeys.
The introduction of the Opal card was accompanied by a change in the methodology of
calculating patronage figures on trains. Opal journeys are assigned by the location where the
customer commences their train trip by tapping on, compared to ticket sales where those rail
journeys are assigned to the station of sale. This has had some impact on the comparison of
individual lines between 2012-13 and 2013-14; however future comparisons will more
accurately reflect the movement in patronage.
Suburban and Intercity Rail Passenger Journeys by Line
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Other refers to journeys based on tickets issued from vendors other than Sydney Trains and
NSW TrainLink, such as State Transit Authority, Harbour City Ferries, Private buses,
newsagents and convenience stores. This category also includes unpaid travel, such as free
school passes and fare evasion.
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The graph below highlights patronage on metropolitan bus services by contract region.
Patronage by Metropolitan Bus Contract Region
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Source: Transport for NSW (unaudited).

Patronage in metropolitan contract regions managed by State Transit Authority increased
slightly by 0.5 per cent in 2013-14, compared to a 6.9 per cent increase across regions
serviced by private bus operators.
Patronage across ferry service areas increased by an average of 6.9 per cent, with the Inner
Harbour area increasing by 8.1 per cent. Patronage on the Manly service area increased by
5.3 per cent and Parramatta River service area patronage increased by 7.4 per cent. The
chart below shows the breakdown of patronage across ferry service areas:

Ferry Passenger Journeys by Service Area
18

Million passenger journeys

16
14
12
10
8
6
4
2

0

2010

2011

2012

2013

2014

Year ended 30 June
Inner Harbour

Parramatta River

Manly

Total
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Increase in Public Transport Use
Goal eight of the NSW 2021 plan aims to increase patronage on public transport by making it
a more attractive choice. The targets to be met as part of the goal include increasing the
proportion of public transport use during peak periods to and from six different business
districts. The results for each of the central business districts are highlighted below. Data for
2013-14 is not available.
The table below represents the percentage of journeys made by public transport to target
central business districts (CBDs).
Year ended 30 June

2016

2013

2012

2011

2010

Target

Actual

Target

Actual

Actual

(%)

(%)

(%)

(%)

(%)

80
50
20
15
20
25

74.8
43.0
17.6
9.8
14.8
20.6

73.5
41.2
16.9
8.5
13.5
19.5

74.4
41.0
15.6
8.2
14.4
21.3

75.8
39.6
14.5
8.7
15.7
20.2

Region
Sydney CBD
Parramatta CBD
Newcastle CBD
Wollongong CBD
Liverpool CBD
Penrith CBD

Source: NSW 2021 Performance Report 2014-15.

The proportion of trips by public transport compared to motor vehicles has not
changed since 2009.

On an average weekday 47.2 per cent of trips were taken in a motor vehicle compared to 11.4
per cent by public transport. Other modes and walking made added up to 19.7 per cent, while
motor vehicle as a passenger accounted for 21.8 per cent. Data for 2013-14 is not yet
available.
The table below shows the split of total trips by mode of transport has changed very little over
the last five years.
Year ended 30 June

2013

2012

2011

2010

2009

Actual

Actual

Actual

Actual

Actual

(%)

(%)

(%)

(%)

(%)

Vehicle driver

47.2

46.9

46.8

46.7

46.9

Vehicle passenger

21.8

21.8

21.9

21.9

22

Train

5.4

5.4

5.2

5.2

5.1

Bus

6

5.9

5.8

5.8

5.8

Walk only

17.5

17.7

17.8

18

18

Other modes

2.2

2.3

2.3

2.4

2.3

Mode

Source: Transport for NSW (unaudited).

58
NSW Auditor-General's Report to Parliament | Volume Seven 2014 | Service Delivery

237

E180736 AS-10-002-PR-0033

Customer Satisfaction

During 2013-14, most modes of transport experienced an increase in the level of
customer satisfaction.

Under the NSW 2021 plan, Transport for NSW is responsible for putting the customer at the
centre of their decision making process to ensure their needs, preferences and opinions are
reflected. Transport for NSW performs bi-annual customer satisfaction surveys across
transport modes to identify which areas need improvement when making decisions.
Set out below are the top three service attributes with the highest levels of customer
satisfaction and the three service attributes with the highest levels of customer dissatisfaction
from the May 2014 customer survey:
Mode

Well Performing Service Attributes

Poorly Performing Service Attributes

Rail

Ease of getting on and off the train

Availability of car parking facilities near train stations

Trains turning up on time

Frequency of train services

Ease of purchasing tickets

Cleanliness of trains

Feeling safe while on buses

Availability of information about service delays

Ease of getting on and off buses

Frequency of bus services

Buses being driven safely

Availability of next stop information on buses

Feeling safe while on ferry

Availability of car parking facilities near ferry wharves

Ferry being driven safely

Frequency of ferry services

Seat availability on ferry

Choice of tickets that meet travel needs

Bus

Ferry

Source: Transport for NSW (unaudited).

NSW 2021 includes a measure for the proportion of transport users partly satisfied to very
satisfied with overall service. The NSW 2021 Performance Report 2014-15 sets a baseline of
the 2012 results, however NSW 2021 has not set targets for the level of customer satisfaction
it would like each mode to achieve.
Results of the customer satisfaction surveys were as follows:
Survey Date
**
Mode

May 2014

November 2013

Partially to
very satisfied
%

**

Rail
Light Rail
Bus
Ferry
Taxi

85
89
87
96
81

Partially to
very satisfied
%
83
86
85
95
82

NSW 2021
Baseline

June 2013
**

Partially to
very satisfied
%
81
94
85
95
81

**

Partially to
very satisfied
%
79
91
79
94
N/A

Source: Transport for NSW (unaudited).

N/A Not applicable.
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During 2013-14, most modes of transport experienced an increase in the level of customer
satisfaction. All modes of transport had higher results than their baseline. Ferry customers
continue to be the most satisfied, while taxi customers were the least satisfied.
Rail services achieved their highest satisfaction level of 91 per cent for the ease of getting on
and off trains. One of the greatest dissatisfaction indicators was the availability of car parking
facilities near train stations. The Transport Access Program is a major project handled by
Transport for NSW to provide a better experience for public transport customers and aims to
deliver accessible, modern, secure and integrated transport infrastructure where it is needed
most. The project spans over a four year period and an estimated total cost of $772 million.
In February 2013 Transport Cleaning Services was established to focus on the delivery of
cleaning services and the improved presentation of railway stations, rolling stock and rail yard
facilities. The 2013-14 Transport Cleaning Services’ expenses were $89.3 million and its
efforts contributed to an improved satisfaction level. Cleanliness remains one of the major
dissatisfaction attributes according to public transport customers.
Another high dissatisfaction indicator was the frequency of train service. In October 2013 a
new rail timetable was introduced including 1,000 extra train services a week however
customers continue to remain dissatisfied.
Bus services achieved their highest satisfaction level of 93 per cent on:




customers feeling safe on the bus service
ease of boarding and getting off the bus
bus being driven safely.

The greatest bus service dissatisfaction attribute was the availability of information about
service delays. Transport for NSW has supported the creation of real time bus apps to help
show when buses are running late. However the methodology for calculating on-time running
does not utilise this information.
Ferry services achieved their highest satisfaction level of 98 per cent on feeling safe while on
the ferry. The greatest dissatisfaction indicator was the availability of car parking near
wharves.
Urban taxis achieved their highest satisfaction level of 92.8 per cent on the ease of getting in
and out of taxis. The greatest dissatisfaction indicator was the availability of information at taxi
ranks.
Transport for NSW advises initiatives to improve customer experience with transport services
include:





established two new customer-focused rail operators, Sydney Trains and NSW Trains
completed the rollout of all 78 new air-conditioned Waratah trains
completed new mobile phone coverage across the Sydney Trains network
awarded the second round of metropolitan bus service contracts, bringing more than 60
new buses, and improved customer service.
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Rail
Sydney Trains and NSW Trains had 41,916 complaints in their first year of operation,
representing a 34.4 per cent increase on Rail Corporation of New South Wales’
complaints last year.

The following table shows the number of complaints received by Sydney Trains and NSW
Trains:
Year ended 30 June

Claim for reimbursement
Cleanliness
Environment
Facilities
Information
Internal Matters
On-time Running
Safety
Security
Service
Staff
Ticketing
Timetable
Total Complaints
Complaints per 100,000 passengers
Total Compliments

Increase/

Increase/

2014

2013

(decrease
)

(decrease
)

Number

Number

Number

%

92

148

(56)

(37.8)

1,929
1,715
2,722
3,759
180
5,863
2,021
2,184
7,759
3,873
5,015
4,804
41,916
13.3
3,327

1,967
1,269
2,424
2,724
260
5,093
2,027
1,733
6,250
3,512
3,324
458
31,189
10.1
2,876

(38)
446
298
1,035
(80)
770
(6)
451
1,509
361
1,691
4,346
10,727
3
451

(1.9)
35.1
12.3
38.0
(30.8)
15.1
(0.3)
26.0
24.1
10.3
50.9
948.9
34.4
31.1
15.7

Source: Sydney Trains and NSW Trains (unaudited).

Timetable complaints increased by nearly one thousand per cent from the prior year. Sydney
Trains advised that the majority of complaints were due to the introduction of the new
timetable in October 2013.
There was a 51 per cent increase in complaints for ticketing from the previous year, of which
1,865 of these complaints related to Online Ticketing. Online ticketing is the longer-term paper
tickets only and does not include Opal.
Service remains the major area of complaints, representing 18.5 per cent of all complaints
during 2013-14. Service complaints relate to the comfort and convenience experienced by
customers. Sydney Trains advised that on-board temperatures were the biggest single cause
of complaint, with 1,062 complaints about air-conditioning or its absence. As of June 2014
almost all of Sydney Trains’ fleet is air-conditioned.
Compliments saw an increase of 15.7 per cent from 2,876 to 3,327 in 2013-14.
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Buses
The following graph represents the number of complaints against State Transit Authority and
private bus operators in metropolitan and outer metropolitan contract regions.
Bus Complaints per 100,000 Boardings
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Source: Transport for NSW (unaudited).

Metropolitan regions customer complaints increased from 36,979 to 50,947, which represents
a 37.8 per cent increase. Complaints about private bus operators increased by 57.2 per cent
from 10,692 to 16,805 while complaints about State Transit Authority increased by 29.9 per
cent from 26,287 to 34,142. Outer metropolitan regions total complaints increased from 4,348
to 4,989.
The complaints per 100,000 passenger journeys were higher in outer metropolitan regions
when compared to metropolitan. In 2013-14 there were 32.9 complaints per 100,000
passengers in outer metropolitan regions compared to 24.4 in metropolitan. This disparity was
also evident in 2012-13 with 28 complaints per 100,000 journeys in outer metropolitan
regions, compared to 18.1 in metropolitan.
Transport for NSW requires all bus operators to report on a monthly basis the total number of
different types of customer feedback received by the operator or by the operator’s behalf. This
information is not made available on the Transport for NSW website; however the information
is reported in aggregate in its annual report.
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Ferries
The following graph shows the number of complaints per 100,000 passengers relating to ferry
services:
Complaints Per 100,000 Passengers
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Source: Transport for NSW (unaudited).

Harbour City Ferries complaints reduced to 338 complaints per 100,000 passenger journeys
in 2013-14 compared to 581 in 2012-13, representing a decrease of 41.8 per cent. Harbour
City Ferries began operations in July 2012 and the previous years’ information relates to
Sydney Ferries.

Light Rail
The following table shows complaints relating to light rail:
Year ended 30 June
Light Rail Operations
Tickets and Fare
Timetable and Punctuality
Safety and Security
Cleanliness
Graffiti
Vandalism
Noise
Staff
Station Amenity
Customer Information
Inner West Extension Project
Other
Total complaints
Total compliments

2014

2013

Number

Number

117
27
17
17
7
1
0
27
67
13
72
70
63
498
39

26
8
0
0
1
1
0
2
9
0
0
0
3
50
12

Source: Transport for NSW (unaudited)
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Light rail has received 498 complaints in 2013-14 which is an increase of 896 per cent.
Transport for NSW advised that the large increase in complaints in 2013-14 was due to the
double derailments in October 2013 and various issues related to the Inner West Extension
including customer dissatisfaction with the performance of the four leased vehicles. However
compliments also increased from 12 in 2012-13 to 39 in 2013-14, representing an increase of
225 per cent.

Opal Card
The Opal card contract was awarded to the Pearl Consortium in May 2010. The contractor is
responsible for the development, delivery, operation and maintenance of the new electronic
ticketing system (ETS) known as Opal card for a period of 15 years. The 15 year contract
includes a 5 year building phase and a 10 year operational term. The contract term ends on
30 September 2024. Transport for NSW will consider its ticketing system needs beyond 2024
closer to the contract expiry date.
Opal Card was introduced to the public on 7 December 2012 with the commencement of ferry
trials on the Neutral Bay route. Opal was made available on all public Sydney ferries from 30
August 2013. The Opal Card was then rolled out to all Sydney Trains and NSW Trains by
April 2014. The roll out to the bus network has commenced and is anticipated to be complete
by December 2014.

Source: Transport for NSW

The Opal card implementation on light rail is in progress and scheduled to be completed in
2015.
The total cost to build and maintain the Opal card system on ferries, trains and buses over the
15 year term of the contract was originally budgeted at $1.2 billion (unescalated) and
$1.6 billion (escalated). The original budget comprised:




$397 million in fixed charges payable to Pearl Consortium
$254 million in variable charges payable to Pearl Consortium over ten years
$556 million to be incurred by various government agencies and operators for managing
the ETS. This cost includes commissions payable to the retail network, additional
equipment for expansion of the transport network and growth in patronage.

Transport for NSW advises the rollout of the ETS is on track and within budget for the original
scope of the project. However, there had been a number of scope changes, such as inclusion
of the light rail network in the ETS program, since the original budget was approved. The total
amount of approved light rail capital funding is $14.8 million for 2013-14 and 2014-15. The
revised latest budget for the ETS is $1.3 billion (unescalated) and $1.8 billion (escalated). The
increase relates to six additional Total Asset Management programs of work.
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The total cost of the Opal Card at 30 June 2014 was $443 million ($287 million in 2012-13).
Most of the expenditure associated with the project has been funded through borrowings. At
30 June 2014, these borrowings were $328 million ($261 million at 30 June 2013). Interest
expense on these borrowings totalled $29.7 million at 30 June 2014 ($17 million in 2012-13),
which is 6.7 per cent of the total Opal expenditure at 30 June 2014.
A direct comparison of Opal card ticket prices with paper ticket prices is difficult as the details
depend on individual travel patterns and current ticket type. The Opal card potentially benefits
people making single mode journeys and may disadvantage people who regularly change
between different types of transport as the Opal card charges customers separate fares for
individual train, bus and ferry trips.
In January 2014 paper ticket prices increased in line with the consumer price index while Opal
fares remained unchanged. Despite Opal fares not increasing in line with paper tickets, a
number of public transport customers may be worse off under Opal. The table below does not
consider concession or pensioner excursion tickets.
Fare Winners

Fare Losers

Single mode of transport users

Some passengers using more than one mode of
transport and purchasing MyMulti tickets

Passengers who buy weekly MyTrain paper
tickets

Passengers travelling in morning off-peak but
returning in afternoon peak via trains

Passengers travelling in off-peak hours and on
weekends

Passengers currently buying monthly, quarterly or
yearly MyTrain paper tickets

Transport for NSW claims that 90 per cent of customers will be the same or better off
financially under Opal. The data used to arrive at that conclusion has been classified as
Cabinet in Confidence.
In the year ending 30 June 2014, 338,276 adult Opal cards and 13,934 youth Opal cards were
acquired. In November 2014 the Gold Opal cards for seniors/pensioners was released. The
Opal card for concession travellers is anticipated to be released in early 2015.
On 1 September 2014, 14 paper ticket types were retired including three concession type
tickets. There are more than 20 other paper tickets still available. Paper tickets that retired on
1 September 2014 are shown in the table below:

Paper Tickets retired on 1 September 2014
MyMulti

MyFerry

Adult Off-Peak Return

MyTrain

Adult Monthly

Adult TravelTen

Adult Weekly

Adult Quarterly

Adult Fortnightly

Adult Yearly

Light Rail
Adult Yearly

Adult Monthly
Adult Quarterly
Adult Yearly
Concession Monthly
Concession Quarterly
Concession Yearly
Source: Transport for NSW (unaudited).

The Opal card was used for 27,635,000 rail journeys, 1,161,000 bus journeys and
895,000 ferry journeys in 2013-14. The Opal card system has provided 5.1 million free
journeys across the transport modes in 2013-14.
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Opal Revenue and Journeys
Rail
Year ended 30 June
Opal revenue ($’000)

2014
61,270

Number of trips (‘000)

20,275
3.02

Average fare per trip ($)

Bus
2013
117

Ferry

2014
983

2013
na

2014
3,443

2013
77

45

447

na

758

28

2.60

2.20

na

4.54

2.75

Source: Transport for NSW (unaudited).

N/A Not applicable

Number of free trips taken by Opal card users
The Opal fare structure offers
customers unlimited free trips after the
first eight paid journeys. This leads to a
portion of revenue that Transport for
NSW and operators forgo as more
customers take advantage of this
benefit. There is also a $15 cap on the
total daily travel fares with the Opal
card. No revenue is collected for
journeys once customers reach the daily
cap.
Below is a summary of free trips taken
by mode of transport in the year ending
30 June 2014.

Source: The Audit Office of New South Wales.

The table below shows the number of free trips travelled by mode is increasing as the Opal
card rollout continues.
Transport for NSW was unable to provide a value for these free trips, which depend on
variables such as mode and fares.
Number of Free Trips by Mode
Year ended 30 June

2014

2013

Rail

4,690,614

15,080

Bus

200,687

N/A

Ferry
Total

255,104

2,998

5,146,405

18,078

Mode

N/A Not applicable.
Source: Transport for NSW (unaudited).

For more information on Opal Card please refer to https://www.opal.com.au/en/aboutopal/using-my-opal-card.
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Discontinued T-Card Project Debt
In previous years I recommended that Transport for NSW and Treasury should determine the
most cost effective way to extinguish the borrowings for the discontinued T-card project. The
T-Card project was terminated on 23 January 2008. Subsequent legal action between the
contractor and the State was settled during 2011-12.
In 2014, the NSW Treasurer approved an equity transfer of Transport for NSW’s T-Card debt
liabilities amounting to $116 million to the Crown Finance Entity on 1 July 2014, in line with
our recommendation.

Fleet Acquisition and Utilisation
A number of major fleet acquisition programs across the transport cluster were underway in
2013-14 including the delivery of the final Waratah set in June 2014. A total of $863 million
was spent on acquiring 266 train carriages and 192 buses. Six new light rail vehicles were
ordered and delivered in 2013-14 at a cost of $19.0 million.
In April 2014 the contract for designing six new vessels to be delivered by 2016 was awarded.
The new vessels form part of the Sydney Ferries’ Future strategy which includes a plan to
develop a major ferry hub at Barangaroo, connecting ferry passengers through Wynyard
Walk. The ferry fleet replacement project is estimated to cost $34.6 million.
A total of 199 new buses are planned to be delivered by 30 June 2015 comprising 44 new
buses for State Transit Authority, 64 replacement buses for private bus operators and 99
growth buses for an estimated $90.5 million.
The intercity rail fleet acquisition program announced in May 2014 aims to deliver 65 new
intercity trains by 2024 for $2.8 billion. The program will require the winning bidder to deliver
and maintain the new fleet for up to fifteen years.
As at 30 June 2014 the Waratah fleet made up 30.6 per cent of the total rail fleet, and
delivered 35.4 per cent of total peak journeys. The reliance on the Tangara set to deliver peak
journeys has decreased to 23.9 per cent of peak journeys in 2013-14, compared to 28 per
cent in 2012-13. The newer generation of trains offer additional safety and security features to
customers and operate more efficiently compared to older sets.
The peak hour use of the various train sets and is shown in the graph below.
Proportion of Set Type and Peak Journeys
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Source: Transport for NSW (unaudited).
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Fleet Ageing and Reliability
Rail
The number of average monthly incidents affecting peak services has increased from 23 in
2012-13 to 35 in 2013-14, an increase of 52.2 per cent. Similarly the average number of
delays in peak periods caused by electric fleet failures increased by 118 per cent from 119 to
259 in the same period. This increase in failures did not appear to impact on-time running for
rail services in 2013-14.
The table below analyses all reported fleet faults for each train type monitored on a 24 hour
basis.
Number of
Carriages
2014

Average monthly carriage reported faults

(Years)

Faults

Rate
2014*
%

408
200
444

31.8
29.5
22.4

41
44
47

10
22
11

15
27
14

141

10.7

17

12

14

220
624
2,037

4.7
1.4
14

20
33
202

9
5
10

12
7
14

Car Type

R, S, L, K, C Sets
V Sets
Tangara - T Sets
Millennium - M
Sets
OSCAR - H Sets
Waratahs
Total electric fleet

Average
Age

Actual

Rate
2013*
%

Source: Sydney Trains (unaudited).

Note: This 24 hour reported faults data includes incidents of graffiti and vandalism in gross numbers.
*
Rates are measured as a percentage of total electric fleet.

Ten per cent of train carriages had a reported fault every month on average, a decrease from
14 per cent in 2012-13.
At 30 June 2014, 51.6 per cent of the rail electric fleet was more than 20 years old compared
to 61.2 per cent as at 30 June 2013. Twenty per cent of the fleet was 30 years or older, down
from 25 per cent as at 30 June 2013.
The weighted average age of all sets has continued to decrease. In 2012-13 the weighted
average age of all sets was 17.8 years decreasing to 15.8 as at 30 June 2014 due to the
introduction of the Waratah fleet into the service and the retirement of the older sets.
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Buses
The total mechanical failures per 100,000 kilometres across all metropolitan bus contract
regions have increased in 2013-14 from 70.6 to 80.5, an increase of 14 per cent from
2012-13.
The graph below shows all reported mechanical failures per 100,000 kilometres by each
metropolitan bus contract region.

Mechanical Failures per 100,000km by Contract Region
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No information for region 3 prior to October 2013.
Regions 10 and 11 were merged in 2012-13.

Source: Transport for NSW (unaudited).

Bus contract region nine which covers Bondi Junction, Randwick, Maroubra, Botany, Mascot
and Surry Hills, experienced the highest number of mechanical failures per 100,000
kilometres in both 2012-13 and 2013-14. Patronage in region nine in 2013-14 was the highest
out of all metropolitan contract regions with 62.9 million passenger journeys out of 208 million.
The increase in mechanical failures in 2013-14 did not directly impact bus on-time running as
the measure of on-time running is related to the bus leaving the first stop in the route.
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Ferries
The average age of Sydney Ferries vessels as at 30 June 2014 was 24.5 years, with three
quarters of vessels being over 20 years old. The Lady Northcott vessel has been in service for
40 years and had 11 breakdowns in 2013-14. The Louise Sauvage and SuperCat 4 were the
youngest vessels and were 13 years old as at 30 June 2014.
As mentioned earlier in this report six new vessels are due to be delivered by 2016.
The table below shows number of engine hours, number of ferry breakdowns and mechanical
failures per one thousand engine hours.
Year ended 30 June

Engine Hours
Break Downs
Mechanical Failures per 1,000 Engine Hours

2014

2013*

Number

Number

99,815
324

89,883
357

103

125

Source: Transport for NSW (unaudited)

*

2013 data is from August 2012 to June 2013

Despite the number of engine hours increasing by 11 per cent in 2013-14, the number of
break downs and mechanical failures per one thousand engine hours has decreased.

Safety Performance
During the year, passenger injuries increased on rail and ferry transport modes, and
decreased on buses. Passenger safety performance measures the number of passenger
injuries and fatalities that occurred as a result of the service operations. Non-passenger
related injuries and fatalities do occur, but these are primarily outside the operators’ control.
Year ended 30 June

2014

2013

2012

2011

2010

Number

Number

Number

Number

Number

Rail

1,079

730

916

898

615

Bus

700

708

642

594

516

4

2

4

17

15

Mode

Ferry
Source: Transport for NSW (unaudited),

Rail modes, including light rail reported the highest number of passenger injuries and
fatalities. In 2013-14 there were 1,079 injuries and fatalities on rail up from 730 in 2012-13.
Bus services reported a slight decrease of injuries and fatalities from 708 in 2012-13 to 700 in
2013-14. There were four injuries and fatalities on ferries in 2013-14 compared to two in 201213.
Rail data includes on-train incidents involving passengers who may or may not have involved
an injury, for example, a passenger caught-in-doors incident is considered significant, but may
not have led to an injury. Rail’s reporting regime for passenger on-train incidents does not
differentiate incidents which caused an injury from those which did not.
The Rail Safety National Law Act 2012 requires that rail transport operators submit
occurrence notifications on rail safety incidents to the Office of the National Rail Safety
Regulator (ONRSR). ONRSR commenced operations on 20 January 2013. ONRSR was
created as part of the national rail agenda to establish a single national rail safety regulator.
ONRSR publishes an annual national rail industry safety report. The 2012-13 report noted that
the number of both passenger and public fatalities in NSW decreased from the prior year and
there were no employee fatalities.
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The Independent Transport Safety Regulator (ITSR) also conducts compliance inspections
and investigations, rail industry safety performance reporting, and provides safety advice to
the Government. Its service measures over the last three years are summarised below:
Year Ended 30 June

2014

2013

2012

Actual

Actual

Actual

Compliance activities
completed

149

168

195

Statutory notices issued

140

78

110

Service Measure

Source: Independent Transport Safety Regulator

The number of statutory notices has increased by 79.5 per cent. Statutory notices have
increased due to the trend in the industry requesting a formal notice to be issued before any
information relating to incidents is provided to the regulator. Compliance activities completed
have decreased steadily over the past three years. This is due to ITSR’s focus on closing
investigations and increased use of alternative regulatory activities such as monitoring and
compliance enforcement.
The Office of Transport Safety Investigations (OTSI) investigates safety incidents involving
bus, ferry and rail transport to identify reasons why incidents occurred and provides
recommendations. A summary of its service measures follows:
Year Ended 30 June
Service Measure
Notifiable incidents reported
Notifiable Rail incidents reported to ATSB
Incident Investigations conducted
Confidential Safety Information and reporting Scheme Investigations
Conducted

2014

2013

2012

Actual
618
96
16

Actual
1,808
39
16

Actual
2,998
N/A
14

12

18

13

Source: Office of Transport Safety Investigation

Since January 2013, notifications of rail incidents are reported to the Australian Transport
Safety Bureau (ATSB). The number of notifiable incidents reported had been decreasing in
previous years. This trend has been attributed to the repeal of the Rail Safety Act 2008 which,
relieved rail operators of the requirements to report incidents directly to OTSI.
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North West Rail Link
Transport for NSW is responsible for delivering the North West Rail Link, a high frequency
train system which will operate as a shuttle between Rouse Hill and Chatswood. The North
West Rail Link will feature twin 15 kilometres of tunnels between Bella Vista and Epping and a
4 kilometre above-ground SkyTrain. It is estimated that the North West Rail Link will be open
to passengers by the end of 2019.
The North West Rail Link project has had many changes in scope since the initial plans.
Some of these have been listed below.

Changes in North West Rail Link Scope
Initial Project Scope

Variations since initial plans

Construction of six railway stations in the North
West Rail Link train line.

Construction of eight railway stations in the North
West Rail Link train line. The two new stations
include Bella Vista and an extension of the line for
a new station at Cudgegong Road, west of Rouse
Hill.

Commuter car parking provision of 3000 spaces.

Commuter car parking provision of 4000 spaces.

Initial plans for the North West Rail Link were for
an extension of the CityRail network. Services
were planned to operate to Sydney CBD.

The North West Rail Link is to operate as a rapid,
high frequency integrated into but independent of
the existing suburban network. North West Rail
Link is being built as a shuttle to Chatswood,
where passengers travelling to Sydney CBD will
need to change service.

Initial plan included double deck trains similar to
the CityRail network.

All trains on the North West Rail Link will be single
deck rapid transit trains.

Trains driven and operated by drivers

Automatic driverless trains

Connect the existing Epping to Chatswood line.

Convert the Epping to Chatswood line for the new
single deck trains under the rapid transit system.
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Light Rail
In March 2014 services commenced on the Inner West Light Rail Extension featuring nine
new stations and 5.6 kilometres of light rail tracks from Lilyfield to Dulwich Hill. The project
also included procurement of new light rail vehicles which were delivered in 2013-14. The
Inner West Light Rail Extension project commenced in 2010 and a total cost of $220 million.
The NSW government announced in
2012 the CBD and South East Light Rail
(CSELR) project which runs from
Circular Quay through George Street to
Central Station and to the University of
New South Wales via Anzac Parade and
Alison Road and High Street. The project
is expected to cost $1.6 billion and
scheduled to open in 2019-20.
Planning approval was granted in June
2014 with key features including 20 light
rail stops along the 12 kilometre route
and 45 metre long light rail vehicles,
compared to the current 30 metre long
vehicles. The new light rail vehicles
cannot be used on existing light rail
platforms. These vehicles will feature a
seating and standing capacity of 80 and
220 passengers respectively.
Transport for NSW advises that the
private sector will be given freedom to
propose its own solutions for meeting
certain minimum performance
requirements including an ultimate total
system capacity of 9,000 passengers an
hour in each direction.
Source: Transport for NSW.

In the Environmental Impact Statement lodged with the Department of Planning and
Environment, the hourly maximum number of services is 20 at commencement of services in
2021, and 22 services in the year 2036. Assuming vehicles are operated at full capacity, this
equates to 6,000 passengers an hour in each direction at opening and increasing to 6,600 in
the year 2036.
One of the major risks identified during the tender process was enabling works required
beneath George Street due to the complexity and size of the utilities network servicing a large
portion of the Sydney CBD.
The project will be delivered and operated through a Public Private Partnership with the main
contract expected to be awarded in early 2015.
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Performance Benchmark Reporting
As of 2011, less than 30 per cent of train driver hours were spent driving trains. This
compares poorly to North American average of over 55 per cent and European
average of 50 per cent.

Rail Corporation New South Wales’ performance benchmark reporting for calendar years
2008 to 2011 compared various aspects of the previous CityRail’s performance against
railway systems internationally. Rail Corporation New South Wales advises that the significant
lag in reporting is due to rigorous data assurance and review processes.
The report highlighted a number of areas where CityRail was behind the average results of
Nova and CoMET, two different railway system benchmarking groups. CoMET is a consortium
of fifteen of the world’s largest metros with members delivering more than 500 million
passengers a year. Nova is comprised of fourteen small to medium size metros delivering less
than 500 million passenger journeys per year.
CityRail performed well in the measure of cars used in the peak period, with approximately 88
per cent of its fleet used for peak period services in 2011. This is in line with CoMET and
Nova’s suggestion of 90 per cent peak period utilisation.
The measure of train driver hours has remained relatively constant since the previous report
which provided data up to 2009. As of 2011, less than 30 per cent of train driver hours were
spent driving trains. This compares poorly to North American average of over 55 per cent and
European average of 50 per cent.
CityRail recovered approximately 30 per cent of its operating cost in 2011 through fare
revenue compared to almost 100 per cent in North America and approximately 70 per cent for
European members. The average fare revenue per passenger kilometre was slightly over 8
cents per kilometre. This is lower than the Asian, European and North American members’
averages.
CityRail’s measure of maintenance cost per car kilometre measure was also higher than
Asian, European and North American members’ average.
The full report is published on the Transport for NSW website and can be accessed at:
http://www.transport.nsw.gov.au/sites/default/files/b2b/railcorp/CoMET-Nova-benchmarkingupdate.pdf

Bus Contracts

Public bus services in the Sydney metropolitan area are provided under service contracts for
fourteen regions. Four of these regions are operated by the State Transit Authority, and the
rest are operated by private operators. Most contracts are awarded after a competitive tender
process and run for a period of five years.
The contracts require periodic reporting by all operators on a range of key metrics including:








service kilometres travelled
punctuality and reliability information
patronage numbers and trends including crowding
customer feedback and satisfaction
timetable changes
bus fleet age profile
mechanical failures and maintenance data.
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The periodic reporting by operators allows Transport for NSW to manage and plan bus
services to meet customer demands.
The contracts allow Transport for NSW to adjust monthly service payments to operators for
failure to meet operational key performance indicators. In 2013-14 four penalties were issued
against three private bus operators equalling $99,000.
Transport for NSW estimates that the new contracts are providing average saving of more
than $45.0 million a year.

Road Safety Performance Outcomes
Transport for NSW is the lead agency for road safety in New South Wales and works with
other agencies including the NSW Police Force and Roads and Maritime Services to improve
road safety.
The NSW Centre for Road Safety within Transport for NSW reported 354 fatalities in 2013-14,
slightly increasing from 341 in 2012-13. Transport for NSW has advised that the 2013-14 is a
provisional figure and is still subject to change.

Road fatalities continue to trend down, however fatalities slightly increased in
2013-14.

Road fatalities per 100,000 population

Trend in Road Fatality Rates
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Source: NSW Centre for Road Safety (unaudited).

The NSW 2021 Plan outlines a primary road safety target of 4.3 fatalities per 100,000 of
population by 2016. For the year ended 30 June 2014 the rate was 4.7 fatalities per 100,000
consistent with 2012-13.
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Transport for NSW will continue to implement a number of safety measures including:




NSW Road Safety Strategy 2012-2021, as well as sub-strategies, focused on pedestrian,
cycling, motorcycle and breakdown safety
accelerated rollout of school zone flashing lights with all schools to have a set of flashing
lights by December 2015



delivery of the Restricted P1 Licence pilot to improve accessibility to licences in remote
and regional communities identified as having low levels of driver licensing



expansion of the Safer Driver Course for young learner drivers to around 250 locations in
the State



the Speed Camera Strategy with the enhancement of mobile, red light speed and heavy
vehicle point to point camera programs and an annual review of camera program
performance
the Safer Roads and State Blackspot programs to deliver infrastructure safety works at
high crash risk locations



the Community Road Safety Fund which sees revenue from speed cameras used to fund
enhanced levels of high-visibility Police enforcement, new education and awareness
campaigns, infrastructure improvements, technology promotion and research.
Statistics on fatalities and injuries from road traffic crashes were:


Year ended 30 June

2014

2013

2012

2011

2010

Actual

Actual

Actual

Actual

Actual

Road fatalities per 100,000 population

4.7

4.6

5.3

4.9

6.3

Total fatalities

354

341

386

355

445

Total injuries

21,153

21,796

25,199

25,932

23,754

Source: NSW Centre for Road Safety (unaudited).
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Managing Road Congestion
Roads and Maritime Services implemented measures to reduce congestion across the NSW
road network. Some of the major initiatives to manage congestion and improve travel times
are listed below. The initiatives also improve fuel consumption, reduce vehicle emissions,
improve air quality and reduce motoring costs.
Initiative

Description

Funding

Duration

Expected
Completion

$m
Easing Sydney's
Congestion (Pinch
Points)

Network Congestion Management
(Pinch Point) Strategy, including
election commitments on Parramatta
Road and Roper Road.

125

5 years

Jun-17

Easing Sydney's
Congestion (Pinch
Points) – Restart NSW
component

Supplementary funding of the
Network Congestion Management
(Pinch Point) Strategy from the
Restart program

121

4 years

Jun-17

Managed Motorways

The planning phase of a program,
jointly funded by the Australian
Government, to improve the
efficiency of Motorways, commencing
with the M4 Motorway.

17

3 years

Jun-15

Bus Priority on
Strategic Bus Corridors

Treatments such as Bus Lanes and
traffic signal facilities to provide
priority for buses on Strategic Bus
Corridors

14

Ongoing

Annually

Journey Reliability
(Traffic Efficiency and
Network
Improvements)

Programs and projects aimed at
improving traffic efficiency and traffic
flow including Bells Line of Road
improvements and various
intersections improvements

86

Ongoing

Annually

Wayfinding Signage

Directional Signposting

15

Ongoing

Annually

Active Transport
Initiatives

Programs and projects aimed at
encouraging the use of cycling and
walking infrastructure to ease the
levels of road congestion.

31

Ongoing

Annually

Source: Roads and Maritime Services (unaudited).
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Average Travel Speeds
Average travel speeds on Sydney roads decreased slightly for both the morning and
afternoon peaks. While the morning peak average speed decrease was very slight
the afternoon peak decreased from 37.1 kilometres per hour to 36 kilometres per
hour in 2013-14.

The average travel time and speed indicate the performance of the road network. The
average travel time indicator estimates how long it takes on average for a vehicle to travel one
kilometre on Sydney’s road network during the AM and PM peak periods in peak direction.
The average speed indicator indicates the corresponding average speed this would represent.
Average Time to Travel One Kilometre on Sydney Roads
102

Peak period (seconds)
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Source: Roads and Maritime Services (unaudited).

Average Travel Speed on Sydney Roads
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Source: Roads and Maritime Services (unaudited).
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The estimated time to travel one kilometre on Sydney roads has increased for both the
morning and afternoon peaks. The morning peak average increased from 92 to 93 seconds in
2013-14, while the afternoon peak increased from 97 to 100 seconds. The deterioration in the
afternoon peak travel speeds is mirrored in the average travel speed decreasing from 37 km/h
in 2012-13 to 36 km/h in 2013-14.
Roads and Maritime Services is responsible for improving efficiency, measured by travel
speeds, on Sydney’s major roads during peak times. The above graphs indicate that travel
times and speeds continue to show broadly consistent trends in travel speeds for morning
peak while the afternoon peak has been on a downwards trend over the last four years.
Roads and Maritime Services advised the number of cars on the roads continues to increase
impacting travel times and road congestion. Vehicle registrations increased by 6.9 per cent
over the prior year from 5.8 million registered vehicles to 6.2 million. The graph below
illustrates the increase in vehicle registrations over the past five years.
6.4

Vehicle Registerations

Million registered vehicles

6.2
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5.6
5.4
5.2
5.0
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2011

2012

2013

2014

Year ended 30 June
Source: Roads and Maritime Services (unaudited).

The Bureau of Transport Statistics in its latest household travel survey reported that on an
average weekday there were 8.2 million journeys by private motor vehicles. This figure is
forecasted to grow to 11.9 million in 2016. The number of vehicle journeys on an average
weekday is shown in the graph below. Figures for 2013-14 are not yet available.
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Number of Trips by Car on an Average Weekday
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Source: Roads and Maritime Services (unaudited).

Pavement Rebuilding Targets
Roads and Maritime Services has established target indictors for rebuilding the State Road
Network. The indicators consist of contributions from both the major infrastructure program
and the asset maintenance program.
The percentage of pavement rebuilding represents the road surface area repaired for
structural damages compared to the total area of road surfaces. In 2013-14, Roads and
Maritime Services exceeded its own short-term target of 1.7 per cent when it achieved
1.9 per cent.
The short-term pavement rebuilding rate is dependent on available funding for the repair and
replacement of structural damage to the State Road Network.
The long-term rebuilding target is based on the following factors: a comparison with current
age profile; a comparison with recent pavement rebuilding rates; and an analysis of strength
data to estimate structural remaining life.
A two per cent long-term target produces, on average, pavements that reach the end of the
service life after 50 years.
Statistics on pavement rebuilding over the past five years are as follows:
Year ended 30 June

Pavement rebuilding rate (%)*
Per cent achievement of two per cent
long-term rate (%)**

2014

2014

2013

2012

2011

2010

Target

Actual

Actual

Actual

Actual

Actual

1.7

1.9

1.1

1.6

1.5

1.6

85.0

96.0

55.0

80.0

75.5

80.0

Source: Roads and Maritime Services (unaudited).

* Short-term target set by Roads and Maritime Services.
** Two per cent long-term target set under the State’s NSW 2021 Plan.
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Roads and Maritime Services notes that its ability to effectively maintain service levels and
sustain road infrastructure is impacted by the following factors:







an expanding asset base and the adequacy of expenditure for recurrent maintenance and
new works or replacements
an ageing infrastructure (over 40 per cent of pavement network is over 30 years old)
increased traffic and axle loadings
increasing costs of maintenance
increasing environmental constraints and amenity requirements.

The demand for pavement renewal funding will continue to increase due primarily to the
effects of an aging network and increased freight loading. While a return to wet weather
patterns would result in further weakening of old and thin pavements triggering sudden
pavement failure and precipitate unplanned rebuilding.

Ride Quality and Pavement Durability
The State’s NSW 2021 Plan includes a ‘Good Ride Quality’ target of 93 per cent by 2016.
Ride quality measures the ‘roughness’ of travel over road surfaces (including national
highways) and is used as a primary indicator of road condition.
Roads and Maritime Services achieved its overall ‘Good Ride Quality’ target for 2013-14 and
was only slightly below the NSW 2021 Plan target of 93 per cent. Rural roads have been more
comfortable for travel than their urban counterparts.
The table below features the impact of wet weather on road smoothness for all roads between
2010 and early 2013 when road smoothness deteriorated. A return to drier weather has seen
the indicators for all roads improve over the past year. The road smoothness of urban roads
improved significantly in 2013-14 with very rough and highly trafficked concrete roads targeted
for repair or rebuilding.
Roads and Maritime Services achieved its 2013-14 target for pavement durability, which
measures road surface cracking on sealed State roads. The road surface plays an important
role in providing a safe running surface for traffic and a waterproofing layer to protect the
underlying pavement from moisture, the main cause of a road deteriorating prematurely.
These measures as a percentage of total roads over the last five years, are shown in the table
below.
2014

2014

2013

2012

2011

2010

Target*

Actual

Actual

Actual

Actual

Actual

Good – Urban (%)

90.3

92.6

89.9

89.6

90.0

90.3

Good – Rural (%)

93.7

93.7

93.6

93.5

93.2

93.4

91.6

92.9

91.3

91.1

91.2

91.5

78.3

78.3

78.2

78.1

78.1

77.4

Year ended 30 June

Ride quality

1

Good – Overall (%)
2

Pavement durability
Good (%)

Source: Roads and Maritime Services (unaudited).

*
1

Targets are set by Roads and Maritime Services.
Ride quality – is a measure of the longitudinal profile and undulations of the road surface and is measured using
vehicle mounted laser technology. Smoother roads provide a more comfortable ride and reduce the damage
caused to the road by heavy vehicles. Smoother roads also cause less damage to vehicles and save fuel.
Smoother roads are safer and reduce accidents.

2

Pavement durability – this measures the amount of surface cracking on the road. Cracks let water in, which can
soften the underlying road pavement and lead to premature deterioration. Cracking is measured at highway
speed by automated technology using the Roads and Maritime road crack vehicle.
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Container Freight Movements by Rail

Transport for NSW advised it is unlikely the target of container freight movement by
rail will be achieved without significant government intervention.

A target of NSW 2021 is to increase rail freight movements by doubling the proportion of
container freight movement by rail through New South Wales ports by 2020.
This target translates to 800,000 twenty foot equivalent container units (TEU) moved to and
from New South Wales ports by rail in 2020 based on projected throughput. For four
consecutive years the proportion of freight moved by rail has remained stable at around
14 per cent against the target of 28 per cent by 2020.
The vast majority of the containers in New South Wales are processed at Port Botany. The
graph and table below detail Port Botany container freight movements by road and rail over
the last five years.
Year ended 30 June
Proportion of container
freight movement
Rail
Road
Total
Container freight movement*
Rail
Road
Total
*

2014

2013

2012

2011

2010

%

%

%

%

%

13.7
86.3
100

14.2
85.8
100

14.1
85.9
100

14
86
100

18.8
81.2
100

’000 TEUs

’000 TEUs

’000 TEUs

’000 TEUs

’000 TEUs

279
1,758
2,037

278
1,674
1,952

261
1,586
1,847

250
1,533
1,783

317
1,371
1,688

Excluded transhipments (cargo unloaded from one vessel and reloaded onto another vessel at the port within
14 days from the date of unloading).

Source: Transport for NSW.
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20

1,800

19

1,600

18

'000 TEUs

1,400

17

1,200
1,000
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%

800

15

600

14

400

13

200
0

2010

2011

2012

2013

2014

12

Year ended 30 June
By rail (TEU '000)

By road (TEU '000)

Rail Target ('000 TEU)

Rail Proportion (RHS)

Source: Transport for NSW and NSW 2021 Plan.
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The NSW Long Term Transport Master Plan states there are significant challenges in using
infrastructure that is shared between freight and passenger journeys such as the current rail
lines. This constrains in their capacity to carry passenger and freight services.
Transport for NSW advised it is unlikely the target of container freight movement by rail will be
achieved without significant government intervention and identified the following factors that
will affect the delivery of the target:


implementation of Sydney’s Rail Future may impact network access for freight train
operators and the intermodal terminals that use the metropolitan rail network



prioritisation of passenger services over freight services on the rail network managed by
Sydney Trains means the existing system will not achieve the requirements for
commercial viability of rail freight services to and from Port Botany



a delay in the completion of Moorebank Intermodal Terminal Project will constrain the
volume of containers that can be handled by the rail network.

The status of the four priority actions listed in NSW 2021 against this target are as follows:
Actions

Status

Develop and deliver the NSW Freight Strategy, integrated with strategic land
use and transport planning

Completed in 2013

Prioritise the delivery of the Port Botany Landside Improvement Strategy to
improve the efficiency of Port Botany, which currently handles 95% of
container movements in NSW

In progress

Complete the creation of a third terminal and five new container berths at
Port Botany to increase the capacity of the port

Completed in 2013

Undertake detailed modelling to determine future operating capacity of NSW
ports including analysis of landside infrastructure and options to increase the
use of rail to service ports.

In progress

Source: Transport for NSW

Regional Air Travel
Transport for New South has the power and functions under the Air Transport Act 1964 (the
Act) to regulate intrastate air services within New South Wales. Transport for NSW licenses
and accredits regional air operators on regulated routes. The Minister for Transport has the
authority under the Act to declare certain routes as deregulated. Operators on those routes do
not require a licence.
All intrastate routes that do not link to Sydney Airport have been declared as deregulated, in
addition to 12 routes that connect with Sydney Airport. Transport for NSW states that low
volume routes require regulation as they are considered vulnerable and licensing
arrangements protects them from competition to increase stability and encourage market
development.
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The trend in passenger numbers in both regulated and deregulated routes was relatively
constant over the past five years as the chart below indicates.

Regional Passenger Air Journeys
2.0

Passenger journeys (millions)

1.8
1.6
1.4
1.2
1.0
0.8

0.6
0.4
0.2
0.0

2010

2011

2012

2013

2014

Year ended 30 June

Regulated Routes

Unregulated Routes

Source: Transport for NSW (unaudited)

In 2013-14 licences for five routes were cancelled. Transport for NSW offered licenses on a
temporary basis and allowed customers affected by those disruptions free travel on NSW
Trains’ regional services.
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Appendix One – Financial Reporting
Summary Financial Information
Total assets

Total liabilities

Total revenue*

Total expense**

Net result

2014

2013

2014

2013

2014

2013

2014

2013

2014

2013

$m

$m

$m

$m

$m

$m

$m

$m

$m

$m

5,318

4,469

2,444

2,004

11,417

10,441

11,159

10,263

258

18

13

18

13

12

25

12

25

--

27,377

28,264

1,597

3,772

2,764

4,654

1,296

4,102

1,468

552

3,365

--

3,053

--

3,224

--

(171)

--

Cluster lead entity
Transport for NSW
Department of Transport (Parent)

178
--

Transport service providers
Rail Corporation
Sydney Trains
NSW Trains
Roads and Maritime Services
NSW Auditor-General's Report to Parliament | Volume Seven 2014 | Appendix One – Financial Reporting

State Transit Authority

3,899
61

--

--

(68)

--

74,244

70,986

--

3,708

245

3,726

--

5,443

676

5,371

--

4,447

744

4,531

996

840

922

940

654

719

673

674

640

711

33

(37)

86

502

32

191

595

39

96

18

499

21

Port corporations
Newcastle Port Corporation
Port Kembla Port Corporation
Sydney Ports Corporation
Other agencies
Chief Investigator of the Office of
Transport Safety Investigations
Independent Transport Safety
Regulator
MTS Holding Company Pty Ltd
Sydney Ferries
Transport Cleaning Services
Transport Service of NSW

28

72

8

11

53

57

52

72

1

(15)

438

476

118

168

111

2,431

112

289

(1)

2,142

--

--

--

--

2

2

2

2

--

2
2

17
15

16
18

15
15

16
33

2
--

-(15)

8

11

12

93

22

36

(10)

57

--

--

97

--

--

--

--

1.9

--

--

7

5
8

--

2
--

143

158

12

11

12

11

89

35

89

35

1,820

30

1,820

30

1,100

207

1,003

207

WestConnex Delivery Authority

--

--

--

--

40

Trainworks Limited

0.4

0.4

0.3

0.3

1.9

-2.0

40
1.9

--

*
Total revenue includes other gain, gain on disposal, capital contribution which were shown separately on financial statements.
** Total expense includes other loss, loss on disposal, income tax expense which were shown separately on financial statements.
Source: Financial statements (audited).
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Performance against Budget
Transport for NSW

Roads and
MaritimeServices

2014
actual
$m

2014
actual
$m

2014
budget
$m

Rail Corporation NSW

2014
budget
$m

2014
actual
$m

Sydney Trains

2014
budget
$m

2014
actual
$m

State Transit
Authority

NSW Trains

2014
budget
$m

2014
actual
$m

2014
budget
$m

2014
actual
$m

2014
budget
$m

Abridged statement of comprehensive income - year ended 30 June
Employee expenses

--

--

450

543

281

111

1,107

1,213

229

211

248

256

All other expenses and losses

11,158

11,328

3,997

3,105

1,015

1,227

2,117

2,006

516

514

392

375

Total expenses

11,158

11,328

4,447

3,648

1,296

1,338

3,224

3,218

745

725

640

631

864

611

126

121

2,283

--

1,215

1,179

544

--

--

Other revenue

10,552

10,916

5,317

5,262

481

2,921

1,838

1,785

132

541 #
121

673

646

Total revenue

11,416

11,527

5,443

5,383

2,764

2,921

3,053

2,965

258

199

996

1,735

1,468

1,583

--

2,280

2,335

43

199

3,276

4,070

1,511

#

Government contributions

Net result
Total other comprehensive income/(expense)*
Total comprehensive income/(expense)

94
352

676

662

673

646

(171)

(254)

(69)

(63)

33

15

--

389

--

(26)

1,583

218

(254)

(95)

(63)

14

--

47

15
--

Abridged statement of financial position - at 30 June
Current assets

1,034

594

597

432

--

#

400

--

#

59

--

#

88

Non-current assets

4,284

4,114

73,647

74,440

664 #
#

26,945

--

#

3,499

--

#

2

--

#

834

--

Total assets

5,318

4,708

74,244

75,104

#

27,377

--

#

3,899

--

#

61

--

#

922

--

Current liabilities

1,165

627

1,605

--

#

1,143

--

#

150

--

#

190

--

1,279

1,439

2,104

1,331 #
2,326 #

944

Non-current liabilities

653

--

#

2,222

--

#

95

--

#

464

--

Total liabilities

2,444

2,066

3,709

1,597

--

#

3,365

--

#

245

--

#

654

--

Net assets/(liabilities)

2,874

2,642

70,535

3,657 #
71,447 #

25,780

--

#

534

--

#

(184)

--

#

268

--

Note:
Budget not available for abridged statement of financial position for certain agencies in the table above.
*
Includes transactions taken directly to equity, such as asset revaluation movements and actuarial movements on defined benefit superannuation plans.
Source: Financial statements (audited) and respective transport agency.
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Appendix Two - Financial Sustainability

NSW Auditor-General's Report to Parliament | Volume Seven 2014 | Appendix Two - Financial Sustainability

Indicator

Formula

Description

Surplus/
(deficit) ($)

Net result from
statement of
comprehensive
income

A positive result indicates a surplus, while a negative result indicates deficit. Operating deficits cannot be sustained in the long
term.

Net assets $

Net assets from
the statement of
financial position

A positive result indicates that assets exceed liabilities, while a negative result indicates that liabilities exceed assets. Net
liability positions cannot be sustained in the long term and indicate that the agencies may be unable to pay its debts as they
fall due.

Liquidity
(ratio)

Current assets /
current liabilities

This measures the ability to pay existing liabilities in the next 12 months.
A ratio of one or more means there are more cash and liquid assets than short-term liabilities.
Current liabilities exclude long-term employee provisions and revenue in advance.

Government
funding (%)

Government
grants and
contributions/
total revenue

Indicates the proportion of total revenue which is contributed by State and Federal Government.
A higher percentage means that the agency relies on the Government to fund its expenditure. This percentage is expected to
be lower for self funding agencies.
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Appendix Three - Cluster Information
Agency

Website
2,500

Cluster lead entity
Department of Transport

http://www.transport.nsw.gov.au

Transport for NSW

http://www.transport.nsw.gov.au

Transport service providers
NSW Trains

www.nswtrainlink.info/

Rail Corporation NSW

www.transport.nsw.gov.au/railcorp

Sydney Trains

www.nswtrainlink.info/

State Transit Authority

www.statetransit.info

Sydney Ferries

www.transport.nsw.gov.au/content/sydney-ferries

Roads and Maritime Services

www.rms.nsw.gov.au

Port corporations
Newcastle Port Corporation

www.newportcorp.com.au

Port Kembla Ports Corporation

www.kemblaport.com.au

Sydney Ports Corporation

www.sydneyports.com.au

Other agencies
Chief Investigator of the Office of Transport Safety
www.otsi.nsw.gov.au
Investigations
Independent Transport Safety Regulator
www.transportregulator.nsw.gov.au
MTS Holding Company Pty Ltd

This agency is now deregistered

Transport Cleaning Services

*

Transport Service of New South Wales

www.transportregulator.nsw.gov.au

WestConnex Delivery Authority

www.westconnex.com.au

Trainworks Limited

www.trainworks.com.au

*

This entity has no website.
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Appendix Four – Bus Contract Regions
Contract
Region
1
2
3
4
5
6
7
8
9
10*
12
13
14
15
*

Area Serviced
Penrith, Mt Druitt, St Marys, Richmond and Windsor
Liverpool, Glenfield, Ingleburn, Bringelly and Hoxton Park
Liverpool, Fairfield, and Holroyd
Blacktown, Rouse Hill, Castle Hill, Dural and Parramatta
Lakemba, Mortdale, Punchbowl and Roselands
Sydney Olympic Park, Burwood, Ashfield, Leichhardt, Campsie and Rockdale
North Sydney, Chatswood, Macquarie Park, Epping, Ryde and Parramatta
Palm Beach, Brookvale, Manly, Mosman and North Sydney
Bondi Junction, Randwick, Maroubra, Botany, Mascot and Surry Hills
Hurstville, Miranda, Menai, Bankstown, Caringbah, Cronulla and Kurnell
Berowra, Hornsby, Gordon and Chatswood
Parramatta, Burwood, Bankstown and Liverpool
Chatswood, Belrose, Terrey Hills and St Ives
Campbelltown, Narellan and Camden

Regions 10 and 11 were combined in 2012-13.

Source: Transport for NSW.
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The role of the Auditor-General

GPO Box 12
Sydney NSW 2001

The roles and responsibilities of the AuditorGeneral, and hence the Audit Office, are set
out in the Public Finance and Audit Act 1983.
Our major responsibility is to conduct
financial or ‘attest’ audits of State public
sector agencies’ financial statements.
We also audit the Total State Sector Accounts,
a consolidation of all agencies’ accounts.
Financial audits are designed to add credibility
to financial statements, enhancing their value
to end-users. Also, the existence of such
audits provides a constant stimulus to agencies
to ensure sound financial management.
Following a financial audit the Audit Office
issues a variety of reports to agencies
and reports periodically to parliament. In
combination these reports give opinions on the
truth and fairness of financial statements,
and comment on agency compliance with
certain laws, regulations and government
directives. They may comment on financial
prudence, probity and waste, and recommend
operational improvements.
We also conduct performance audits. These
examine whether an agency is carrying out its
activities effectively and doing so economically
and efficiently and in compliance with relevant
laws. Audits may cover all or parts of an
agency’s operations, or consider particular
issues across a number of agencies.
Performance audits are reported separately,
with all other audits included in one of the
regular volumes of the Auditor-General’s
Reports to Parliament – Financial Audits.
audit.nsw.gov.au

The Legislative Assembly
Parliament House
Sydney NSW 2000

The Legislative Council
Parliament House
Sydney NSW 2000

Pursuant to the Public Finance and Audit Act 1983,
I present Volume Four of my 2014 report.

Grant Hehir
Auditor-General
28 October 2014

Our vision
Making a difference through audit excellence.

Our mission
To perform high quality independent audits
of government in New South Wales.

Our values
Purpose – we have an impact, are
accountable, and work as a team.
People – we trust and respect others
and have a balanced approach to work.

© Copyright reserved by the Audit Office of New South
Wales. All rights reserved. No part of this publication may
be reproduced without prior consent of the Audit Office of
New South Wales.

Professionalism – we are recognised
for our independence and integrity
and the value we deliver.

The Audit Office does not accept responsibility for loss or
damage suffered by any person acting on or refraining from
action as a result of any of this material.

Professional people with purpose
audit.nsw.gov.au
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New South Wales Auditor-General’s Report
Financial Audit
Volume Four 2014
Focusing on New South Wales State Finances

Professional people with purpose
Making a difference through audit excellence.
Level 15, 1 Margaret Street
Sydney NSW 2000 Australia
t
7100
f
7200
e mail@
office hours 8.30 am–5.00 pm
audit.nsw.gov.au
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Special Internal Audit Report

Maintenance Materials
and Equipment
Procurement
Internal Audit Report
KPMG
April 2016
ID: A13019958
File No: SF2015/163511

KPMG, an Australian partnership and a member firm of the KPMG network
of independent member firms affiliated with KPMG International
Cooperative (KPMG International), a Swiss entity.
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Maintenance Materials and Equipment Procurement

Inherent Limitations
This report has been prepared as outlined in the Internal Audit Scope Document dated 28 January 2016. The services provided in connection with the
engagement comprise an advisory engagement which is not subject to assurance or other standards issued by the Australian Auditing and Assurance
Standards Board and consequently no opinions or conclusions intended to convey assurance will be expressed.
Due to the inherent limitations of any internal control structure, it is possible that fraud, error or non-compliance with laws and regulations may occur and
not be detected. Further, the internal control structure, within which the control procedures that are to be subject to the procedures we perform and operate
will not be reviewed in its entirety and, therefore, no opinion or view is to be expressed as to its effectiveness of the greater internal control structure. The
procedures to be performed are not designed to detect all weaknesses in control procedures as they are not performed continuously throughout the period
and the tests performed on the control procedures are on a sample basis. Any projection of the evaluation of control procedures to future periods is subject
to the risk that the procedures may become inadequate because of changes in conditions, or that the degree of compliance with them may deteriorate.
No warranty of completeness, accuracy or reliability can be given in relation to the statements and representations made by, and the information and
documentation provided by Roads & Maritime Services (RMS) management and personnel. We shall seek to independently verify those sources unless
otherwise noted within the report. We are under no obligation in any circumstance to update the report, in either oral or written form, for events occurring
after the report has been issued in final form unless specifically agreed with RMS.
The internal audit findings expressed in the report will be formed on the above basis.
Reference to ‘Review’ and ‘Audit’
Reference to ‘Review’ and ‘Audit’ throughout this report has not been used in the context of a review or audit in accordance with assurance and other
standards issued by the Australian Auditing and Assurance Standards Board.
Third party reliance
This report is solely for the purpose set out above and for RMS information, and is not to be used for any other purpose or distributed to any other party
without KPMG’s prior written consent.
This internal audit report has been prepared at the request of the RMS Audit & Risk Committee or its delegate in connection with our engagement to
perform internal audit services in accordance with the terms of the Prequalification Scheme Standard Form of Agreement dated 14 August 2015 and
Internal Audit Scope Document dated 12 October 2015. Other than our responsibility to the Audit & Risk Committee and Management of RMS, neither
KPMG nor any member or employee of KPMG undertakes responsibility arising in any way from reliance placed by a third party, including but not limited to
RMS’ external auditor, on the internal audit report. Any reliance placed is that party’s sole responsibility
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Maintenance Materials and Equipment Procurement

1. Executive Summary
1.1 Objective
In accordance with the 2015-16 RMS Internal Audit Plan approved by the Chief Executive, KPMG has
undertaken an internal audit of the Maintenance Materials and Equipment Procurement. This report details
the results of the internal audit.
The objective of the audit was to assess the adequacy and effectiveness of controls in place to ensure the
procurement of materials, equipment and services is undertaken fairly and achieves value for money.
Specifically, the audit focused on risks associated with:






Governance and reporting;
Sourcing approach and evaluation;
Use of contracted parties and compliance with panel, work as ordered and standing offer terms and
conditions; and
Financial management and contract/supplier management.

The detailed scope and associated risk focus areas are contained in the internal audit scope document
agreed with the Director, Asset Maintenance in January 2016.

1.2 Background
The Regional Maintenance Delivery (RMD) Branch, within the Asset Management Division, delivers
maintenance outcomes for each of the major RMS infrastructure asset classes, including Roads, Bridges
and Maritime assets, and services such as Traffic Control. While management of the maintenance programs
is performed by Regional offices, the RMD Procurement Unit (RPU) provides support for the selection and
management of contractors performing maintenance works. The RPU is also directly responsible for
procurement of certain maintenance materials, equipment and services.
The major categories of maintenance materials, equipment and services procurement include the following:






Spray Sealing: approximately $90 million per year, facilitated by Central West District RMD Team
based in Orange, NSW. Of the $90 million, $35 million of work is directly delivered by RMD, with the
balance awarded through Road Maintenance Council Contracts (RMCC) partners coordinated by the
Senior Project Managers located in each Region;
Asphalt: approximately $65 million per year, operated and managed through a dedicated panel by
the RPU;
Traffic Control: approximately $30 million per year, operated and managed through a dedicated
work ordered contract by the RPU; and
Safety Barriers: approximately $15 million per year, operated and managed through a dedicated
panel by the RPU.

There are over 50 other active panels.
In addition to the above, materials, equipment and services for discrete maintenance projects are sourced for
the Regions directly by the RPU, or by the Regions with the RPU providing commercial acumen and support.
Procurement activities are defined by and undertaken in accordance with the Procurement Policy (PN 195),
Financial Delegations Manual, Engineering Contracts Manual and Procurement Manual.

KPMG | 2
© 2016 KPMG, an Australian partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative
(“KPMG International”), a Swiss entity. All rights reserved. The KPMG name, logo and "cutting through complexity" are registered trademarks or trademarks of KPMG International.
Liability limited by a scheme approved under Professional Standards Legislation.
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1.3 Overall assessment
Based on the audit procedures undertaken and evidence gathered, the overall rating in relation to the
adequacy and effectiveness of controls that manage key risks associated with Maintenance Materials and
Equipment Procurement has been assessed as:
Overall rating:

Minor improvement required

**Refer Appendix 3 for details of overall assessment classification

RMS has established robust policies and procedures to govern procurement activities for maintenance
materials and equipment across RMD. The RPU provides oversight to guide practices in accordance with
these policies and procedures, and provides direct support for certain categories of spend.
The procurement of Spray Sealing, which represents the largest proportion of maintenance materials and
equipment spend, is managed predominantly through a separate Franchise, operated by the Central West
District RMD. Spray Sealing procurement is also performed directly within the regions. Due to legacy
arrangements, the RPU does not perform oversight over Spray Sealing procurement. While sample testing
did not identify instances of non-compliance, the lack of monitoring increases the risk that inconsistent or
inappropriate practices go undetected by management.
In addition, it was noted that regular contractor performance monitoring is not consistently documented to
ensure that underperforming contractors are identified and removed from panels in a timely manner.

KPMG | 3
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1.4 Findings
The following table provides a summary of audit findings presented in order of scope area and/or
significance.
Scope Area

Rating

Control Strength (CS) and

Findings

CS 1: Policies and procedures to govern procurement
activities across RMD have been appropriately
established, including: due diligence to be performed
when setting up panel contracts; sourcing requirements
when using panels; and obtaining approvals in
accordance with RMS wide Delegations of Authority.
Governance and
reporting

Medium

CS 2: A dedicated procurement officer has been
assigned to oversee Asphalt, Traffic Control and Safety
Barrier procurement and contract administration
activities.
Finding 2.1: Lack of reporting and monitoring over
regional aggregate supply panels for Spray Sealing
procurement.

Sourcing approach
and evaluation

No
findings
identified

CS 3: Prior to engagement, appropriate due diligence is
carried out on contractors and suppliers. This includes
obtaining financial assessments, certification and
supporting documentation for Safety Management
Systems, Environmental systems and plans, and
Quality Management Systems.
CS 4: Procurement activities are performed in
accordance with RMS and NSW Government
procurement policies and procedures.

Use of contracted
parties and
compliance with
panel, work as
ordered and
standing offer terms
and conditions

Financial
management and
contract/supplier
management

No
findings
identified

CS 5: RMS specific panels are used only when there is
no existing NSW Government panel.

CS 6: Contractors and suppliers are approved for
payment in line with the performance of an activity,
products and services delivered, or in accordance with
the contracted Scope of Works or Payment Schedule.
Medium

Finding 2.2: Sample testing identified that Contract
Performance Reports were not appropriately completed
and maintained in CM21. Furthermore, criteria and
guidelines to support contractor assessments have not
been formally documented as a KPI measure.
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1.5 Attention
This report was prepared solely for your use per our engagement contract and may not be distributed without
our consent. KPMG does not accept responsibility for any third party or unintended use.
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2. Detailed Findings
2.1 Lack of reporting and monitoring over regional aggregate
supply panels for Spray Sealing procurement

Medium

Finding:
Procurement of Spray Sealing, which represents approximately $90 million in spend per year, is
managed predominantly by the Central West District RMD, or by Regional offices for projects in
remote areas. Spray Sealing providers are engaged under aggregate supply panels that have been
established throughout the regions. Unlike for other categories of maintenance materials and
equipment, the RPU does not play an oversight role to monitor procurement activities in accordance
with approved panel arrangements. Management informed that this is due to legacy arrangements.
While testing of a sample of Spray Sealing transactions did not identify instances of non-compliance
with procurement policy, this lack of monitoring increases the risk that inconsistent or inappropriate
practices go undetected by management.

Theme: Reporting and monitoring

Root cause:
Limited history of significant procurement issues within franchise arrangements.
Potential impact:
Lack of monitoring over Spray Sealing procurement limits the ability to identify inappropriate
use of panels. This increases the risk that contractors will be inappropriately procured and
best value for money will not be achieved.

Agreed management actions:
1) RMD will review current procurement management arrangements and where
appropriate, implement a rigorous and risk based process to enable the RPU to monitor
Spray Sealing procurement activity (and other non-central arrangements) to ensure
consistent and appropriate procurement practices across the State.
2) RMD will review regional panel arrangements to assess whether the panels can be
consolidated and/or included in RMS wide panels. If regional panels are required, RMD
will review regional panels to ensure contractors included on the panel have been
appropriately established, including adequate due diligence.

Responsibility: John Dinan, General Manager, Regional Maintenance Delivery

Remediation date: 31 March 2017
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2.2 Underperforming contractors may not be identified and
removed from panels or excluded from discrete contracts

Medium

Finding:
The Contractor Management Procedure (ICP-08) require a Contract Performance Report (CPR) be
completed by the Project Engineer:



At major milestones;



Within 1 week of completion of a project; and



For all Tier 2 and 3 Asphalt projects.

CPRs are a key mechanism for identifying and tracking poor performing contractors, for removal
from panel arrangements.
For a sample of 25 contracts, 21 instances were noted where the CPR was not completed and
maintained in CM21. Discussions with process representatives identified that the Contractor
Management Procedure (ICP-08) was written by the Infrastructure Development Division (IDD), with
a focus on larger scale infrastructure contracts. As a result, assessment criteria considered in the
CPR may not be fit for RMD purpose as RMD contracts are maintenance focused and typically have
smaller scopes of work.
It was also noted that guidelines to support contractor assessments have not been formally
documented, which may result in inconsistencies in ratings of contractors.
Theme: Governance

Root cause:


CPR not fit for RMD purpose; and



Formal contractor performance assessments are not seen as a priority due to time contraints
in moving from one completed project to the next task.
Potential impact:
Lack of contractor performance monitoring increases the risk that underperforming
contractors may not be identified and removed from panels in a timely manner.

Agreed management actions:
1) RMD will, in the interim:

a) Reinforce CPR procedures to RMD employees to ensure CPRs are appropriately
completed and maintained in CM21. This will be supported by documented guidance;
and
b) Perform monitoring and reporting over contractor performance to identify
underperforming contractors who may require removal from panels or excluded from
discrete contracts.
2) In the longer term, RMD will review the usefulness of the CPR and where appropriate,
develop an alternate and fit-for-purpose process and guidelines to formally evaluate
contractor performance. This may also address mechanisms to identify, follow up and
escalate instances of non-compliances.
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Responsibility: John Dinan, General Manager, Regional Maintenance Delivery

Remediation date: 31 October 2016
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Appendix 1 - Internal Audit Findings Classification
Rating

Very High

Definition

Indicative Action required

Issue represents a control
breakdown which could have or is
having a severe or catastrophic
effect on RMS’ ability to achieve
its core objectives

The agreed management action plan is to be
implemented within one month from the date of this
report. In the interim period, appropriate mitigating
controls must be implemented. These will be
documented in the audit report prior to issuance.
Audit & Risk Branch will follow-up on the agreed
actions within one month after issuance of the final
report, which will include substantive testing.

Issue represents a control
weakness which could have or is
having a serious or major adverse
effect on RMS’ ability to achieve
its core objectives

High

Medium

Low

Issue represents a control
weakness which could have or is
having a moderate or serious
adverse effect on RMS’ ability to
achieve its core objectives

The agreed management action plan is to be
implemented within 3 months from the date of this
report. In the interim period, appropriate mitigating
controls should be considered and implemented
where required.

Issue represents a minor control
weakness with minimal but
reportable impact on RMS’ ability
to achieve its core objectives

The agreed management action plan is to be
implemented within a reasonable timeframe.

The risk rating above is consistent with the RMS Risk Management Framework which is used for reviewing
and ranking of risks across all areas of the RMS business.

Likelihood

Consequence
Minor

Moderate

Serious

Major

Severe

Catastrophic

C6

C2

C4

C3

C2

C1

Frequent

L1

M

H

H

VH

VH

VH

Likely

L2

M

M

H

H

VH

VH

Possible

L3

L

M

M

H

H

VH

Unlikely

L4

L

L

M

M

H

H

Rare

L5

L

L

L

M

M

H

Improbable L6

L

L

L

L

M

M
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Appendix 2 – Classification of Internal Audit Themes
The following internal audit themes have been developed by Internal Audit for classifying findings
contained in each Internal Audit Report. These themes contained in this report have been
discussed and agreed with management.
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Appendix 3 – Overall Assessment Classification
The overall assessment represents Internal Audit’s evaluation of the processes, functions, or
systems reviewed. This subjective assessment is based upon the audit procedures performed and
consideration of test results. The evaluation is presented using a sliding scale as defined in the
following table.
Overall rating

Satisfactory

Minor
Improvement
required

Moderate
improvement
required

Major
improvement
required

Unsatisfactory

Description of rating

Controls evaluated are adequate, appropriate, and effective to ensure
risks are being managed and objectives are met. No audit findings
noted.

Generally, controls evaluated are adequate, appropriate, and effective
to ensure risks are being managed and objectives are met. One or
more low/medium risk findings noted, with minor or moderate impact
on the overall system of internal controls.

Generally, controls evaluated are adequate, appropriate, and effective
to ensure risks are being managed and objectives are met. Multiple
medium risk findings noted, with moderate impact on the overall
system of internal controls.

A high risk exists in a major scope or risk area. The controls evaluated
are unlikely to manage risks and meet objectives.

High/very high risk exists in two or more major scope or risk areas.
Controls evaluated do not manage risks and objectives are not met.
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Appendix 4 – Consultations
The table below outlines all personnel who were involved in discussions and contributed to the findings
detailed in this Internal Audit Report.
#

Name

Title

1

Roger Ward

Portfolio Category Manager Regional Maintenance Delivery

2

Ravi Ravindra

Procurement Manager

3

Heerthica Ranjan

Transaction & Governance Manager

4

Heath Suwahjo

Asphalt Coordinator

5

Andrew Mcluckie

District Work Manager, Central West Region

6

Jacinta Rutherford

Contract Officer, Central West Region

The table below outlines all personnel who are on the distribution list for this Internal Audit Report.
Name

Title

Peter Duncan

Chief Executive

Greg Fletcher

Chair, Audit & Risk Committee

Allan Cook

Member, Audit & Risk Committee

Greg Evans

Member, Audit & Risk Committee

John Dinan

General Manager, Regional Maintenance and Delivery

John Lyons

Manager, Delivery Strategy

Roger Ward

Portfolio Category Manager Regional Maintenance Delivery
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Contact us

The contacts at KPMG in connection with this Internal Audit Report are:

Margaret Smylie
Partner
7107
056
msmylie

Iain Muirhead
Director
9127
766
iainmuirhead@

www.kpmg.com.au
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Inherent Limitations
This report has been prepared as outlined in the Internal Audit Scope Document dated 16 February 2016. The services provided in connection with the
engagement comprise an advisory engagement which is not subject to assurance or other standards issued by the Australian Auditing and Assurance
Standards Board and consequently no opinions or conclusions intended to convey assurance will be expressed.
Due to the inherent limitations of any internal control structure, it is possible that fraud, error or non-compliance with laws and regulations may occur and
not be detected. Further, the internal control structure, within which the control procedures that are to be subject to the procedures we perform and operate
will not be reviewed in its entirety and, therefore, no opinion or view is to be expressed as to its effectiveness of the greater internal control structure. The
procedures to be performed are not designed to detect all weaknesses in control procedures as they are not performed continuously throughout the period
and the tests performed on the control procedures are on a sample basis. Any projection of the evaluation of control procedures to future periods is subject
to the risk that the procedures may become inadequate because of changes in conditions, or that the degree of compliance with them may deteriorate.
No warranty of completeness, accuracy or reliability can be given in relation to the statements and representations made by, and the information and
documentation provided by Roads & Maritime Services (RMS) management and personnel. We shall seek to independently verify those sources unless
otherwise noted within the report. We are under no obligation in any circumstance to update the report, in either oral or written form, for events occurring
after the report has been issued in final form unless specifically agreed with RMS.
The internal audit findings expressed in the report will be formed on the above basis.
Reference to ‘Review’ and ‘Audit’
Reference to ‘Review’ and ‘Audit’ throughout this report has not been used in the context of a review or audit in accordance with assurance and other
standards issued by the Australian Auditing and Assurance Standards Board.
Third party reliance
This report is solely for the purpose set out above and for RMS information, and is not to be used for any other purpose or distributed to any other party
without KPMG’s prior written consent.
This internal audit report has been prepared at the request of the RMS Audit & Risk Committee or its delegate in connection with our engagement to
perform internal audit services in accordance with the terms of the Prequalification Scheme Standard Form of Agreement dated 14 August 2015 and
Internal Audit Scope Document dated 16 February 2016. Other than our responsibility to the Audit & Risk Committee and Management of RMS, neither
KPMG nor any member or employee of KPMG undertakes responsibility arising in any way from reliance placed by a third party, including but not limited to
RMS’ external auditor, on the internal audit report. Any reliance placed is that party’s sole responsibility
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1. Executive Summary
1.1 Objective
In accordance with the 2015-16 RMS Internal Audit Plan approved by the Chief Executive, KPMG has
undertaken an internal audit of the Engineering Services Professional Services Contractor (PSC) Panels.
This report details the results of the internal audit.
The objective of the audit was to assess the adequacy and effectiveness of controls in place to ensure the
engagement of PSCs through Engineering Services Contractor Panels is undertaken fairly and achieves
value for money.
Specifically, the audit focused on risks associated with:






Governance and reporting;
Sourcing approach and evaluation;
Use of panel providers and compliance with panel conditions; and
Financial management and contract/supplier management.

The detailed scope and associated risk focus areas are contained in the internal audit scope document
agreed with Director, Asset Maintenance in February 2016.

1.2 Background
The Engineering Services Branch within the Asset Management Division provides engineering services to
various teams throughout RMS, such as design, surveying and lab analysis. The team consists of over 500
employees, operating across each of the five regional offices and the Sydney corporate office.
The in-house team is supplemented by PSCs to provide additional capacity and specialist expertise. The
NSW Government has developed panels and prequalification schemes to maximise efficiency in the
procurement of PSCs. The service providers are prequalified on the basis of their capabilities and their
performance is monitored to ensure standards are maintained.
RMS also maintains its own panels, appointed through a contract or deed of standing offer with RMS to be
used as required. The Engineering Services Branch currently maintains 184 panel members across 39
panels. The panel arrangements are divided into 6 main categories based on the nature of work performed.
The panels, which were initially set up in 2014, are typically for a three year term with options to extend for
an additional two years, and are used by both Engineering Services and other business areas of RMS.
Individuals sourcing works from RMS panel members are required to obtain quotations or tenders from
multiple panel providers, based on the value of the work to be performed. The work orders associated with
the panel arrangements are managed within the CM21 system. Responsibility for managing performance
under the arrangements resides with the individual responsible for each assignment. The total value of
services procured through these arrangements is approximately $90 million per year. Most of this spend is
incurred by business areas other than Engineering Services.
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1.3 Overall assessment
Based on the audit procedures undertaken and evidence gathered, the overall assessment in relation to the
adequacy and effectiveness of controls that manage key risks associated with Engineering Services PSC
Panels has been assessed as:
Overall rating *

Minor improvement required

* Refer Appendix 4 for details of overall assessment classification

RMS has established policies and procedures to govern the procurement of PSCs, including the RMS
Procurement Policy, Delegations Manual and Engineering Contracts Manual. Consistent adherence to these
policies was noted in relation to sourcing requirements, due diligence performed prior to engagement and
payment to contractors.
However, there is a need to reinforce expectations across the business in relation to several key
procurement activities. In particular, instances were noted where a PSC was engaged to perform a service
that may have been more suitably met through limited duration employment or labour hire. This highlights a
need to clarify and raise awareness over suitability and value for money considerations when using PSCs to
meet short term resourcing needs.
Also, there is limited collective monitoring of contractors through the contract management system, CM21, as
the system is not consistently and accurately updated to reflect procurement activity or contractor
performance across the organisation. This inconsistent approach limits management’s ability to ensure
contractors are fairly and transparently engaged in line with panel arrangements. This also reduces the
effectiveness of contractor performance measurement.
Furthermore, the internal audit also observed that there are six policies in relation to procurement, which was
often cited by management as a reason for inefficiency and confusion with the process. While we only noted
limited exceptions, there may be an opportunity to streamline processes at a future stage.
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1.4 Findings
The following table provides a summary of audit findings presented in order of scope area and/or
significance.
Scope Area

Governance and
reporting

Sourcing
approach and
evaluation

Use of panel
providers and
compliance with
panel conditions

Rating

Control Strength (CS) and

Findings

CS 1: Policies and procedures to govern
procurement activities across RMS have been
appropriately established, are regularly updated and
made available for staff on the intranet.
Low

Medium

Finding 2.4: Data maintained in CM21, RMS’
contract management tool, is not complete and
accurate, thereby limiting management’s ability to
monitor contractor usage and identify instances of
non-compliance with procurement practices.
CS 2: Prior to engagement, appropriate due
diligence is carried out on contractors including
obtaining financial assessments, certifications and
supporting documentation to assess capability.
Finding 2.1: Some instances were detected where
PSCs were engaged when labour hire appeared to
be more appropriate under the circumstances.

Low

Finding 2.2: Two of 39 Engineering Services
established panels provide services which are
similar to those offered by an existing whole-of
government panel.
CS 3: Sample testing identified payments to
contractors were made in accordance with a defined
scope of work and/or payment schedule.

Financial
management and
contract/supplier
management

Low

Finding 2.3: Although dashboard reports are being
developed to monitor contractor performance, a
formal process to monitor and review contractor
performance and associated escalation procedures
has not been established.

1.5 Attention
This report was prepared solely for your use per our engagement contract and may not be distributed without
our consent. KPMG does not accept responsibility for any third party or unintended use.
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2. Detailed Findings
2.1 Inappropriate engagement of PSCs instead of labour hire

Medium

Finding:
A PSC is engaged to perform a defined and specific scope of work when the required skills are not
available within RMS. Labour hire personnel are paid in accordance with the scheme rates, while
PSCs are paid in accordance with the terms of the contract, which is often substantially more costly.
As a result, a PSC may result in substantially higher costs for RMS than if engaged under a labour
hire contract or through a limited duration or established position.
Sample testing identified instances where a PSC was engaged by the business to meet a baseline
resourcing requirement rather than to perform a defined scope of work as follows:



In two instances, full-time positions were unable to be filled and approval was given to use a PSC
for a period of two years; and



One instance where the PSC was providing leave cover for a permanent role.

Given the circumstances and the extended nature of these services, the positions may have been
more suitably resourced by labour hire staff.

Theme: Governance

Root cause:
Business need to readily fill vacant positions, and possible perception that PSCs provide
better outcomes.
Potential impacts:



By not appropriately sourcing personnel to meet resourcing needs, RMS may not be
obtaining the best value for money. In addition, this impedes management’s ability to
accurately budget for labour expense and labour caps.



Incorrectly engaging employees as PSCs could result in penalties to RMS in lieu of
superannuation, PAYG and payroll tax obligations.

Agreed management actions:
1.

Engineering Services will, in consultation with the Procurement Branch and
Infrastructure Development Division:
(a) reinforce PSC procurement expectations across the business, noting that PSCs
should not be used to cover a leave of absence and hard to fill positions; and
(b) review and, where appropriate, implement detective measures and monitoring
reports to identify inappropriate usage where PSCs are engaged instead of labour
hire personnel.

Responsibility: Chris Harrison, Chief Engineer

Remediation date: 1(a) 30 September 2016; (1b) 31 December 2016
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2.2 Two Engineering Services established panels provide
similar services offered by an existing whole-of-government
panel

Low

Finding:
RMS and whole-of-government panels have been established to maximise efficiency, promote
transparency and ensure best value for money is achieved in the procurement of PSCs. In
accordance with the RMS Procurement Manual, whole-of-government panels are to be used, where
relevant, rather than establishing internal panels.
Data analysis identified:



two of 39 Engineering Services established panels (environmental impact assessment panel and
the project management support panel) provide services similar to an existing whole-ofgovernment panel (Performance and Management Services); and



four of 39 Engineering Services established panels were not used in the period.

The above results in increased administrative burden on Engineering Services to maintain these
panels. Refer to Appendix 1 for further details on panel and contractor usage.

Theme: Monitoring and reporting
Root cause:



Mechanisms have not been established to regularly review established whole-ofgovernment panels to identify instances where they may offer similar services to existing
Engineering Services panels.



Non-use of certain Engineering Services panels may have been a result of the lack of
business demand, non-awareness of the panels and/or alternate avenues pursued by the
business.

Potential impact:



Maintaining RMS panels where a similar whole-of-government panel exists or where
those panels are sparingly used increases administrative burden on Engineering
Services.



Use of RMS panels where a similar whole-of-government panel exists may result in a
more restricted field of eligible PSCs which may inhibit the achievement of best value for
money.

Agreed management actions:
1. Engineering Services will, in consultation with Procurement Branch and Infrastructure
Development Division, review Engineering Services established panels to assess
whether similar services are currently available through whole-of-government
arrangements or are sparingly used and no longer required by the business. This review
will be performed in conjunction with the panel review scheduled to take place at the
end of FY17 and any decision to discontinue a panel (and associated timing) will be
subject to agreement between all parties.
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Responsibility: Chris Harrison, Chief Engineer
Remediation Date: 30 June 2017
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2.3 Insufficient portfolio monitoring of contractor performance

Low

Finding:
Section 6.18 of Engineering Contracts Manual requires Contract Performance Reports (CPRs) to be
completed at a four monthly intervals and subsequently maintained in CM21. In addition, the
standard Conditions of Contract in the Panel Deed for Professional Services (Construction Industry)
outlines performance and reporting requirements for panel members. CPRs are a key mechanism for
identifying and tracking poor performing contractors which may require removal from panel
arrangements. Engineering Services use dashboards to report on key performance indicators and
benchmark performance between contractors.
Although dashboard reports exist to monitor contractor performance, a formal process to monitor and
review contract performance and associated escalation procedures has not been established.
Furthermore, sample testing identified that the contractor performance reports were not appropriately
completed and maintained for 13 of 25 contracts sampled.
Theme: Monitoring and reporting

Root cause:
Lack of mechanisms to review overall contractor performance.
Potential impact:
Lack of robust contractor performance monitoring increases the risk that underperforming
contractors may not be identified and removed from panels in a timely manner, thereby
limiting the ability for new contractors to be brought onto panels.

Agreed management actions:
1.

Engineering Services will, in consultation with Procurement Branch and Infrastructure
Development Division:
(a) reinforce expectations across the business in relation to ensuring Contract
Performance Reports are completed in accordance with the requirements of the
Engineering Contracts Manual and the Conditions of Contract as outlined in the
Panel Deed for Professional Services (Construction Industry); and
(b) develop and implement a rigorous monitoring process for overall contractor
performance to identify underperforming contractors who may require removal from
panels.

Responsibility: Chris Harrison, Chief Engineer

Remediation date: 1(a) 30 September 2016; (1b) 31 December 2016
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2.4 CM21 information is incomplete and may not be completely
accurate

Low

Finding:
CM21 is a contract management tool to record and monitor contractors engaged across RMS.
Discussions with management highlighted that reporting and monitoring mechanisms are being
developed to assess contractor performance, usage and compliance with procurement policies using
data maintained in CM21.
However, sample testing identified that data maintained in CM21, including information on
contractors invited to tender, is not complete and accurate. The lack of data integrity inhibits
management’s ability to monitor contractor usage and identify instances of non-compliance with
procurement practices.
Audit was advised that SAP is intended to replace CM21 as part of the rolling implementation of
Transport Equip. As a result, any efforts to address data completeness and integrity issues in CM21
should equally apply to the new SAP solution.
Theme: Records management

Root cause:
Lack of rigour applied to ensure complete and accurate procurement and contract
management details are recorded in CM21.
Potential impact:
The absence of a complete and accurate register of contracts engaged across RMS inhibits
management’s ability to effectively monitor compliance with procurement policies and
procedures. This increases the risk that contractors will continue to be engaged who do not
provide the best value for money.

Agreed management actions:
1.

Engineering Services will, in consultation with Procurement Branch and Infrastructure
Development Division:
(a) reinforce expectations across the business to ensure complete and accurate contract
usage data is maintained on CM21/SAP; and
(b) develop and implement a rigorous monitoring process for the timely detection of
trends in data capture omissions and/or inaccuracies in CM21/SAP.

Responsibility: Chris Harrison, Chief Engineer

Remediation date: 1(a) 30 September 2016; (1b) 31 March 2017
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Appendix 1 – Data Analytics
Data analytic routines were performed to analyse panel usage, noting the following:
Total by Panel
Panel Number

Panel Name

Category

Contractor Usage

# of
Contractors
on Panel

# of
Contracts
Awarded

Total Panel
Spend

#
Contractors
Used

Highest total spend on one contractor

%
Contractors
Used

#
Contracts
Awarded

$ of
Contracts
Awarded

% of Total
Panel
Spend

0%

-

-

0%

0%

-

-

0%

0%

-

-

0%

0%

-

-

0%

PANELS INFREQUENTLY USED IN THE AUDIT PERIOD
14.2166.0505

Materials and Durability Metals

Design

11

-

-

14.2166.0525

Socio-economic

Environmental

7

-

-

14.2166.0519

Insitu Geotechnical Testing and
Sampling

6

-

-

14.2166.0520

Geomechanics Laboratory and Site
Testing

11

-

-

15.3618.1184

Level 2 Bridge Inspections

Design

2

1

130,178

1

50%

1

130,178

100%

14.2166.0521

Engineering Geophysics

Pavement,
Geotechnical and
Testing

5

1

53,735

1

20%

1

53,735

100%

14.2166.0528

Road Concept Design Assessments

Project Procurement

10

1

34,551

1

10%

1

34,551

100%

7

1

27,590

1

14%

1

27,590

100%

14

1

24,090

1

7%

1

24,090

100%

Pavement,
Geotechnical and
Testing
Pavement,
Geotechnical and
Testing

Pavement,
Geotechnical and
Testing
Pavement,
Geotechnical and
Testing

-

-

-

14.2166.0514

Geotechnical Structures and Pavement
Drafting

14.2166.0513

Pavement Analysis and Design

14.2166.0497

Lighting and Electrical Designs

Design

7

1

14,850

1

14%

1

14,850

100%

14.2166.0496

Traffic Control Signal Design (Civil and
Electrical)

Design

8

1

13,914

1

13%

1

13,914

100%

14.2166.0503

Bridge Load Testing and Monitoring

Design

5

1

2,013

1

20%

1

2,013

100%
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Total by Panel
Panel Number

Panel Name

Category

# of
Contractors
on Panel

# of
Contracts
Awarded

Contractor Usage
Total Panel
Spend

Highest total spend on one contractor

#
Contractors
Used

%
Contractors
Used

#
Contracts
Awarded

$ of
Contracts
Awarded

% of Total
Panel
Spend

<100% AND >50% OF CONTRACTS AWARDED TO ONE CONTRACTOR
14.2166.0523

Environmental Impact Assessment

Environmental

34

95

8,340,767

22

65%

2

4,746,523

57%

14.2166.0530

BOOT/D&C Contract management
Support

Project Procurement

6

2

1,656,441

2

33%

1

1,537,641

93%

14.2166.0510

Surveys for Civil Works

Surveying

21

9

1,666,660

9

43%

1

1,380,951

83%

14.2166.0518

Slope Risk Management

21

12

639,584

7

33%

4

332,230

52%

14.2166.0522

Culvert Risk Assessment

7

6

314,866

2

29%

4

206,180

65%

14.2166.0509

Survey Drafting

Surveying

5

15

192,616

4

80%

8

168,836

88%

14.2166.0507

Bridge and Structural Dynamics and
Fatigue Assessment

Design

7

3

143,341

2

29%

2

137,291

96%

14.2166.0504

Structural Drafting

Design

13

10

137,924

4

31%

7

105,034

76%

14.2166.0506

Materials and Durability Concrete

Design

13

3

116,380

2

15%

2

83,380

72%

14.2166.0502

Bridge Rehabilitation Design

Design

6

3

105,616

2

33%

2

61,742

58%

13.2166.1862

gINT Drafting

Pavement,
Geotechnical and
Testing

6

2

66,000

2

33%

1

33,000

50%

14.2166.0527

Noise and Vibration

Environmental

6

3

20,818

2

33%

1

12,348

59%

Pavement,
Geotechnical and
Testing
Culvert Risk
Assessment
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Total by Panel
Panel Number

Panel Name

Category

# of
Contractors
on Panel

# of
Contracts
Awarded

Contractor Usage
Total Panel
Spend

Highest total spend on one contractor

#
Contractors
Used

%
Contractors
Used

#
Contracts
Awarded

$ of
Contracts
Awarded

% of Total
Panel
Spend

<50% OF CONTRACTS AWARDED TO ONE CONTRACTOR
14.2166.0499

Complex Road Design

Design

8

16

17,565,547

7

88%

3

8,565,894

49%

14.2166.0494

Design Consulting

Design

8

8

7,736,353

6

75%

1

3,710,932

48%

14.2166.0498

Standard Road Design

Design

32

40

5,201,817

20

63%

2

2,425,141

47%

14.2166.0529

Project Management Support

Project Procurement

17

23

4,962,703

8

47%

6

2,283,214

46%

14.2166.0511

Geospatial Surveys

Surveying

21

65

4,330,823

17

81%

15

941,800

22%

14.2166.0512

Utility Location and Subsurface
Mapping

Surveying

10

33

2,108,979

8

80%

9

708,668

34%

14.2166.0517

Geotechnical Consulting

Pavement,
Geotechnical and
Testing

27

15

1,505,229

8

30%

1

634,993

42%

14.2166.0500

Standard Bridge Design

Design

21

9

883,487

6

29%

3

370,986

42%

14.2166.0515

Pavement Investigation and Design

Pavement,
Geotechnical and
Testing

28

17

820,345

8

29%

3

214,097

26%

14.2166.0501

Complex Bridge Design

Design

12

5

414,830

3

25%

1

172,973

42%

14.2166.0526

Biodiversity

Environmental

23

13

556,537

9

39%

2

169,528

30%

14.2166.0508

Cadastral Surveying

Surveying

32

64

1,096,249

26

81%

7

158,005

14%

14.2166.0516

General Laboratory and Field Testing

Pavement,
Geotechnical and
Testing

24

24

558,126

11

46%

7

125,032

22%

14.2166.0524

Heritage

Environmental

26

8

166,097

5

19%

1

75,486

45%

14.2166.0495

Drainage Investigation and Design

Design

15

7

134,268

5

33%

1

50,930

38%
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Appendix 2 – Internal Audit Findings Classification
Rating

Very High

Definition

Indicative Action required

Issue represents a control
breakdown which could have or is
having a severe or catastrophic
effect on RMS’ ability to achieve
its core objectives

The agreed management action plan is to be
implemented within one month from the date of this
report. In the interim period, appropriate mitigating
controls must be implemented. These will be
documented in the audit report prior to issuance.
Audit & Risk Branch will follow-up on the agreed
actions within one month after issuance of the final
report, which will include substantive testing.

Issue represents a control
weakness which could have or is
having a serious or major adverse
effect on RMS’ ability to achieve
its core objectives

High

Medium

Low

Issue represents a control
weakness which could have or is
having a moderate or serious
adverse effect on RMS’ ability to
achieve its core objectives

The agreed management action plan is to be
implemented within 3 months from the date of this
report. In the interim period, appropriate mitigating
controls should be considered and implemented
where required.

Issue represents a minor control
weakness with minimal but
reportable impact on RMS’ ability
to achieve its core objectives

The agreed management action plan is to be
implemented within a reasonable timeframe.

The risk rating above is consistent with the RMS Risk Management Framework which is used for reviewing
and ranking of risks across all areas of the RMS business.

Likelihood

Consequence
Minor

Moderate

Serious

Major

Severe

Catastrophic

C6

C2

C4

C3

C2

C1

Frequent

L1

M

H

H

VH

VH

VH

Likely

L2

M

M

H

H

VH

VH

Possible

L3

L

M

M

H

H

VH

Unlikely

L4

L

L

M

M

H

H

Rare

L5

L

L

L

M

M

H

Improbable L6

L

L

L

L

M

M

KPMG | 13
© 2016 KPMG, an Australian partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative
(“KPMG International”), a Swiss entity. All rights reserved. The KPMG name, logo and "cutting through complexity" are registered trademarks or trademarks of KPMG International.
Liability limited by a scheme approved under Professional Standards Legislation.

315

E18/0281/AS-25-001/PR-0001 D10528686

Engineering Services PSC Panels

Appendix 3 – Classification of Internal Audit Themes
The following internal audit themes have been developed by Internal Audit for classifying findings
contained in each Internal Audit Report. These themes contained in this report have been
discussed and agreed with management.
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Appendix 4 – Overall Assessment Classification
The overall assessment represents Internal Audit’s evaluation of the processes, functions, or
systems reviewed. This subjective assessment is based upon the audit procedures performed and
consideration of test results. The evaluation is presented using a sliding scale as defined in the
following table.
Overall rating

Satisfactory

Minor
Improvement
required

Moderate
improvement
required

Major
improvement
required

Unsatisfactory

Description of rating

Controls evaluated are adequate, appropriate, and effective to ensure
risks are being managed and objectives are met. No audit findings
noted.

Generally, controls evaluated are adequate, appropriate, and effective
to ensure risks are being managed and objectives are met. One or
more low/medium risk findings noted, with minor or moderate impact
on the overall system of internal controls.

Generally, controls evaluated are adequate, appropriate, and effective
to ensure risks are being managed and objectives are met. Multiple
medium risk findings noted, with moderate impact on the overall
system of internal controls.

A high risk exists in a major scope or risk area. The controls evaluated
are unlikely to manage risks and meet objectives.

High/very high risk exists in two or more major scope or risk areas.
Controls evaluated do not manage risks and objectives are not met.
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Appendix 5 – Consultations
The table below outlines all personnel who were involved in discussions and contributed to the findings
detailed in this Internal Audit Report.
#

Name

Title

1

Greg Evans

Director, Asset Maintenance

2

Chris Harrison

Chief Engineer

3

Jason Gordon

Manager, Technical Operations and Support

4

Alison Mendham

Manager, Technical Contracts Strategy

The table below outlines all personnel who are on the distribution list for this Internal Audit Report.
Name

Title

Peter Duncan

Chief Executive

Greg Fletcher

Chair, Audit & Risk Committee

Allan Cook

Member, Audit & Risk Committee

Brian McGlynn

Member, Audit & Risk Committee

Greg Evans

Director, Asset Maintenance

Chris Harrison

Chief Engineer

Andrew Graham

Chief Audit and Risk Officer

Ethan Nguyen

Manager Audit

Margaret Smylie

Partner KPMG

Rochelle Kirk

A/Chief Procurement Officer

Jason Gordon

Manager, Technical Operations and Support

Alison Mendham

Manager, Technical Contracts Strategy
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Contact us

The contacts at KPMG in connection with this Internal Audit Report are:

Margaret Smylie
Partner
7107
056
msmylie@

Iain Muirhead
Director
9127
766
iainmuirhead@

www.kpmg.com.au
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CHIEF EXECUTIVE-IN-CONFIDENCE

as at Monday, 25 July 2016

Division/Branch: Safety & Compliance / Compliance Operations
Category
Risk
R0542

Pre
Controlled

Impact

OneRMS
Tier 1

Governance

S3-Accountability & Governance

Risk Owner
/ Champion
OneRMS
Tier 2

Information Governance: Incorrect and loss of critical information
to make sound decisions around investigations

Major

Pre
Controlled
Likelihood

Likely

Consequences

PreControlled
Risk Level

Comment

Paul Endycott, General Manager
Paul Endycott, GM Compliance Operations

Business

There is a multitude of systems (DRIVES, Objective, Case2Court, TIMS, SAP)
available to assist with compliance investigations that are disjointed, out-dated or
have different owners. This limitation has a risk for RMS making unsound
decisions around investigative matters because of incorrect or loss of critical
information. Also includes inadequate information systems and/or poor
governance, escalation reporting processes and record keeping results in less
than optimal decision making and inaccurate reporting.

Controlled
Impact

High

TfNSW Risk
Outcome

S3.S-Governance & Reporting

Major

Controlled
Likelihood

Unlikely

Mitigation/Controls

Controlled
Risk Level

Treatment Actions

Medium
Original –
Revised Due
Date

• RMS losing compliance related court cases,
which would otherwise be a ‘win’
• Damage to RMS’ reputation and credibility
• Loss of trust with
TfNSW/Government/Minister and the public
• Wrong decisions/outcome made as a result
of inaccurate information
• Cases not taken to court due to lack of
sufficient information to prosecute

Causes
• Rigid, complex and out-dated systems
• Inadequate arrangements around multiple
systems interface
• Limited controls around quality of
investigation outcomes
• Slow processing of information to allow for
decisions to be made quickly and data
mining
• Information is stored at various places and
not centralized

Mitigation/Controls

Treatment Actions

Manual process in place to compile relevant
evidence for investigations

GM

Cause

Communication with key stakeholders where
appropriate to obtain relevant information

GM

Cause

Regular Divisional SMT meetings

GM

Cause

Weekly Executive Operations Meetings and other
Executive Oversight Committees

GM

Cause

KPI’s in place for key operational activity

GM

Cause

Page 1 of 25

Original –
Revised Due
Date

.
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• Unreliable information from systems
• Poor reporting tools
• Data not being analysed into information
• Complex systems and processes
• Lack of clear Governance Structure &
Accountabilities
• Failure to effectively monitor key activities
including critical/essential internal controls compliance
• Errors or omissions not promptly or
correctly captured (exception reporting).
• Lack of KPI’s

Control
Environment

Centralized system to allow efficient and effective
access to information

GM

Cause

System backup of crucial information

GM

Cause

Monthly IM&IT meetings on system projects

GM

Cause

Post
Treatment
Risk Level

Medium

Risk Sensitivity /
Level of Alert

Green - BAU

Risk Appetite

Not Yet Entered

<<Page Break>>
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CHIEF EXECUTIVE-IN-CONFIDENCE

as at Monday, 25 July 2016

Division/Branch: Safety & Compliance / Compliance Operations

Risk Owner
/ Champion

OneRMS
Tier 1

OneRMS
Tier 2

Category
Risk
R0763
Pre
Controlled

Impact

Safety

E6-Compliance Management

Camera Programs delivery delays: Delay in delivery of camera
programs (new sites) resulting in failure to meet Government
/Minister’s committed milestones.
Pre
PreMajor
Controlled
Likely
Controlled
High
Likelihood
Risk Level
Consequences

Comment

Paul Endycott, General Manager
Paul Hayes, Principal Manager Compliance
Systems

TfNSW Risk
Outcome

P1.S-Program Delivery

Safety

New sites - : all camera programs except mobile speed camera program budgetary/ funding variation.

Controlled
Impact

Major

Controlled
Likelihood

Unlikely

Mitigation/Controls

Controlled
Risk Level

Medium
Original –
Revised Due
Date

Treatment Actions

• Damage to RMS’ reputation and credibility
• Negative impact on TfNSW (CfRS)
reputation
• Loss of trust with
TfNSW/Government/Minister and the public
• Road safety objective /outcome not met

Causes
• Lack of or miscommunication between
RMS and Centre for Road Safety (CfRS)
• Inadequate resource planning and
forecasting
• Inaccurate estimation of time, scope and
budget requirements
• Change in camera supplier/ providers
• Insufficient funding and/or budgetary
restrictions
• Budget allocated does not match the
estimated delivery commitment cost
• Poor project management from planning,
execution and monitoring.
• Lack of regular monitoring and action

Mitigation/Controls
Terms of reference agreement in place with CRS
and RMS in respect to engagement and reporting.

GM

Cause

Regular tracking of ministerial / government
commitment and delivery dates

GM

Cause

Project planning, risk assessment and estimation
including lessons learned from previous projects
to provide estimates on resources and restrictions
with the sites.

GM

Cause

Risk profiling of all new camera programs,
including an internal risk matrix

GM

Cause

Provide budgetary estimate to CRS for any new
programs or program expansion.

GM

Cause

Regular updates are provided on the program

GM

Cause

Page 3 of 25

Original –
Revised Due
Date

Treatment Actions
0
3
2
9
9

Follow up with
the Director
SCD, TfNSW,
CRS and key
stakeholders to
reconvene the
meetings..
These meetings
are discontinued
due to recent
change in
organisation
management
(i.e SCD
Director)

Cause

GM

30/9/16
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where necessary

progress, finances, risks including budgetary
restriction
Speed camera strategy group meeting held bimonthly where senior RMS management and
CRS review the program delivery.

Control
Environment

Post
Treatment
Risk Level

Medium

Risk Sensitivity /
Level of Alert

GM

Green - BAU

Cause

Risk Appetite

Not Yet Entered

<<Page Break>>
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Division/Branch: Safety & Compliance / Compliance Operations

Risk Owner
/ Champion

Paul Endycott, General Manager
Graeme Simmonds, PM Operational
Planning & Development

OneRMS
Tier 1

OneRMS
Tier 2

E2.S-Knowledge& Skill Retainment

Category
Risk
R0807

Pre
Controlled

Impact

Program

E2-Workforce and Performance
Mgt

VIU, VSI: Inability to maintain operational services ( i.e Vehicle
Identification Unit, Vehicle Standards Information , technical
Specifications) to customers due to insufficient expertise in issuing
vehicle identification numbers to modified vehicles and technical
vehicle standards
Pre
PreSerious
Controlled
Likely
Controlled
High
Likelihood
Risk Level
Consequences

Comment

Controlled
Impact

TfNSW Risk
Outcome

Customer

There is a risk of deterioration in the service delivery to customers as a result of
loss of knowledge, insufficient staffing and lack of skills available to carry out and
maintain service in areas which have transitioned from RMS to SNSW (eg VIN
operations) and to TfNSW ( eg VSI & TechSpecs). Not a SNSW Operations risk
it relates to knowledge /skills retention
Serious

Controlled
Likelihood

Possible

Mitigation/Controls

Controlled
Risk Level

Treatment Actions

Medium
Original –
Revised Due
Date

• Significant customer dissatisfactions
• Loss of trust with the Government/Minister
and the public
• Continuous media interest
• Damage to RMS’ reputation and credibility

Causes
• Limited specifically skilled staff, only one
staff dedicated to one area of the expertise
(single source of failure)
• The absence of one staff in the VIN unit
leads to business continuity issues
• Insufficient staffing number, Loss of
corporate knowledge, lack of critical skills
available
• Inadequate human resource planning.

Control
Environment

Mitigation/Controls

Treatment Actions

Training in place for relevant staff

GM

Cause

Email notification to all staff within the Operational
Planning and Development Section regarding staff
absences for skill development opportunities.

GM

Cause

Procedures to enhance and maintain VIN and
VSI/Tech Spec knowledge in place

Cause

Succession Plan for Operational Planning and
Development section

Cause

Cross-skilling model for Compliance Operations
staff, in particular withinin the VIN unit

Cause

Post
Treatment

Medium

Risk Sensitivity /
Level of Alert

Page 5 of 25

Green - BAU

Original –
Revised Due
Date

.

Risk Appetite

Not Yet Entered
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Risk Level
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Division/Branch: Safety & Compliance / Compliance Operations

Risk Owner
/ Champion

OneRMS
Tier 1

OneRMS
Tier 2

Category
Risk
R0811

Pre
Controlled

Impact

Compliance

E3-Workplace Health & Safety

Workplace Safety: Unsafe sites or unclear WHS procedures may
cause WHS incidents resulting in harm to the staff and the
customers.

Major

Pre
Controlled
Likelihood

Likely

PreControlled
Risk Level

Consequences

High

Comment

Paul Endycott, General Manager
Brett Patterson, PM Enforcement
Operations

TfNSW Risk
Outcome

E3.S-Workplace Safety

Safety

Serious WHS incidents at workplace resulting from non-compliance by the
organisation and staff (Enforcement Operations Inspector). Risk also captures
the WHS risks associated with on-road staff doing inspections/enforcement
activity.

Controlled
Impact

Serious

Controlled
Likelihood

Possible

Mitigation/Controls

Controlled
Risk Level

Treatment Actions

Medium
Original –
Revised Due
Date

• Breach of WHS legislations and regulations
• WHS - Illness, injury or death to employees,
contractors or visitors to RMS sites
• Regulatory - Personal as well as company
penalties and fines including imprisonment
for Directors and individuals
• Stakeholder Intervention - Action taken by
unions and employees including strikes due
to unsafe work practices
• Stakeholder Intervention - Increased
regulatory scrutiny/audits and potential direct
intervention (including work site shut down)

Causes
• Ineffective and inefficient communication
between TfNSW and RMS about new
safety policies
• Unsafe sites use to inspect vehicles
• Lack of training or knowledge for staff and
management
• Processes and procedures are not clear
• Failure to monitoring, report and action

Mitigation/Controls

Treatment Actions

WHS Management System procedure in place

GM

Cause

Work Health and Safety Manual – including WHS
Policies and Procedures

GM

Cause

Tool box talks

GM

Cause

Ensafe - Incident reporting

GM

Cause

Key WHS performance and risk indicators

GM

Cause
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incidents and near misses.
• Failure to regularly audit or otherwise
monitor/review working environments and
practices to ensure there are no unsafe
work practices
• Poor or failed communication of WHS
expectations and work practices to
employees, contractors and visitors.
• Failure to recognise potential liability and
exposure to WHS risk
• Excessive work demands and/or poor
working environment e.g. long working
hours, shift work, stress, poor morale

Control
Environment

captured and reported eg LTIFR
Quarterly meeting with WHS partner

GM

Cause

Quarterly WHS meeting with WHS Committee to
discuss WHS matters

GM

Cause

Strict enforcement of PPE to all staff and third
party providers via policies and procedures

GM

Cause

Site induction for all staff and visitors

GM

Cause

Site inspections carried out

GM

Cause

Safe Engagement program in place for staff within
the section

GM

Cause

Annual review of the Safety Management System
related SWMS based on Enforcement Operations
using the WHS Self Assessment tool

GM

Cause

Post
Treatment
Risk Level

Medium

Risk Sensitivity /
Level of Alert

Green - BAU

Risk Appetite

Not Yet Entered

<<Page Break>>
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Division/Branch: Safety & Compliance / Compliance Operations

Risk Owner
/ Champion

OneRMS
Tier 1

OneRMS
Tier 2

Category
Risk
R0813

Pre
Controlled

Impact

Safety

P2-Vehicle and Vessel Safety

Vehicle Assessments: Enforcement Operations fails to meet its
heavy vehicle regulatory requirements due to incorrect
assessment of vehicles resulting in unsafe heavy vehicles on NSW
road network
Pre
PreMajor
Controlled
Likely
Controlled
High
Likelihood
Risk Level
Consequences

Comment

Paul Endycott, General Manager
Brett Patterson, PM Enforcement
Operations

TfNSW Risk
Outcome

P2.S-Vehicle Safety

Business

Risk of incorrect assessment of vehicles, including issuance of notices (eg
vehicle defect notice, mass breach or penalty notices)

Controlled
Impact

Serious

Controlled
Likelihood

Possible

Mitigation/Controls

Controlled
Risk Level

Medium
Original –
Revised Due
Date

Treatment Actions

• Significant customer dissatisfaction
• Damage to RMS’ reputation and credibility
• Sustained media interest
• Loss of trust with the Government/Minister
and the public
• Unsafe vehicle on the road network

Causes
• Failure to implement and enforce new
legislation and regulatory obligation
• Inaccurate and out-dated policies and
processes
• Inadequate training of staff responsible for
heavy vehicle assessments
• Poor compliance enforcement monitoring
process to identify non compliance
• Inefficient and ineffective maintenance of
assessment equipment eg portable scales
& weigh bridges

Mitigation/Controls
Training for authorised officers at commencement
of employment

GM

Cause

Procedure and related documentations are up-todate and accessible to staff

GM

Cause

Operations Manager rostered to work with
enforcement team to provide added assurance of
staff’s conduct and vehicle inspection

GM

Cause

Ongoing monthly review by the Operations
Manager of the percentage of raised formal
breach notices by staff as part of a quality
assurance measure, which is also recorded in
Operation Managers performance development
and review (PDR) document

GM

Cause

Page 9 of 25
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0
3
3
0
2

Currently
working on the
monthly
reviewing
process
procedure.

Cause

GM

30/9/16
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Control
Environment

Consultation workshop with staff regarding PDR
goals, deliverables and responsibilities

GM

Cause

Regular updates and Team Briefs regarding
urgent changes to procedures and processes
following change in Legislative requirements and
obligations

GM

Cause

Post
Treatment
Risk Level

Medium

Risk Sensitivity /
Level of Alert

Green - BAU

Risk Appetite

Not Yet Entered

<<Page Break>>
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Risk Owner
/ Champion
OneRMS
Tier 2

Division/Branch: Safety & Compliance / Compliance Operations
Category
Risk
R0814

Pre
Controlled

Impact

OneRMS
Tier 1

Safety

P1-Driver Behaviour

Road Infringements: Processes and activities may fail to
effectively capture the road infringement due to delay in camera
refurbishment activities on the road network (except BPES and
Safe-T-Cam)
Pre
PreVery
Severe
Controlled
Likely
Controlled
High
Likelihood
Risk Level
Consequences

Comment

Paul Endycott, General Manager
Paul Hayes, PM Compliance Systems

TfNSW Risk
Outcome

P1.S-Driver Behaviour

Business

Existing sites: There are a significant number of cameras on the road network
that requires end-of-life replacements or refurbishment. However, there is
insufficient funding available to undertake refurbishment activities which leads to
a risk of failure to efficiently capture road infringements (speeding, red-light)

Controlled
Impact

Severe

Controlled
Likelihood

Possible

Mitigation/Controls

Controlled
Risk Level

High
Original –
Revised Due
Date

Treatment Actions

• Decreased in revenue for the NSW State
Government
• Increased cost of operation for cameras
that have waited significantly for
refurbishment
• Loss of trust with
TfNSW/Government/Minister
• Failure to meet road safety objective

Causes
• Unclear communication between key
stakeholders
• Inadequate resource planning and
forecasting
• Inaccurate estimation of time, scope and
budget requirements
• Lack of resources – financial, staff and
supported assets (cameras)
• Lack of ownership of programs for SafeT-Cam and BPES.

Mitigation/Controls
Clear communication relating to asset
management strategy to ensure forecasts can be
generated and funds budgeted to ensure business
continuity

GM

Cause

Monitoring and reporting monthly on KPI’s for
camera up time to ensure cameras are working
appropriately

GM

Cause

10 year projection on camera cost, capability and
maintenance required to ensure the ability to
continue to capture road infringement (excluding
for Safe-T-Cam & BPES)

GM

Cause

End of life Asset Replacement Program with

GM

Cause

Page 11 of 25
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Treatment Actions
0
3
3
0
6

COB continue to
pursue
ownership of
BPES program
and Safe-T-Cam
to procure
appropriate
capital budget
required for
supported
assets.
COB has
escalated lack
of ownership of

Cause

GM

30/9/16
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secured funding in place (excluding for Safe-TCam & BPES)

Control
Environment

Quality Management System is place to ensure
the key operational processes and activities are
documented and carried out effectively.

GM

Cause

Operational key processes and activities are
audited annually

GM

Cause

Asset and site implementation management
escalation process to notify any maintenance
required.

GM

Cause

Ongoing monitoring of camera sites across the
road network to prioritise urgent refurbishments

GM

Cause

Sites monitored by Camera Networks Unit (
through real time retrieval of images) - ongoing

GM

Cause

Ongoing conduct of adhoc and routine site
surveillance

GM

Cause

Post
Treatment
Risk Level

High

Risk Sensitivity /
Level of Alert

Green - BAU

BPES program
and ongoing
infrastrcuture
and
maintenance of
Safe-T-Cam
program to the
Director SCD
0
3
3
0
7

Procurement of
limited
alternative
hardware..

Risk Appetite

Cause

GM

30/9/16

Not Yet Entered
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Risk Owner
/ Champion
OneRMS
Tier 2

Division/Branch: Safety & Compliance / Compliance Operations
Category
Risk
R0815
Pre
Controlled

Impact

Delivery

OneRMS
Tier 1

E6-Compliance Management

Mobile Speed Camera Delivery: Delay in delivery of Mobile
Speed Cameras Program resulting in failure to meet Government
/Minister’s committed milestones
Pre
PreVery
Severe
Controlled
Likely
Controlled
High
Likelihood
Risk Level
Consequences

Comment

Paul Endycott, General Manager
Paul Hayes, PM Compliance Systems

TfNSW Risk
Outcome

P1.S-Program Delivery

Asset

Mobile Speed camera program only - Failure to deliver mobile cameras program
to government committed hours of operation

Controlled
Impact

Severe

Controlled
Likelihood

Unlikely

Mitigation/Controls

Controlled
Risk Level

Treatment Actions

High
Original –
Revised Due
Date

• Road safety objective/outcomes not met
• Decrease in revenue for the NSW State
Government
• Loss of trust with
TfNSW/Government/Minister
• Damage to RMS’ reputation and credibility

Causes
• Unclear communication between key
stakeholders
• Inadequate resource planning and
forecasting
• Limited service providers (vendors)
• Ineffective contract management of
service providers
• Ineffective monitoring to determine
whether outsourced service providers are
meeting their contractual obligations

Mitigation/Controls

Treatment Actions

Speed camera strategy group meeting held bimonthly where senior RMS management and
CRS review the program delivery.

GM

Cause

Terms of reference agreement in place with CRS
and RMS.

GM

Cause

Regular updates are provided on the program
progress, finances, operation risks including
budgetary restriction

GM

Cause

Track ministerial government commitment and
delivery dates

GM

Cause

Monitoring the scheduling of service providers and
maintenance to ensure operational hours are met

GM

Cause

Automated rostering and contract management
system in place.

GM

Cause
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Control
Environment

Monthly operational meeting with service
providers/contractors regarding on-going program
progress and KPI’s

GM

Cause

Monthly review of delivered infringement hours
and tracking to target

GM

Cause

Post
Treatment
Risk Level

High

Risk Sensitivity /
Level of Alert

Green - BAU

Risk Appetite

Not Yet Entered

<<Page Br
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Division/Branch: Safety & Compliance / Compliance Operations

Risk Owner
/ Champion

OneRMS
Tier 1

OneRMS
Tier 2

Category
Risk
R0832

Pre
Controlled

Impact

Compliance

E6-Compliance Management

Heavy vehicles compliance: Failure to enforce compliance for
heavy vehicles while at Heavy Vehicle Safety Stations, on road
and at Heavy Vehicles Inspection Stations.

Major

Pre
Controlled
Likelihood

Likely

Consequences

PreControlled
Risk Level

High

Comment

Paul Endycott, General Manager
Brett Patterson, PM Enforcement
Operations

TfNSW Risk
Outcome

E6.S-Gov, Legis & Regul Enforcem

Business

There is a risk of failure of compliance technology, which will result in the
inability for Heavy Vehicle Safety Stations to screen vehicles at safety stations
and on road enforcement vehicles to process vehicle inspection. Further, with
failed compliance technology HVIS inspection data and reports will not be able
transfer to DRIVES for customers to renew registration.

Controlled
Impact

Major

Controlled
Likelihood

Possible

Mitigation/Controls

Controlled
Risk Level

High
Original –
Revised Due
Date

Treatment Actions

• Breach of Road Transport and National
Heavy Vehicle legislation and regulation
• Significant reduction to service delivery for
registration renewal
• Customer dissatisfaction
• Damage to RMS’ reputation and credibility
• Loss of trust with
TfNSW/Government/Minister and the public

Causes
• Inadequate / limited maintenance of
Truckscan and associated software or
processes (e.g.safe-T-Cam, VIRMS, C2C,
DRIVES etc)
• Untimely detection of malfunctioning of
Truckscan and Safe-T-Cam system.

Mitigation/Controls
Manual back-up system in place to process
penalty notices/sanctions

GM

Cause

IM&IT notification to Compliance Operations SMT
regarding system failure severity (4 severity
levels) via text messaging

GM

Cause

Critical Business System included in contract
agreement with vendors which includes specific
scenario testing for certain system outages eg
how long can the business operate with system
outage of 15, 30 and 60 minutes.

GM

Cause

Page 15 of 25
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Treatment Actions
0
3
3
0
3

Upgrade of
Truckscan
system to
operate on
window 7.

Cause

GM

30/12/16
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Control
Environment

Ongoing communication with Principal Managers
within the Branch for urgent matters

GM

Cause

Principal Manager’s daily review of CRM reports

GM

Cause

Disaster Recovery Plans in place

GM

Cause

Post
Treatment
Risk Level

Medium

Risk Sensitivity /
Level of Alert

Page 16 of 25

Green - BAU

Risk Appetite

Not Yet Entered
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Risk Owner
/ Champion
OneRMS
Tier 2

Division/Branch: Safety & Compliance / Compliance Operations
Category
Risk
R0928

Pre
Controlled

Impact

Delivery

OneRMS
Tier 1

E7-Contract & Contactor Mgt

Management of Service Providers: Compliance Operations is
unable to effectively monitor, manage and control the viability and
activities of third party service providers (e.g. ITS, IT Providers)
due to poor contractual arrangements and/or processes
Pre
PreMajor
Controlled
Possible
Controlled
High
Likelihood
Risk Level
Consequences

Comment

Paul Endycott, General Manager

TfNSW Risk
Outcome

E7.S-Mgt of Services Providers

Business

Includes all risks related to ensuring that the contract conditions and
requirements are met and that service providers are performing to the standards
required. This includes services provided by Joint venture arrangements,
partnerships cross Agency agreements etc whether legally binding or not.

Controlled
Impact

Major

Controlled
Likelihood

Unlikely

Mitigation/Controls

Controlled
Risk Level

Treatment Actions

Medium
Original –
Revised Due
Date

• Service Delivery: Failure to deliver to
expectations
• Financial Management: Increased costs
and lower performance

Causes
• Complex contractual clauses and implied
obligations not fully understood and
communicated to people managing the
contract
• Poor negotiation of original contract
(ineffective due diligence or lack of
knowledge sharing in the organisation)
• Lack of KPI's and penalty clauses
• Right of Audit not extensive enough
• Ineffective third-party supplier monitoring
to determine whether outsourced suppliers
are performing their contractual obligations
• Contracts entered into without adequate
legal oversight or opinion
Control
Environment

Mitigation/Controls

Treatment Actions

Clear contractual arrangement including clear
roles and responsibilities, delegation of authority
,key performance measures, milestone dates and
penalty clauses built in contract

GM

Cause

Contracts reviewed by Legal

GM

Cause

Site visits and self-assurance program

GM

Cause

All invoicing reviewed and approved under
delegated authority

GM

Cause

Contract monitored on regular basis and penalties
associated with non compliance

GM

Cause

Monthly/Quarterly Vendor Management meetings
with outsourced vendors to monitor status of
service delivery

GM

Cause

Post
Treatment
Risk Level

Medium

Risk Sensitivity /
Level of Alert

Page 17 of 25

Green - BAU

0
2
2
9
3

Establish
contract
compliance
register for key
contracts.

Risk Appetite

Cause

Original –
Revised Due
Date

30/9/16

Not Yet Entered
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Division/Branch: Safety & Compliance / Compliance Operations
Category
Risk
R0932

Pre
Controlled

Impact

OneRMS
Tier 1

Delivery

S4-Network Availibility & Usage

Incident Response: Compliance Operations fails to respond
promptly and effectively to an external incident or disruption to the
enforcement services that impacts the public.

Major

Pre
Controlled
Likelihood

Possible

Consequences

PreControlled
Risk Level

High

Risk Owner
/ Champion
OneRMS
Tier 2

Comment

Paul Endycott, General Manager

TfNSW Risk
Outcome

S4.S-Incident Response

Travel

Includes all response to an incident and disruption whether directly by RMS or
via a third party provider. Primary related to incidents occurring external to RMS
- e.g: weather impact, terrorism threat/impact.
For compliance operations, there is no mandate to attend all incidents.
Technology incident response - Compliance Systems area whilst on road
enforcement incident response - Enforcement Operations area

Controlled
Impact

Major

Controlled
Likelihood

Unlikely

Mitigation/Controls

Controlled
Risk Level

Treatment Actions

Medium
Original –
Revised Due
Date

• Asset Management - Loss of infrastructure
• Reputation - Customer dissatisfaction
• Stakeholder Intervention - Ministerial
Intervention

Causes
• Natural events (eg flood, fire, earthquake,
slopes) see separate risk
• Increased Usage - eg excess heavy
vehicles
• High number pre-1946 bridges
(overloading)
• Third party impact eg mining
• Lack of adequate maintenance
• Failure to identify potential incident
• Lack of crisis management and incident
response plans
• Lack of skilled available resources

Mitigation/Controls

Treatment Actions

Members of the public are encouraged to call
131701 number to report any unplanned outages
of traffic signals which goes direct to the TMC to
raise the incident and to send out technicians

GM

Cause

Asset Maintenance Program risk based and
prioritised to unsafe/high risk areas

GM

Cause

RMS Regional Managers and the Local electricity
supply authorities escalation procedures in place

GM

Cause

Ability to limit conditions eg access, speed limits,
weight

GM

Cause

Spare Power Generators available on all sites.
(checked annually)

GM

Cause
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Incident Response Plans in place

Control
Environment

Post
Treatment
Risk Level

Medium

Risk Sensitivity /
Level of Alert

GM

Green - BAU

Cause

Risk Appetite

Not Yet Entered
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Risk Owner
/ Champion
OneRMS
Tier 2

Division/Branch: Safety & Compliance / Compliance Operations
Category
Risk
R0935

Pre
Controlled

Impact

OneRMS
Tier 1

Financial

E1-Financial Management

Financial Management Reporting: Inadequate information
systems and/or poor governance, escalation reporting processes
and record keeping results in inaccurate financial reporting and
poor financial management.

Serious

Pre
Controlled
Likelihood

Likely

Consequences

PreControlled
Risk Level

High

Comment

Paul Endycott, General Manager

TfNSW Risk
Outcome

E1.S-Financial Mgt Reporting

Business

This risk is designed to capture all financial information and record keeping up to
and including accuracy of financial and management accounts. It includes
actual, budget and forecasts. It does NOT include our ability to meet budget –
see Cash Flow Management.
Inaccurate financial reporting due to inadequate information systems, record
keeping and/or financial management.

Controlled
Impact

Serious

Controlled
Likelihood

Possible

Mitigation/Controls

Controlled
Risk Level

Treatment Actions

Medium
Original –
Revised Due
Date

• Legislative/Regulatory – Breach of
Treasury and/or Finance directives
• Reputation – State media coverage
• Stakeholder Intervention - Government
intervention
• Governance – Poor or inappropriate
decision making

Causes
• Failure to effectively monitor key activities
including critical/essential internal controls,
financial performance, compliance
• Errors or omissions not promptly or
correctly captured and accounts adjusted
accordingly.
• Businesses not managed to budget
• Poor information systems and reporting
tools
• Data not being analysed into information

Mitigation/Controls

Treatment Actions

Finance Committee reviews accounts and
financial performance – lowering possibility of
reporting errors externally

GM

Conse
quenc
e

Monthly (internal) Financial Statements allows for
early detection of errors or problems – reviewed
by Director; CFO and Chief Executive

GM

Conse
quenc
e

SAP/Equip financial recording and reporting
systems

GM

Cause

Monthly Divisional SMT meetings discuss financial
performance

GM

Cause
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• Complex systems and processes
• Lack of clear Governance Structure /
Accountabilities

Control
Environment

Financial policies, procedures and guidelines
established and available via intranet

GM

Cause

Compliance with Australian Accounting Standards,
Treasury Directives, Public Finance and Audit Act
etc.

GM

Cause

Monthly reconciliation of key accounts

GM

Cause

Chart of Accounts in place

GM

Cause

Monthly (internal) Financial Statements allows for
early detection of errors or problems – reviewed
by Director; CFO and Chief Executive

GM

Cause

Finance Committee reviews accounts and
financial performance

GM

Cause

Post
Treatment
Risk Level

Medium

Risk Sensitivity /
Level of Alert

Green - BAU

Risk Appetite

Not Yet Entered
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Risk Owner
/ Champion
OneRMS
Tier 2

Division/Branch: Safety & Compliance / Compliance Operations
Category
Risk
R0949

Pre
Controlled

Impact

Strategic

OneRMS
Tier 1

S2-Customer and Commun
Engage

Stakeholder Engagement: Compliance Operations fail to consult
with community, industry and other stakeholders on decisions that
affect them resulting in loss of reputation and possible delays in
program/project delivery and enforcement activity
Pre
PreModerate
Controlled
Frequent
Controlled
High
Likelihood
Risk Level
Consequences

Comment

Controlled
Impact

Paul Endycott, General Manager

TfNSW Risk
Outcome

S2.S-Stakeholder Engagement

Customer

Goes primarily to Reputation. Includes all external to RMS communication and
stakeholder engagement other than Government. Includes RMS engagement
with interest groups, professional bodies and communities.

Moderate

Controlled
Likelihood

Likely

Mitigation/Controls

Controlled
Risk Level

Treatment Actions

Medium
Original –
Revised Due
Date

• Reputation: Loss of stakeholder confidence
and trust
• Service Delivery: Failure to deliver to needs
and expectations
• Governance: Inappropriate strategies and
business plans
• Stakeholder Intervention: Government
intervention

Causes
• Not obtaining buy-in from a community
trusted advisor/industry
• Failure to understand stakeholder
expectations
• Poor Stakeholder Engagement –
Government/ industry/community
• Failure to foresee and plan for a
‘reasonably foreseeable event’
• Failure to respond in an appropriate
manner to the circumstances (ie too
legalistic response)

Mitigation/Controls

Treatment Actions

Formal Stakeholder Engagement Strategy &
Communication and Education of industry groups

GM

Cause

Quarterly ‘market research’ community
satisfaction survey to gauge customer’s
awareness and expectations – Camera Systems.

GM

Cause

Regular involvement and discussion with
interest/lobby groups such as the NRMA

GM

Cause

Regular meeting with the RMS senior
management team, TfNSW and key stakeholders
including Police and other agencies.

GM

Cause

Robust Incident Management procedures in place

GM

Cause

Page 22 of 25

Original –
Revised Due
Date

.

341

E18_0281 AS-25-001 PR-0001 D10528954

Enterprise Risk Profile Report

CHIEF EXECUTIVE-IN-CONFIDENCE

as at Monday, 25 July 2016

– Enforcement Operations WHS
Ministerial briefings and correspondence within set
KPIs and approved/agreed timeframe.

Control
Environment

Post
Treatment
Risk Level

Medium

Risk Sensitivity /
Level of Alert

GM

Green - BAU

Cause

Risk Appetite

Not Yet Entered

<<Page Break>>
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Risk Owner
/ Champion
OneRMS
Tier 2

Division/Branch: Safety & Compliance / Compliance Operations
Category
Risk
R2137

Pre
Controlled

Impact

OneRMS
Tier 1

Safety

E6-Compliance Management

BPES & Safe-T-Cam: Road safety compromised due to BPES
(Bus Program… Program Alliance Management and Safe-T-Cam
operation failure

Severe

Pre
Controlled
Likelihood

Likely

Consequences

PreControlled
Risk Level

Very
High

Comment

Controlled
Impact

Paul Endycott, General Manager

TfNSW Risk
Outcome

E6.S-Legislative& Regulator Comp

Existing sites: Safe- T-Cam on the road network require end-of-life replacements
or refurbishment., CSIRO has ended the maintenance contract. There is no
funding allocated and no alternate technology developed.
Ownership of BPES program has been allocated by Journey Management
however there is still no structured policy management going forward for this
program. ( travelling in bus lanes, mandatory heavy vehicle inspection drivethroughs and heavy vehicle fatigue management)
Severe

Controlled
Likelihood

Possible

Mitigation/Controls

Controlled
Risk Level

High
Original –
Revised Due
Date

Treatment Actions

• Loss of trust with
TfNSW/Government/Minister
• Substantial cost to refurbish cameras that
have waited significantly for replacement.
• Failure to meet road safety objective.

Causes
• Lack of ownership of programs for BPES
• Un-formalised communication between
key stakeholders (e.g. Journey
management and COB) on policy and
operational issues.
• Unclear role and responsibility of the
programs
• Insufficient funds or no funds allocated to
Safe-T-Cam system enhancement and
ongoing maintenance
• No alternate vendor to support developed
for Safe-T-cam system.

Mitigation/Controls
Clear communication relating to asset
management to ensure forecasts can be
generated and funds budgeted to ensure business
continuity

GM

Cause

Monitoring and reporting monthly on KPI’s for
camera up time to ensure cameras are working
appropriately

GM

Cause

Asset and site implementation management
escalation process to notify any maintenance
required.

GM

Cause
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Original –
Revised Due
Date

Treatment Actions
0
3
3
0
4

COB continue to
pursue
ownership of
BPES program
and Safe-T-Cam
to secure
appropriate
capital budget
required for
replacement
and
maintenance of
assets..

Cause

GM

30/9/16
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Enterprise Risk Profile Report

CHIEF EXECUTIVE-IN-CONFIDENCE

as at Monday, 25 July 2016

• CSIRO ended the maintenance contract
with the existing vendor

Control
Environment

COB has
escalated lack
of ownership of
BPES program
and ongoing
infrastructure
and
maintenance of
Safe-T-Cam
program to the
Director SCD
and senior
management.]
Post
Treatment
Risk Level

High

Risk Sensitivity /
Level of Alert

Green - BAU

Risk Appetite

Not Yet Entered

<<Page Break>>
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Procurement Thematic Analysis – Discussion Paper

1. Executive Summary
1.1 OBJECTIVE

1.2 BACKGROUND

As part of the RMS Internal Audit Plan 2015-16, KPMG was
requested to undertake an analysis of emerging themes and
risks in relation to procurement activity across RMS.

RMS operates under a decentralised procurement model
with each Division within RMS responsible for
administering its own procurement processes. This
includes the development of procurement strategies,
management of tendering and evaluation and post
contract award activities. The RMS Procurement Branch
has been established to provide strategic support for
procurement activities across the divisions to reduce cost,
improve performance and mitigate risk. Strategic support
for procurement activities is also provided by specialists
areas within Asset Maintenance Division and
Infrastructure Development Division for construction
industry procurement.

The information contained within this discussion paper is
based on the following:
• Consideration of procurement related internal audit
projects delivered by KPMG and any other relevant
procurement related reviews for the period 1 July 2014 to
present to identify:
• Underlying risks, issues and root causes across
RMS procurement activity; and
• Strategic decisions or issues arising outside the
scope areas of these audits that require Senior
Management/Executive level consideration;
• Research and provision of insight regarding emerging
challenges and strategies across other departments,
agencies and industries in relation to procurement; and
• Interviews with key stakeholders within RMS in relation
to the current state of procurement practice and the
challenges faced by procurement managers.

All procurement activity must be performed in accordance
with both RMS and NSW Government procurement
policies. Procurement of goods and services, including
materials and equipment, is governed by the RMS
Procurement Manual and construction industry
procurement (including design) is governed by the
Engineering Contracts Manual.
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1.3 Attention
This was prepared solely for your use per our
engagement contract and may not be distributed without
our consent. KPMG does not accept responsibility for any
third party or unintended use.
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1. Executive Summary

RMS operates under a decentralised procurement model that provides the flexibility to execute, manage and control procurement
activities. This paper highlights a number of emerging themes and risks noted through the conduct of internal audit projects that may
warrant further consideration to ensure RMS achieves the appropriate balance between flexibility and value for money outcomes.

1.
EXECUTIVE
SUMMARY

Key considerations in a decentralised procurement environment include:
• How does RMS ensure it has the right procurement capabilities, particularly in higher risk areas?
Ensuring employees are appropriately trained and have the right level of experience and commercial acumen to respond to major
procurement activity is essential in RMS’ decentralised environment. The central procurement team currently provide procurement
training across RMS. However, across audits undertaken by KPMG and other reports furnished to management, it would appear
that there is not a clearly defined procurement capability framework for RMS and an adequately resourced capability development
program to effectively support the decentralised model.

2. EMERGING
THEMES

• What are the common processes and controls across RMS that enable value for money outcomes?
In leading organisations with decentralised procurement functions like RMS, senior management and line management is
supported through analysis and reporting of items such as standard spend structures and portfolio spend management. In leading
organisations procurement knowledge management and professional capabilities across key functions are clearly defined with a
common understanding of corporate procurement objectives. Based on internal audits undertaken by KPMG there is currently
limited analysis and reporting of aggregated procurement spend, no central approach to procurement knowledge management or
a central register of professional procurement standards.

3. ACTIONS
FOR
CONSIDERATIO
N

• Is consistent criteria applied when making decisions in relation to temporary and contracted resources?
Temporary labor and professional service contracts are an essential part of RMS’ overall resource strategy and is a significant
proportion of procurement spend. Common principles and criteria are required to ensure value for money is achieved and legal
and employment obligations are met. Due to increasing demands for flexibility from employees and employers, there is an
increasing focus on employment law and employee rights which should also be considered as part of RMS’ procurement practices
when engaging labor hire and professional service providers.

APPENDIX 1:
REPORTS
CONSIDERED

• Are policies and procedures fit for purpose to ensure a consistent approach to procurement?
Government agencies traditionally struggle with balancing the requirements to control the use of public funds with the need for a
lean, responsive process. Overarching procurement policy, procurement manuals, and local procedures exist across the business
depending on the nature of the procurement (goods and services, and infrastructure). Many of these are highly complex and there
are instances of contradictory guidance between some RMS policies and procedures. RMS has also established its own panels
for goods and services that could be procured through whole-of-government panels. Inefficiencies due to duplication,
contradictory and onerous controls make it hard to achieve lean and robust processes.
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2. EMERGING THEMES
2.1

PROCUREMENT CAPABILITIES

Decentralised procurement model requires non-procurement professionals to
perform procurement activity
RMS operates under a decentralised procurement model with employees throughout the
organisation charged with various responsibilities related to procurement. To support this
model, a Procurement Branch was established to provide advice and a level of
compliance monitoring across RMS. Responsibility for procurement rests within each
division with its own procurement staff.
Throughout various internal audits, management have highlighted concerns in relation to
the suitability and procurement skill level of staff with procurement roles and
responsibilities. This concern was also noted in the recent RMS Procurement Capability
Assessment conducted in October 2015 by the RMS Audit and Risk branch, which
highlighted the following key observations:
• Concerns around capability, evidenced by feedback from the business around lack of
adequate knowledge, poor adherence to contract compliance management and
contract disclosure requirements; and
• Although there are policies and procedures in place, reading and comprehending
those policies is the responsibility of the staff member. The lack of formal training
programs to ensure staff are aware of requirements is compounded by a lack of
knowledge sharing sessions.

RECOGNITION
OF SKILL GAPS
Government agencies are
becoming increasingly aware of
their deficiencies with regards to
skills in procurement. There is
increasing awareness of the need
for a high level of commercial
acumen and understanding of
market specifics.
The NSW Government has
developed a Procurement
Capability Framework which
provides a holistic view of the
knowledge, skills and capabilities
required to support effective
procurement within Agencies. Key
capabilities include: strategic
sourcing, supplier relationship
management, and contract
management.
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Risk to RMS:
•

Procurement undertaken by staff who do not have the requisite training and procurement capabilities may lead to breaches of
procurement policies; and

•

RMS may not achieve optimum outcomes if procurement activity and commercial negotiations are undertaken by nonprocurement professionals.
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2. EMERGING THEMES

2.2 VALUE FOR MONEY AND PROCUREMENT
PROCESS MONITORING
Varying levels of contractor and procurement monitoring

E18/0281/AS-25-001/PR-0001 D10529099

MONITORING &
REPORTING
Leading organisations use a number of enablers
to facilitate decentralised procurement decisions:

While RMS’ decentralised procurement model provides the required
flexibility to adapt procurement practices, there is limited aggregation of
procurement spend data and performance measurement across RMS.

• Standard spend structures and
categorisation to ensure consistency of data
reporting between business units and facilitate
effective aggregation of total Agency spend.

Internal audits noted most procurement information and decisions are
retained within individual divisions, with limited sharing of information or
analysis to assess whether best value for money has been achieved and
identify procurement trends and challenges across RMS.

• Portfolio spend management such that
categories are segmented by business unit &
managed under the most suitable approach.

Internal audits also noted that while policies and procedures are in place
to govern contractor performance, the contract management process is
not always used effectively to identify underperforming contactors and
escalate instances of non-compliance with policy and procedures.
Contractor Performance Reports (CPRs) are not consistently completed
in accordance with established policies and procedures.
The implementation of Transport Equip will provide additional
functionality to monitor and control procurement spend and contractor
activity, which may allow for more informed procurement decisions
across RMS.

• Performance reporting such that standard,
whole of Agency functional procurement
performance indicators can be communicated.
• Consistent knowledge management that
provides shared resources to inform better
practice procurement, including economic
analysis, financial reports and contract lists.
• Common professional standards and
accreditation for both Agency capabilities
and individual professional development,
permitting the development of a consistent
baseline against which targeted development
initiatives can be proposed.

Risk to RMS:
•

A limited ‘one RMS’ view of procurement practices limits the ability to make informed procurement decisions; and

•

Lack of established and agreed upon performance management mechanisms limits management’s ability to monitor and assess
contractor performance against the agreed upon objectives and deliverables.
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2. EMERGING THEMES

2.3 PROFESSIONAL SERVICE CONTRACTORS (PSC)
VERSUS LABOUR HIRE
PSCs engaged where labor hire was possibly more appropriate
Labour hire and professional service contracts are an essential part of
RMS’ overall resource strategy and is a significant proportion of
procurement spend. PSCs are engaged to deliver a defined scope of works
while labour hire is engaged to temporarily fulfil a baseline resourcing
requirement as a limited duration employee. Labour hire personnel are
paid in accordance with scheme rates, while PSCs are paid in accordance
with the terms of the contract which is often substantially more costly. As a
result, a PSC may result in substantially higher costs for RMS than if
engaged under a labour hire contract, limited duration or established
position.
Internal audits performed across RMS noted numerous instances in which
PSCs were engaged rather than labour hire employees. In many cases this
was due to the perception that it is not possible to adequately resource
using the labour hire process due to the high market demand and high
salaries that can be commanded. Under this rationale, IM&IT made a
business decision to fulfil resourcing requirements solely through PSCs and
not through labour hire, regardless of the nature of the engagement.

EMPLOYMENT LAW
CONSIDARATIONS
An emerging trend in employee engagement
is offering employees flexibility in how and
where they perform their work. However,
some contractual arrangements can lead to
problems for an employer if a worker does not
have the benefit of the protection of minimum
conditions of employment. If workers are
legally deemed to be employees, an employer
has an obligation to provide them with
minimum employment entitlements.
The Productivity Commission's Draft Report
on Australia's Workplace Relations
Framework released in 2015 considered the
current test for determining whether a worker
is an employee or independent contractor.
The courts have developed a complex
"multifactor" test for determining a worker's
legal status, including the way work is
performed, how it is paid for, whether the
worker is free to work others while engaged
and the worker's reporting obligations.

1.
EXECUTIVE
SUMMARY

2. EMERGING
THEMES

3. ACTIONS
FOR
CONSIDERATIO
N

APPENDIX 1:
REPORTS
CONSIDERED

Risk to RMS:
• By not appropriately sourcing personnel to meet resourcing needs, RMS may not be obtaining the best value for money. In
addition, this impedes management’s ability to accurately budget for labour expense and labour caps; and
• Incorrectly engaging employees as contractors could result in penalties to RMS in lieu of superannuation, PAYG and payroll tax
obligations.
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2. EMERGING THEMES

VALUE FOR MONEY
CONSIDERATIONS

2.4 PSC CONTRACT VARIATIONS
Limited guidance governing contract variations and extensions for PSCs
The RMS procurement policy outlines tender requirements based on the value
of the PSC, however, limited guidance is provided for when PSCs are extended
beyond their initial approved value. Internal audits identified instances where
PSCs were extended to up to 16 times the original contract value, which may be
indicative of a need to improve project scopes. It has also been observed that
contracts are varied with no additional tenders being performed or additional
approvals being provided.
The implementation of Transport Equip will facilitate appropriate sign-off through
the workflow process and combine the dollars of each variation to ensure
adequate approval.

A common cause of variations and
extension to contracts is due to poor
scope definition at the stage of
identifying business requirements. It is
therefore important for any procurement
decision that the longer term
requirements are considered early.
Government agencies are increasingly
moving away from selecting the
cheapest option to ensuring the best
mix of quality and effectiveness for the
least outlay. Historically price has been
the main determining factor but this
does not always lead to the best
outcomes. There is an increased focus
on the development and monitoring of
key performance indicators to ensure
value for money is achieved and
maintained throughout the duration of
contracts.

Risk to RMS:
• Value for money is not achieved;
• Large contracts are awarded with limited competitive analysis;
• Sourcing practices may be perceived as unfair or lacking transparency across suppliers; and
• Breach of established delegations of authority.
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2. EMERGING THEMES

2.5 POLICIES AND PROCEDURES
Highly complex procurement policies and procedures
RMS procurement is currently governed by two separate manuals:
•
Procurement Manual (for goods and services); and
•
Engineering Contracts Manual.
Multiple procedures sit beneath these manuals, resulting in a high volume of process
documentation to be considered when undertaking procurement activity. Internal audits
found instances of contradictory guidance between policies and procedures, specifically
in relation to the number of tenders required, mandatory versus recommended
processes and application for construction versus non-construction procurement.
Furthermore, the processes and approvals required for PSCs differs depending on the
nature of the contract. Non-infrastructure contracts require Business Review Unit (BRU)
approval under some circumstances while infrastructure and construction contracts do
not. However, construction as defined in the ‘Code of practice for procurement’ has not
been effectively communicated and is not consistently applied across all divisions which
has resulted in uncertainty of which PSCs require BRU approval.
Discussions with management highlighted that the complexity of procurement policies
and procedures contributes to inconsistent procurement practices within divisions and
across the organisation.

LEANER
PROCESSES
Government agencies traditionally
struggle with balancing the
requirements to control the use of
public funds with the need for a
lean, responsive process.
Inefficiencies due to onerous
controls make it hard to achieve the
ideal lean but robust process.
The NSW Government is currently
undergoing a reform which
includes a focus on providing for
strategic, agile procurement. This
includes replacing obsolete legacy
procurement rules with a modern,
principal-based procurement policy
framework which encourages
agencies to take responsibility for
their procurement decisions.

Risk to RMS:
• Policies and procedures which are not easy to understand result in increased non-compliance due to genuine error;
• Difficult to follow policies can create a culture of acknowledged non-compliance which, when combined with a lack of clarity over
expected practice, makes it hard to identify employees who are deliberately circumventing the policy to their own advantage;
• Increased risk of contract manipulation which may impact the ability to obtain best value for money; and
• Sourcing practices may be perceived as unfair or lacking transparency across suppliers.
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2. EMERGING THEMES
2.6 PANEL USAGE

Use of RMS established panels rather than whole-of-government panels
The NSW Government has developed panels and prequalification schemes to
maximise efficiency in the procurement of PSCs. The service providers are
prequalified on the basis of their capabilities and their performance is monitored to
ensure standards are maintained. RMS also maintains its own panels, appointed
through a contract or deed of standing offer with RMS to be used as required.
In accordance with the RMS Procurement Manual and NSW Government
procurement policies, whole-of-government panels are to be used in the first instance
when available. However, internal audits have identified that some divisions have
established and use their own panels, rather than whole-of-government or RMS-wide
panels, which may result in duplication of effort across the organisation. Internal
audits also identified instances where divisional panel providers offered similar
services to those that could be accessed through whole-of-government panels.

1.
EXECUTIVE
SUMMARY

HIGH RELIANCE
ON PANELS
Observations across government
agencies have noted that panel
contracts are being used as the
default procurement strategy given
the simplicity of engaging the
supplier. However, this has resulted
in a reduced focus on strategic
procurement and thus a potential
limitation on achieving best value
for money. Ideally, panels should
be used for ad-hoc, difficult to
forecast procurement, while
strategic alternatives, such as
entering into established period
contracts, should be considered for
planned procurement.

Risk to RMS:
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• Duplication of effort and increased administrative costs when engaging PSCs;
• Best value for money may not be achieved by using RMS established panels rather than whole-of-government panels due to
reduced volumes and buying power;
• May lead to perceptions of favouritism and lack of transparency in procurement practices; and
• Maintaining low use contractors on panels limits opportunities for new suppliers to join panels. This increases the risk that PSCs
will be engaged through providers who do not provide the best value for money.
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3. ACTIONS FOR CONSIDERATION

To ensure RMS has adequately addressed the key considerations in a decentralised procurement environment, as highlighted
throughout this discussion paper, management should:

Procurement Capabilities

Consider using the NSW Public Service Commission capability framework or a
tailored version to establish a procurement capability development program for the
whole of RMS.

Value for money and
procurement process
monitoring

Consider reviewing existing reporting processes and develop a fit for purpose
executive and management reporting processes for procurement across RMS.

Use of temporary and
contracted resources

Consider reviewing resource strategies in areas where high levels of temporary
labour and professional service contracts are being utilised.
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Policies and procedures

Consider how procurement policies interact across the business and their impact
on the ability of front line staff to understand their procurement roles and
accountabilities.
APPENDIX 2:
CONSULTATION
S
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Appendix 1 – Reports Considered
Internal RMS Reports

Procurement Capability Assessment

1.
EXECUTIVE
SUMMARY

Procurement Compliance Review
Transport Equip Bulletin
Procurement Healthcheck Report
Skill Hire Management

2. EMERGING
THEMES

Purchasing Cards / Data Analytics
Professional Services Contractor Usage
Maintenance Materials and Equipment Procurement
Engineering Services PSC Panels – Procurement and Contract Management
External Publications
Cloud 9: The Future of Public Procurement

3. ACTIONS
FOR
CONSIDERATIO
N

Future-proof Procurement (KPMG Publication)
NSW Procurement Savings Roadmap (KPMG Publication)
NSW Procurement Strategic Directions Statement 2014-15 Update
Queensland Whole of Government Procurement Technical Competency Framework
NSW Public Sector Capability Framework

APPENDIX 1:
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RMS Policies, Procedures and Plans
RMS Procurement Management Plan
RMS Procurement Functional Strategy
RMS Procurement Policy
RMS Engineering Contracts Manual

APPENDIX 2:
CONSULTATION
S

RMS Procurement Manual for Goods and Services
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Appendix 2 – Consultations
The table below outlines all personnel who were involved in discussions and contributed to the
findings detailed in this discussion paper:
Name

Title

Jane Ridley

Director Corporate and Commercial

Rochelle Kirk

A/Chief Procurement Officer

Donna Willis

Senior Procurement Specialist

Sarah Collins

Agency Process Lead – Procurement

John Dinan

General Manager, Regional Maintenance Delivery

David Hunter

General Manager, Boating Operations

The table below outlines all personnel who are on the distribution list for this discussion paper:
Name

Title

Jane Ridley

Director Corporate and Commercial

Rochelle Kirk

A/Chief Procurement Officer

Donna Willis

Senior Procurement Specialist

Sarah Collins

Agency Process Lead – Procurement

Andrew Graham

Chief Audit and Risk Officer

Ethan Nguyen

Principal Manager Audit

David Hunter

General Manager, Boating Operations
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Contact us

The contacts at KPMG in connection
with this discussion paper are:

Margaret Smylie
Partner
msmylie@

7107
056

Iain Muirhead
Director
9127
766
iainmuirhead

Disclaimer
This report has been prepared by KPMG at the request of Roads and Maritime Services (RMS) in our capacity as advisors in accordance with the terms and limitations set out in our engagement contract. The information presented in this report has been prepared by KPMG
from information provided by RMS. KPMG has relied upon the accuracy and completeness of this information, and has not independently verified it, except to the extent specified in this report. KPMG may in its absolute discretion, but without being under any obligation to
do so, update, amend or supplement this report.
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4 Roads &

-1111

Memo

Maritime

To:

Jane Ridley, Director Corporate and Commercial

CC:

Andrew Graham, Chief Audit and Risk Officer

From:

Sarah Collins, Chief Procurement Officer

Date:

3/04/2017

Ref:

A14822506

Pages:

2

Subject:

Procurement Thematic Analysis

Issue
KPMG provided Roads and Maritime Services (RMS) a Procurement Thematic Analysis (Attachment A)
which contained four main areas of recommendation.
Background
As part of Roads and Maritime Internal Audit Plan 2015-16, KPMG was requested to undertake an
analysis of emerging themes and risks in relation to procurement activity across Roads and Maritime.
The Chief Audit and Risk Officer presented the report to the Procurement Oversight Group and the
Director Corporate and Commercial in October 2016.
It was agreed that Audit and Risk and Procurement Branches would summaries and provide an action
plan on how to remedy the recommendations. An action plan, as agreed with the Audit and Risk Branch
is attached for information.
Procurement Branch have already progressed actions against a number of the recommendations within
the KPMG report. Most notably:
•
•
•

Action 4 — Operationalise procurement dashboard reporting; which was endorsed by the
Executive in February 2017.
Action 5 — the Strategic Relationship Manager role has been established.
Action 8 — an update to the overarching Procurement Policy and Procurement Manual for goods
and services and construction was approved by the RMS Chief Executive in October 2016

Remaining actions will be progressively implemented during 2017 and monitored by the Audit and Risk
Branch through routine internal audit follow up processes.
Recommendation
It is recommended that the Director Corporate and Commercial note the above actions and refer to the
Chief Audit and Risk Officer to brief the Audit and Risk Committee.

Sarah Collins
Chief Procurement Officer

1
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Agreed actions — KPMG Procurement Thematic Analysis — October 2016.

Area

KPMG Recommendation

Procurement
Capability

Consider using the NSW Public Service
Commission capability framework or a
tailored version to establish a
procurement capability development
program for the whole of RMS.

Procurement
Process

Consider reviewing existing reporting
processes and develop a fit for
purpose executive and management
reporting process for procurement
across RMS

Agreed action
1.

Accountability

Include a procurement capability assessment as part Chief Procurement
of the 2017 procurement re-accreditation process.
Officer

Due date
30 June 2017

. Establish a capability development program and
plan for its implementation over the next three
years.

Chief Procurement
Officer

30 June 2017

. Where appropriate, adopt whole of government
procurement modules as part of the capability
development program.

Chief Procurement
Officer

30 June 2017

. Operationalise management reporting in line with
the procurement dashboard presented to the RMS
Executive in February 2017.

Chief Procurement
Officer

Complete

. Establish Strategic Relationship Manager role to
provide strategic advice across all categories (direct
and indirect) and segment suppliers.

Chief Procurement
Officer

Complete

. Implement and operationalise Strategic Sourcing
and Category Management modules within Equip.

Chief Procurement
Officer

31 July 2017

Use of
contract
resources

Consider reviewing resource strategies
in areas where high levels of
temporary labour and professional
service contracts are being utilised.

Issue guidelines including advice to the business on
when and how to engage labour hire, Professional
Service Contractors (PSC's) and Major Suppliers of
Consultancy Services.

Chief Procurement
Officer

30 May 2017

Policy and
procedures

Consider how procurement policies
interact across the business and their
impact on the ability of front line staff
to understand their procurement roles
and accountabilities

Ensure procurement policies across the business are
consistent from the end user's point of view as part
of the review of the Procurement Policy and
Procurement Manual for goods and services and
construction.

Chief Procurement
Officer

Complete
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Inherent Limitations
This report has been prepared as outlined in the Internal Audit Scope Document dated 16 February 2016. The services provided in connection with the
engagement comprise an advisory engagement which is not subject to assurance or other standards issued by the Australian Auditing and Assurance
Standards Board and consequently no opinions or conclusions intended to convey assurance will be expressed.
Due to the inherent limitations of any internal control structure, it is possible that fraud, error or non-compliance with laws and regulations may occur and
not be detected. Further, the internal control structure, within which the control procedures that are to be subject to the procedures we perform and operate
will not be reviewed in its entirety and, therefore, no opinion or view is to be expressed as to its effectiveness of the greater internal control structure. The
procedures to be performed are not designed to detect all weaknesses in control procedures as they are not performed continuously throughout the period
and the tests performed on the control procedures are on a sample basis. Any projection of the evaluation of control procedures to future periods is subject
to the risk that the procedures may become inadequate because of changes in conditions, or that the degree of compliance with them may deteriorate.
No warranty of completeness, accuracy or reliability can be given in relation to the statements and representations made by, and the information and
documentation provided by Roads & Maritime Services (RMS) management and personnel. We shall seek to independently verify those sources unless
otherwise noted within the report. We are under no obligation in any circumstance to update the report, in either oral or written form, for events occurring
after the report has been issued in final form unless specifically agreed with RMS.
The internal audit findings expressed in the report will be formed on the above basis.
Reference to ‘Review’ and ‘Audit’
Reference to ‘Review’ and ‘Audit’ throughout this report has not been used in the context of a review or audit in accordance with assurance and other
standards issued by the Australian Auditing and Assurance Standards Board.
Third party reliance
This report is solely for the purpose set out above and for RMS information, and is not to be used for any other purpose or distributed to any other party
without KPMG’s prior written consent.
This internal audit report has been prepared at the request of the RMS Audit & Risk Committee or its delegate in connection with our engagement to
perform internal audit services in accordance with the terms of the Prequalification Scheme Standard Form of Agreement dated 14 August 2015 and
Internal Audit Scope Document dated 16 February 2016. Other than our responsibility to the Audit & Risk Committee and Management of RMS, neither
KPMG nor any member or employee of KPMG undertakes responsibility arising in any way from reliance placed by a third party, including but not limited to
RMS’ external auditor, on the internal audit report. Any reliance placed is that party’s sole responsibility
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1. Executive Summary
1.1 Objective
In accordance with the 2015-16 RMS Internal Audit Plan approved by the Chief Executive, KPMG
has undertaken an internal audit of hired plant procurement and contract management by Regional
Maintenance Delivery (RMD). This report details the results of the internal audit.
The objective of the audit was to assess the adequacy and effectiveness of controls in place to ensure the
sourcing of hired plant by RMD is undertaken fairly, transparently and achieves value for money.
Specifically, the audit focused on risks associated with:





Governance and reporting;
Requests for hired plant; and
Financial management and contract/supplier management

The detailed scope and associated risk focus areas are contained in the internal audit scope document
agreed with Director, Asset Maintenance in June 2016.

1.2 Background
RMD is a branch within the Asset Management Division (AMD) that provides road, bridge and
traffic facility construction and maintenance services, and complementary plant and equipment supply and
maintenance. Works are delivered by teams based in regional (Northern, Hunter, South West, Western,
Southern and Statewide Delivery) and district offices. The range of services provided typically requires the
hiring of plant commonly used on site, such as trucks, machinery and equipment, as well as other items,
such as site sheds, amenities or storage. Hired plant may be supplied with (wet hire) or without (dry hire) an
operator. Over $60 million is incurred annually on hired plant.
While RMD initiates the hired plant procurement process, Transport Shared Services (TSS) manages the
hired plant engagement, disengagement, and payment processes across the regions on behalf of RMS
under a service level agreement. A panel of pre-approved operators and hired plant is maintained on a hired
plant system by RMD Fleet Services. There are about 600 contractors and 9000 items of plant on the
database, with each being ranked by RMD Fleet Services based on price, specification and availability.
Plant from the database is sourced by RMD staff submitting one of the following forms to a TSS Hired Plant
Clerk:



Hired Plant Request (HP1) form which requests the Clerk to source the most appropriate plant from the
hired plant database; and



Hired Plant Approval (HP2) form in circumstances where there is a need for an exemption from the
hired plant database selection process. For example, to source plant from a specific supplier, including
suppliers not included in the database due to time restraints. The HP2 form acts as the formal business
case and must be endorsed by the District Works Manager and approved by the Maintenance Delivery
Manager.

KPMG | 2
© 2016 KPMG, an Australian partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative
(“KPMG International”), a Swiss entity. All rights reserved. The KPMG name, logo and "cutting through complexity" are registered trademarks or trademarks of KPMG International.
Liability limited by a scheme approved under Professional Standards Legislation.

364

E18/0281/AS-25-001/PR-0001 D10529079

Hired Plant Procurement and Contract Management by RMD

1.3 Overall assessment
Based on the audit procedures undertaken and evidence gathered, the overall assessment in relation to the
adequacy and effectiveness of controls that manage key risks associated with hired plant procurement and
contract management by RMD has been assessed as:
Overall rating*:

Moderate improvement required

*Refer Appendix 3 for details of overall assessment classification

There is no formal process in place to forecast, plan and engage hired plant for known expenditure on an
annual basis. While processes are established to govern the procurement of hired plant and deliver value for
money, these processes are being circumvented through a lack of planning and engaging preferred
suppliers at short notice. There is also no robust monitoring and reporting over exceptions to the intended
practices.
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1.4 Findings
The following table provides a summary of audit findings presented in order of scope area and/or
significance.
Scope Area

Governance &
Reporting

Rating

Medium

Control Strength (CS) and

Findings

Finding 2.1: HP1 and HP2 forms not used as
intended to achieve transparency and value for
money
Finding 2.6: Lack of robust monitoring and reporting
over hired plant engagements
Finding 2.2: Engagement of hired plant prior to HP1
and HP2 procurement processes being finalised

Requests for hired
plant

Medium

Finding 2.4: Hired plant are not disengaged in a
timely manner
Finding 2.5: Extensions of hired plant engagements
without timely authorisation

Contract/supplier
management

Medium

CS 1: Plant on the database is inspected on an
annual basis by Fleet Services. Plant that has not
been inspected is unavailable for selection.
Finding 2.3: Hired plant certifications are not
provided as intended

1.5 Attention
This report was prepared solely for your use per our engagement contract and may not be distributed without
our consent. KPMG does not accept responsibility for any third party or unintended use.
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2. Detailed Findings
2.1 HP1 and HP2 forms not used as intended to achieve
transparency and value for money

Medium

Finding:
There is no formal process in place to forecast, plan and engage hired plant for known expenditure
on an annual basis. RMD is also often reacting to unexpected, time sensitive events. Discussions
with management highlighted that it has become common practice to default to the use of a HP2
form to engage a preferred supplier able to perform the type of work required or to engage at short
notice. HP2 forms should only be used under exceptional and unforeseen circumstances, supported
by a business case approved by the District Works Manager and Maintenance Delivery Manager.
To ensure best value for money is achieved throughout the hired plant engagement process, the
Hired Plant Clerk is responsible for selecting the most suitable supplier for the identified business
need from the hired plant database. This process is triggered through the use of a HP1 request.
For the period 1 July 2015 to 30 June 2016:




$10.5 million of $74 million in total hired plant expenditure (14%) was engaged through the HP2
process; and
443 out of 6,318 hired plant engagements (7%) were sourced through HP2.

Sample testing of 15 HP1 and 10 HP2 forms noted the following:
Observation

No. of instances

HP1 form inappropriately used to request a specific preferred supplier.

1

HP2 form used to request a specific preferred supplier.

8

The requirement for engaging a specific preferred supplier at short notice was
the justification provided for using the HP2 form.

2

The requirement for engaging a specific preferred supplier within close
geographic proximity of the job was the justification provided for using the HP2.

2

Suppliers were not selected according to their ranking within the hired plant
database following a HP1 request, with no documented explanation for the
deviation from standard process. (HP2 forms allow for an approved departure
from the ranking system.)

6

Theme: Monitoring and Reporting

Root cause:
•

Legacy practices have not involved forward planning to maximise hired plant
procurements under the standard HP1 process.

•

Time constraints when engaging hired plant due to the lack of a robust planning process.

•

Non-compliance with established policy and procedures due to limited staff awareness of
process and procedures.

•

Limited governance and oversight over the end to end hired plant engagement process.
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Potential impacts:
•

In the absence of a robust planning process for known annual hired plant expenditure, the
business is engaging hired plant on an ad-hoc basis, often with short notice to the
supplier. This has resulted in increased reliance on HP2 forms and the inappropriate use
of HP1 forms.

•

Engaging hired plant on an ad-hoc, short term basis limits RMS’ ability to achieve best
value for money by using the highest ranked suppliers with priority.

•

Hired plant procurement practices may be perceived as unfair or biased if suppliers are
engaged based on RMS preference rather than ranking, in accordance with policy.

Agreed management actions:
1. Regional Maintenance Delivery will:
a) Implement a robust planning process to forecast and plan for known hired plant requirements
on a rolling annual basis;
b) Implement additional controls to prevent and deter the inappropriate engagement of hired
plant such as monthly exception reporting provided to the RMD Senior Management Team
detailing the use of HP2 forms; and
c) Deliver training across RMD to ensure employees are up skilled and aware of processes to
engage hired plant and the appropriate use of HP1/HP2 forms.
Responsibility: John Dinan (General Manager, Regional Maintenance Delivery)

Remediation date: 30 June 2017
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2.2 Engagement of hired plant prior to HP1 and HP2
procurement processes being finalised

Medium

Finding:
The Hired Plant Requisition Policy requires an Authorised Officer to complete the HP request form
and obtain approval from the Works Supervisor (HP1) or the RMD Manager (HP2). The approved
HP request is then forwarded to the TSS Hired Plant Clerk who selects the most suitable provider
from the hired plant database and generates a purchase order. This process is to be completed in
advance of the hired plant commencing work on site.
Sample testing highlighted a number of instances where the hired plant commenced work prior to the
aforementioned process appropriately taking place, resulting in non-compliance with established
policy and procedure. This includes:





Hired plant commencing work prior to the PO being generated by TSS;
Approval in accordance with policy not obtained or obtained subsequent to TSS engaging the
hired plant; and
Hired plant forms not appropriately completed prior to TSS engaging the hired plant.

From a sample of 15 HP1 and 10 HP2 forms, the following instances of non-compliance were noted:
Non-Compliance

HP1

HP2

Total

Retrospective creation of PO subsequent to hired
plant commencement date.

6

7

13

HP form not evidenced as approved.

2

1

3

Approved after the start date of the hire.

3

1

4

Timeliness of approval could not be evidenced as
the form was not dated.

-

1

1

Detail of equipment hired (Part B of the HP form)
incomplete.

5

3

8

Discussions with management highlighted that not all staff are adequately aware of policies and
procedures in place governing the hired plant engagement process.

Theme: Monitoring & Reporting
Root cause:
•

Time constraints when engaging hired plant due to the lack of a robust planning process.

•

Non-compliance with established policy and procedure due to limited staff awareness of
process and procedures.

•

Limited governance and oversight over the end to end hired plant engagement process.

Potential impact:
•

Lack of staff awareness of policy and procedure when engaging hired plant has resulted in
instances of non-compliance and inconsistent procurement practices across RMD.
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•

Non-compliance with policy and procedure increases the risk that hired plant procurement
practices may be perceived as unfair or biased.

Agreed management actions:
1.

Regional Maintenance Delivery will:

a) Implement reporting and monitoring mechanisms, including escalation procedures, to ensure
the procurement process is finalised prior to engaging hired plant;
b) Deliver training across RMD to ensure employees are up skilled and aware of processes to
engage hired plant and the appropriate use of HP1/HP2 forms; and
c) Reinforce expectations to RMD staff in regards to hired plant procedures to ensure hired
plant is not engaged until the procurement process has been appropriately followed and all
supporting documentation completed and approved.
Responsibility: John Dinan (General Manager, Regional Maintenance Delivery)
Remediation Date: 30 June 2017
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2.3 Hired plant certifications are not provided as intended

Medium

Finding:
To ensure hired plant equipment on the hired plant database is of proper working condition, RMD
Fleet Services are to inspect and evaluate the equipment based on price, specification and
availability on an annual basis.
Furthermore, suppliers are required to complete a Hired Equipment Certification (HEC) form to certify
that the equipment and operator to be engaged meets the RMD requirements.
Sample testing of 25 hired plant equipment identified the following:





9 instances where the completed HEC form could not be evidenced;
4 instances where the HEC form was completed after the hire of equipment had commenced;
and
6 instances where the HEC forms were not appropriately completed.

Management stated that the HEC form may not be appropriately completed if there is short notice for
the engagement.
Theme: People

Root cause:
•

Non-compliance with processes and procedures to inspect and verify the condition of
equipment.

Potential impact:
•

Unreliable and/or unsafe equipment may be hired, increasing the risk of equipment
downtime and work place health and safety incidents.

•

By not ensuring suppliers appropriately complete the HEC forms, RMS’ ability to hold
suppliers accountable may be limited.

Agreed management actions:
1.

Regional Maintenance Delivery will:

a) Update policy to require Works Supervisors to evidence receipt of the completed Hired
Equipment Certification (HEC) form prior to allowing the equipment to commence work on
site; and
b) Reinforce expectations in regards to hired plant inspections and HEC forms to RMD staff and
suppliers.
Responsibility: John Dinan (General Manager, Regional Maintenance Delivery)

Remediation date: 30 June 2017
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2.4 Hired plant are not disengaged in a timely manner

Medium

Finding:
The Hired Plant Requisition Policy requires the Authorised Officer to obtain an Off-Hire Notification
from the supplier upon completion of an engagement. The notification is to be forwarded to the Hired
Plant Clerk who then terminates the hired plant from the required date and updates the database.
However, for all 25 samples tested, an Off-Hire Notification form was not appropriately completed at
the end of the engagement. Data analytics performed on the ‘open engagement report’ for the period
under review identified 506 engagements which had passed their approved end date but were still
showing as open in the report.
Discussions with management highlighted that current practice is for the Works Supervisor to contact
the supplier/contractor and request them to remove their plant from the site and inform the Hired
Plant Clerk to terminate the hire in the system by denoting completion of the project on the final
weekly timesheet.
Also, it was noted that there is currently no Service Level Agreement (SLA) in place with TSS,
including key performance indicators (KPIs), to govern the appropriate and timely processing of hired
plant disengagements.

Theme: Records Management

Root cause:
•

Non-compliance with terminations process.

•

Lack of established SLA.

Potential impact:
•

Non-compliance with established policies has resulted in terminated hired plant not being
updated in the system in a timely manner.

•

Equipment inappropriately marked as on an open engagement will not be selected for a
subsequent project. Given that suppliers are ranked based on their value and availability,
this limits RMS’ ability to achieve best value for money.

•

Lack of an established SLA with TSS that addresses supplier disengagement may result in
unclear roles and responsibilities, untimely processing of hired plant terminations and
additional costs borne by RMD.

Agreed management actions:
1.

Regional Maintenance Delivery will:

a) Update policies and procedures to ensure they are fit for purpose and in line with current
practices as deemed appropriate in regards to hired plant disengagement;
b) Deliver training across RMD to ensure employees are up skilled and aware of process
requirements when disengaging hired plant;
c) Establish mechanisms to monitor and escalate untimely notification of hired plant
disengagements; and
d) Investigate the opportunity to establish a SLA between RMS and TSS, including KPIs, to
define roles, responsibilities and process in regards to hired plant disengagement.
Responsibility: John Dinan (General Manager, Regional Maintenance Delivery)
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Remediation date: 31 May 2017
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2.5 Extensions of hired plant engagements without timely
authorisation

Medium

Finding:
The Hired Plant Requisition Policy requires the Authorised Officer to perform the following if an
extension of the hired plant contract is required:






Sign part C of the HP request form copy;
Forward the signed copy to the Hired Plant Clerk at least three working days before the original
contract is due to expire; and
Maintain a signed copy in the field office.
Alternatively by completing the relevant section of the Hired Plant Timesheet, extensions and
disengagements can be notified/communicated to Hired Plant Clerks.

Two of 25 hired plant engagements sampled involved extensions and the following was noted:




One instance where the period of hire was extended without an application for extension being
completed; and
One instance of hired plant operating beyond the approved termination date without appropriate
approval. It was noted that the Hired Plant Clerk approved an extension subsequent to the
extended termination date, indicating that there was no pre-approval for the extension.
Theme: Records Management

Root cause:
Non-compliance with policies and procedures.
Potential impact:
•

RMS may not be obtaining best value for money.

•

Perceptions of unfair or biased procurement practices.

Agreed management actions:
1.

Regional Maintenance Delivery will:

a) Update policies and procedures to ensure they are fit for purpose and in line with current
practices as deemed appropriate in regards to extensions of hired plant engagements;
b) Implement reporting and monitoring mechanisms, including escalation procedures, to ensure
the required process is appropriately followed when extending hired plant engagements; and
c) Deliver training across RMD to ensure employees are up skilled and aware of process
requirements when extending hired plant engagements.
Responsibility: John Dinan (General Manager, Regional Maintenance Delivery)

Remediation date: 31 May 2017
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2.6 Lack of robust monitoring and reporting over hired plant
engagements

Medium

Finding:
Robust oversight mechanisms have not been formally established to monitor hired plant procurement
and engagement performance, including:






The profile of engagements through HP1 and HP2 requests;
Inappropriate use of HP1/HP2 forms;
Supplier performance in accordance with contract deliverables; and
Variations/extensions of hired plant engagements.

Theme: Governance
Root cause:
Operational and financial reporting mechanisms are not in place to enable effective oversight
of hired plant usage.
Potential impact:
•

Non-compliance with established policies and procedures may not be identified and
escalated in a timely manner.

•

The absence of a feedback mechanism to record and monitor supplier performance may
result in underperforming suppliers being re-engaged, thereby limiting RMS’ ability to
achieve best value for money.

•

Inappropriate extensions to existing hired plant engagements may not be identified and
escalated in a timely manner.

Agreed management actions:
1.

Regional Maintenance Delivery will develop and implement robust monitoring and reporting
mechanisms to ensure adequate oversight across the hired plant engagement process,
including procedures over the following functions:
a) The profile of HP1 and HP2 form usage;
b) Exception reporting over the use of HP1 and HP2 forms;
c) Supplier performance; and
d) Variations/extensions to hired plant engagements.
Responsibility: John Dinan (General Manager, Regional Maintenance Delivery)

Remediation date: 30 June 2017
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Appendix 1 – Internal Audit Findings Classification
Rating

Very High

Definition

Indicative Action required

Issue represents a control
breakdown which could have or is
having a severe or catastrophic
effect on RMS’ ability to achieve its
core objectives

The agreed management action plan is to be
implemented within one month from the date of
this report. In the interim period, appropriate
mitigating controls must be implemented. These
will be documented in the audit report prior to
issuance.
Audit & Risk Branch will follow-up on the agreed
actions within one month after issuance of the
final report, which will include substantive
testing.

Issue represents a control weakness
which could have or is having a
serious or major adverse effect on
RMS’ ability to achieve its core
objectives

High

Medium

Low

Issue represents a control weakness
which could have or is having a
moderate or serious adverse effect
on RMS’ ability to achieve its core
objectives

The agreed management action plan is to be
implemented within 3 months from the date of
this report. In the interim period, appropriate
mitigating controls should be considered and
implemented where required.

Issue represents a minor control
weakness with minimal but
reportable impact on RMS’ ability to
achieve its core objectives

The agreed management action plan is to be
implemented within a reasonable timeframe.

The risk rating above is consistent with the RMS Risk Management Framework which is used for reviewing
and ranking of risks across all areas of the RMS business.

Likelihood

Consequence
Minor

Moderate

Serious

Major

Severe

Catastrophic

C6

C2

C4

C3

C2

C1

Frequent

L1

M

H

H

VH

VH

VH

Likely

L2

M

M

H

H

VH

VH

Possible

L3

L

M

M

H

H

VH

Unlikely

L4

L

L

M

M

H

H

Rare

L5

L

L

L

M

M

H

Improbable L6

L

L

L

L

M

M
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Appendix 2 – Classification of Internal Audit Themes
The following internal audit themes have been developed by Internal Audit for classifying findings
contained in each Internal Audit Report. These themes contained in this report have been
discussed and agreed with management.
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Appendix 3 – Overall Assessment Classification
The overall assessment represents Internal Audit’s evaluation of the processes, functions, or
systems reviewed. This subjective assessment is based upon the audit procedures performed and
consideration of test results. The evaluation is presented using a sliding scale as defined in the
following table.
Overall rating

Satisfactory

Minor
Improvement
required

Moderate
improvement
required

Major
improvement
required

Unsatisfactory

Description of rating

Controls evaluated are adequate, appropriate, and effective to ensure
risks are being managed and objectives are met. No audit findings
noted.

Generally, controls evaluated are adequate, appropriate, and effective
to ensure risks are being managed and objectives are met. One or
more low/medium risk findings noted, with minor or moderate impact
on the overall system of internal controls.

Generally, controls evaluated are adequate, appropriate, and effective
to ensure risks are being managed and objectives are met. Multiple
medium risk findings noted, with moderate impact on the overall
system of internal controls.

A high risk exists in a major scope or risk area. The controls evaluated
are unlikely to manage risks and meet objectives.

High/very high risk exists in two or more major scope or risk areas.
Controls evaluated do not manage risks and objectives are not met.
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Appendix 4 – Consultations
The table below outlines all personnel who were involved in discussions and contributed to the findings
detailed in this Internal Audit Report.
#

Name

Title

1

Sri Sridharan

Manager Equipment Hire

2

Gary Landon

External Equipment and Data Support Clerk

3

Cheryl O'Hara

Shared Services Officer TSS (Glen Innes)

4

Judy Bourke

Shared Services Officer TSS (Wollongong)

5

Michael Thorne

Shared Services Officer TSS (Dubbo)

6

Wayne Sams

Business Support Manager

7

Stephen Butt

Team Leader Shared Services (Goulburn)

8

Glenn Weymer

Manager Maintenance Delivery Hunter

9

Shane Green

Manager Maintenance Delivery Northern

10

Mitchell Judd

Manager Maintenance Delivery South West

11

Janaka Subasinghe

Manager Maintenance Delivery Southern

12

Alistair Lunn

Manager Maintenance Delivery Western

The table below outlines all personnel who are on the distribution list for this Internal Audit Report.
Name

Title

Ken Kanofski

Chief Executive

Greg Fletcher

Chair, Audit & Risk Committee

Allan Cook

Member, Audit & Risk Committee

Brian McGlynn

Member, Audit & Risk Committee

John Dinan

A/Director, Asset Maintenance

Alistair Lunn

A/General Manager, Regional Maintenance Delivery

Mitchell Judd

Manager Maintenance Delivery South West

Glenn Weymer

Manager Maintenance Delivery Hunter

Andrew Graham

Chief Audit and Risk Officer

Ethan Nguyen

Manager Audit

Margaret Smylie

Partner KPMG
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Contact us

The contacts at KPMG in connection with this Internal Audit Report are:

Margaret Smylie
Partner
7107
056
msmylie@

Leon Tissink
Associate Director
9223
5323
ltissink

www.kpmg.com.au
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The role of the Auditor-General

GPO Box 12
Sydney NSW 2001

The roles and responsibilities of the AuditorGeneral, and hence the Audit Office, are set
out in the Public Finance and Audit Act 1983.
Our major responsibility is to conduct
financial or ‘attest’ audits of State public
sector agencies’ financial statements.
We also audit the Total State Sector Accounts,
a consolidation of all agencies’ accounts.
Financial audits are designed to add credibility
to financial statements, enhancing their value
to end-users. Also, the existence of such
audits provides a constant stimulus to agencies
to ensure sound financial management.
Following a financial audit the Audit Office
issues a variety of reports to agencies
and reports periodically to parliament. In
combination these reports give opinions on the
truth and fairness of financial statements,
and comment on agency compliance with
certain laws, regulations and government
directives. They may comment on financial
prudence, probity and waste, and recommend
operational improvements.

The Legislative Assembly
Parliament House
Sydney NSW 2000

The Legislative Council
Parliament House
Sydney NSW 2000

In accordance with section 38B of the Public Finance and
Audit Act 1983, I present a report titled Fraud Survey.

Margaret Crawford
Auditor-General
10 November 2016

We also conduct performance audits. These
examine whether an agency is carrying out its
activities effectively and doing so economically
and efficiently and in compliance with relevant
laws. Audits may cover all or parts of an
agency’s operations, or consider particular
issues across a number of agencies.
As well as financial and performance audits, the
Auditor-General carries out special reviews and
compliance engagements.
Performance audits are reported separately,
with all other audits included in one of the
regular volumes of the Auditor-General’s
Reports to Parliament – Financial Audits.
audit.nsw.gov.au

© Copyright reserved by the Audit Office of New South
Wales. All rights reserved. No part of this publication may
be reproduced without prior consent of the Audit Office of
New South Wales.
The Audit Office does not accept responsibility for loss or
damage suffered by any person acting on or refraining from
action as a result of any of this material.
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Executive Summary
This report provides a snapshot of fraud in the NSW public sector and an analysis of
agencies’ fraud controls against the Audit Office of New South Wales’ Fraud Control
Improvement Kit. It also outlines a typical profile of a perpetrator of fraud in the NSW public
sector.
The information used in this report was gathered in late 2015 and early 2016 by surveying 102
NSW Government agencies. The fraud control measures in the survey were based on the ten
key attributes of fraud control outlined in the improvement kit.
Key conclusions

The total number of fraud cases reported in this survey is nearly double compared to a similar
survey conducted in 2012. Agencies reported 1,077 frauds in this survey compared to 562
frauds in the previous survey.
The number of agencies that reported fraud in this survey was similar, with 44 per cent of
agencies reporting fraud, compared to 48 per cent in the 2012 survey.
Reported fraud for 1 July 2012 to 30 June 2015:

Note: The snapshot is based on frauds reported by surveyed agencies. It excludes universities and local government councils.

Agencies believe fraud control is improving, with agencies assessing their fraud control
measures as either highly effective or effective in 83 per cent of cases – up from 80 per cent
in 2012, 71 per cent in 2009 and 50 per cent in 2004.
Fraud awareness training and preventative fraud controls, such as fraud risk assessments
and pre-employment screening, remain areas for improvement in NSW Government
agencies.
Agencies tend to focus more on passive rather than proactive fraud control measures. For
example:
•

a high proportion of agencies have a code of conduct, while only about a third of agencies
require staff to regularly attest they know and understand it

•

a high proportion of agencies have a conflict of interest policy, but less than half require
staff to complete such a declaration annually

2
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•

almost half of the agencies do not require staff to confirm any secondary employment
every two years, a measure which could detect conflicts of interest and the misuse of
government information and resources

•

26 per cent of agencies are not mitigating fraud risks where staff in high fraud-risk
positions have large leave balances and have not taken at least two weeks continuous
leave each year.

The Association of Certified Fraud Examiners 2014 Global Fraud Study stated:
Passive detection methods (confession, notification by law enforcement,
external audit and by accident) tend to take longer to bring fraud to
management’s attention, which allows the related loss to grow. Consequently,
proactive detection measures – such as hotlines, management review
procedures, internal audits and employee monitoring mechanisms – are vital
in catching frauds early and limiting their losses.
While many of the elements of a sound fraud control framework are in place in New South
Wales, there is no explicit policy that requires NSW public sector agencies to develop and
implement fraud control measures. Such a requirement would:
•

clearly articulate the government’s commitment and expectations on all agencies to
control fraud across the NSW public sector

•

promote best practice and a common approach to fraud control in the NSW public sector.

Recommendations
Agencies should:
•

regularly review their fraud control measures against the Audit Office of New South
Wales’ Fraud Control Improvement Kit. The frequency of these reviews should be based
on an agency’s fraud risk profile

•

refer to the ‘fraud control in the NSW public sector’ section of this report on pages 13-17.
This identifies areas where agencies found weaknesses in their fraud controls when
comparing them against the Fraud Control Improvement Kit

•

review their procurement processes with reference to findings in the Independent
Commission Against Corruption (ICAC) publication ‘Corruption Risks in NSW Government
Procurement – The Management Challenge’, December 2011 - similar to the
recommendation from our 2012 fraud survey.

NSW Treasury should develop a fraud control policy for the NSW public sector that:
•

explicitly states the government’s commitment to fraud control

•

clearly articulates the government’s expectations of agencies to develop and implement
fraud control measures.

3
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Fraud in the NSW public sector
There were 1,077 frauds reported by the surveyed NSW Government agencies for the threeyear period 1 July 2012 to 30 June 2015, with a total reported value of $10 million.
Forty-five agencies (44 per cent of those surveyed) reported a fraud in the three-year period,
with 20 of those agencies identifying ten or more frauds.
This is unlikely to represent the full extent of fraud in the NSW public sector as:
•

research shows that unreported frauds in organisations can be almost three times the
number of reported frauds

•

this survey only provides data on frauds reported to us by agencies surveyed

•

it does not include NSW universities and local government councils

•

it does not include the full extent of fraud committed by citizens such as fare evasion and
fraudulent state tax self-assessments

•

agencies did not estimate a value for 599 of the 1,077 (56 per cent) reported frauds.

The total value of frauds reported for 2014–15 was $4.4 million which included one significant
fraud of $1.7 million. Excluding this fraud, the total value of frauds each year was similar
despite the variances in the number of frauds reported each year.
Frauds with a value*
Total number of
frauds

Number

Total value
$

Average value
$

2014–15

397

172

4,441,067

25,820

2013–14

333

144

2,781,944

19,319

2012–13

347

162

2,804,816

17,314

1,077

478

10,027,827

20,979

Year

Total
*

Agencies did not estimate a value for 599 of the 1,077 (56 per cent) reported frauds.
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Reported fraud higher than previous survey
The total number of fraud cases reported in this survey is nearly double our previous survey.
Agencies reported 1,077 frauds from 1 July 2012 to 30 June 2015 compared to 562 frauds
from 1 July 2009 to 30 June 2012.
The reason for the significant change in reported fraud between the two survey results is not
clear.
The number of agencies that reported fraud was similar in both surveys.
Most frauds are under $10,000
Eighty per cent, or 382 frauds, were less than $10,000. Twenty-four frauds were each more
than $100,000.
Frauds reported with a value*
1 July 2012 to 30 June 2015

*

Number

Average value
$

$750,000 and over

2

1,350,000

$500,000 to $749,999

1

600,000

$250,000 to $499,999

5

340,080

$100,000 to $249,999

16

140,096

$50,000 to $99,999

13

75,763

$10,000 to $49,999

59

20,950

Less than $10,000

382

1,479

Total

478

20,979

Agencies did not estimate a value for 599 of the 1,077 (56 per cent) reported frauds.

Largest frauds occurred in procurement
The most expensive single fraud cases are procurement related.
Top five frauds
Nature

*

Value
$

Year

Procurement

1,700,000*

2014–15

Procurement

1,000,000

2013–14

Other

600,000

2013–14

Procurement

450,000

2014–15

Procurement

355,000

2014–15

Agency advised that this fraud was made up of a number of components, procurement being the most relevant category.
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Procurement fraud had the highest average loss of around $225,000.
Fraud type - average loss
Procurement fraud

$224,665

Fraud types with a dollar value

Identity fraud

$132,000

Other

$45,109

Revenue fraud

$34,018

Payroll fraud

$25,259

Intellectual property fraud

$7,000

Expense claim fraud

$6,375

Theft of cash

$4,141

Leave entitlement fraud

$3,993

Timesheet fraud

$3,097

Theft of equipment and inventory

$2,463

Misuse of government equipment

$2,347

Credit card fraud

$2,173

Theft other

$1,825

IT-related fraud

$1,176
$0

$50,000

$100,000

$150,000

$200,000

$250,000

Average loss
Note:
The above graph includes all frauds valued by surveyed agencies.
IT-related fraud includes unauthorised access to data, misuse of email, manipulation of information technology (IT) systems, and unauthorised
use of passwords.

Procurement the highest risk area
Agencies believe procurement and contract management are the most risky areas for fraud.
Percentage of responses indicating functional areas with high risk fraud
Procurement including tendering and managing
supplier interfaces

Key functional areas

Contract management
Financial management
Human resources management including
appointments and promotions
Payroll
Administering payments to non-government
organisations
Administering payments to the public
Revenue collection
Exercising a regulatory role
Policy development or review
0

5

10
15
Percentage of responses

20

25

Note: Agencies were able to respond to more than one high-risk function (listed above) in the survey.
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A 2010 ICAC Consultation Paper reported:
Fraud was found in 42 per cent of the procurement-related investigations and
typically involves the submission of invoices for work that was never done,
inflated invoices for more work than was actually done, or fake invoices from
companies that do not exist for work that was never done. Fraud in
procurement can also include the falsification of timesheets by contractors
and consultants, or falsified requisitions, authorisations and certifications that
goods and services have been delivered when they have not been delivered.
Timesheet fraud is the most common fraud
The most common fraud was misuse of timesheets followed by theft of cash.
Proportion of overall frauds by type
Timesheet fraud
Theft of cash
Theft other

Fraud type

Leave entitlement fraud
Misuse of government equipment
Theft of equipment and inventory
Revenue fraud
Expense claim fraud
Procurement fraud
Payroll fraud
IT-related fraud
Credit card fraud
Intellectual property fraud
Identity fraud
0

5

10
15
Percentage of cases

20

25

Note:
The above graph excludes fraud cases that agencies categorised as ‘other’ in the survey.
IT-related fraud includes unauthorised access to data, misuse of email, manipulation of information technology (IT) systems, and unauthorised
use of passwords.
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Tip-offs the main way frauds are uncovered
Tip-offs accounted for 47 per cent of frauds detected. Management review was the next most
common method for uncovering fraud.
How fraud was detected
Tip offs

Detection method

Management review
Internal controls
Document examination
Advice from police, staff and other external parties
Other
Account reconciliation
Internal audit
By accident
Confession
Other internal reviews and checks
Surveillance monitoring
0

10

20

30

40

50

Percentage of frauds

The Association of Certified Fraud Examiners 2016 Global Fraud Study reports that the
presence of fraud controls is linked to lower losses and quicker fraud detection. More
specifically, the study states:
Management review and the presence of a hotline were both similarly
correlated with regard to lower losses (50 per cent reduction) and decreased
time to detect the scheme (50 per cent reduction).
This study found that organisations with reporting hotlines were much more likely to detect
fraud through tip-offs than organisations without hotlines.
People didn’t think they would get caught
Agencies believe the primary reason for fraud occurring is that people believe they would not
get caught, closely followed by employees not following policies or internal controls.
Primary reason the fraud occurred

Person didn’t think they would get caught
Internal controls/policies not followed

Reasons

Don’t know/unavailable
Inadequate internal controls/policies
Easy access to cash, assets, etc
Management override of controls
Poor segregation of duties
New type of fraud agency unprepared for
0

10

20
Percentage of frauds

30

40
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Profile of a typical perpetrator
Agencies are at greatest risk of fraud from their own employees
NSW Government agencies are at greater risk of fraud from their own employees than they
are from an external perpetrator, with 92 per cent of frauds involving an internal employee or
contractor.

Internal perpetrator
88.9%

Internal and
external perpetrator
3.2%

External perpetrator
7.9%

A 2016 KMPG Report on Global Profiles of the Fraudster found 65 per cent of perpetrators
are employees and a further 21 per cent are former employees.
The NSW public sector profile of the average internal perpetrator is:

Note: Not all surveyed agencies provided details of the perpetrator.
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The highest proportion of perpetrators were 41–50 years old.
Age of internal perpetrators

35

30

Percentage of frauds

25

20

15

10

5

0
Up to 20

21-30

31-40

41-50
51-60
Years (age group)

61-70

71-80

Perpetrators were most likely to be male – representing 63 per cent.
While non-managerial staff committed more fraud, average losses suffered were much lower
than for frauds committed by middle management.
Frauds with a value*
Total number
of frauds

Number

Non-managerial staff

716

288

2,081,681

7,228

Supervisor

134

65

1,368,594

21,055

Middle management

58

25

3,457,861

138,314

Senior management

32

12

662,182

55,182

Executive

9

2

2,800

1,400

Board member

3

–

–

–

Chief executive officer

2

1

100,000

100,000

118

85

2,354,709

27,702

1,077

478

10,027,827

20,979

Position of perpetrator

Nil response
Total
*

Total value
$

Average value
$

Agencies did not estimate a value for 599 of the 1,077 (56 per cent) reported frauds.

The vast majority of perpetrators worked at the agency for more than five years.
Tenure of perpetrator
Less than 1 year

18

1 to 2 years

40

2 to 5 years

92

Greater than 5 years

439

Nil response

488

Total
*

Total number of frauds*

1,077

Includes frauds with no value reported by agencies.
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Eighty-five per cent of frauds are committed within an agency’s operational areas, one per
cent by the executive, and the remainder by corporate and other areas.
Ninety-nine per cent of internal perpetrators did not have a previous criminal record.
Agencies can do more by addressing why perpetrators commit fraud
Research shows there are three broad reasons people commit fraud – pressure, opportunity
and rationalisation – often referred to as the ‘fraud triangle’.
Agencies can do a lot to reduce opportunities for employees to commit fraud by building
processes and procedures to prevent and detect fraud. The key is to focus on preventing an
opportunity.
Being aware of ‘red flag’ behavioural traits of employees is another important way agencies
can identify possible fraud – such as living beyond ones means, financial difficulties and close
relationships with suppliers.

The fraud triangle
The ‘fraud triangle’ is a concept created by American Criminologist Dr Donald Cressey, after
he interviewed 200 convicted embezzlers he dubbed ’trust violators.’ He was interested in
these people because they had entered the workplace with no intention of stealing.

Dr Donald Cressey’s Fraud Triangle

Opportunity

Pressure is the first leg of the fraud triangle, which Cressey describes in his hypothesis as
usually a personal problem the perpetrator is too ashamed or unwilling to share with others.
Importantly, Cressey found that if they had talked about their problems, others probably would
have helped, and the fraud may have been averted.
Opportunity is the second leg and relates to the opportunity that exists within an agency for a
fraud to occur. Opportunities usually arise from a lack of internal controls. The person feels
they can take advantage of the situation without getting caught. Often, there has to be a
certain level of technical skill to be able to exploit an opportunity and conceal it, which is why
people often find opportunities within their own job function.
The third and final leg is rationalisation. Cressey found many people did not feel they were
actually a criminal because they had rationalised the misdeed to themselves. Many violators
Cressey interviewed felt justified and did not believe they were accountable for their fraudulent
actions.
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‘Red flags’ of a potential perpetrator
Fraud studies often refer to common ‘red flag’ behavioural traits that can serve as a warning
that a person is at higher risk of committing a fraud. The Association of Certified Fraud
Examiners 2016 Global Fraud Study reported that in 91 per cent of cases, the perpetrator
displayed one or more of the following behavioural red flags before detecting the fraud:

Behavioural red flags

Behavioural red flags of perpetrators
Living beyond means
Financial difficulties
Unusually close association with vendor/customer
Control issues, unwillingness to share duties
'Wheeler-dealer' attitude
Divorce/family problems
Irritability, suspiciousness, or defensiveness
Addiction problems
Complained about inadequate pay
No behavioural red flags
Refusal to take vacations
Excessive pressure from within organisation
Past employment-related problems
Social isolation
Past legal problems
Other
Excessive family/peer pressure for success
Complained about lack of authority
Instability in life circumstances
0

10

20
30
Percentage of cases

40

50

Source: Report to the Nations on Occupational Fraud and Abuse, 2016 Global Fraud Study, Association of Certified Fraud Examiners, 2016.

The six most common red flags have also been the six most common red flags in every
Global Fraud Study since 2008.
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Fraud control in the NSW public sector
Fraud controls are improving
Agencies reported that their measures to control fraud are improving. In 2015, agencies selfassessed their fraud control measures by key attribute as either highly effective or effective in
83 per cent of cases – up from 80 per cent in 2012, 71 per cent in 2009 and 50 per cent in
2004.
The strongest fraud control attributes are leadership, responsibility structures, and notification,
detection and investigation systems.
Prevention systems such as conducting fraud risk assessments and fraud awareness training
continue to be the areas needing most attention. Importantly, they are effective ways to
minimise fraud in an organisation.
These findings are based on agencies self-assessments of their fraud controls, using:
•

the ten key attributes of fraud control outlined in the Audit Office of New South Wales’
Fraud Control Improvement Kit

•

a four point rating scale from ineffective to highly effective.
Key attributes of fraud control
2015 attributes

Comparable 2012, 2009, 2004
attributes

Effective and highly effective
trend
2015
%

2012
%

2009
%

2004
%

Leadership

N/A

88

N/A

N/A

N/A

Ethical framework

N/A

80

N/A

N/A

N/A

Responsibility structures

Responsibility structures

86

84

82

57

Fraud control policy

Fraud control policy

83

78

79

57

Prevention systems*

Risk assessment

64

67

61

43

Fraud awareness

Employee awareness/customer and
community awareness**

78

68

47

36

Third party management
systems

N/A

83

N/A

N/A

N/A

Notification systems

Notification systems/external
notification systems**

90

94

86

61

Detection systems

Detection systems

89

70

60

34

Investigation systems

Investigation systems/conduct and
disciplinary systems**

92

92

80

58

83

80

71

50

Average

N/A Indicates that there is no comparable attribute. The Audit Office updated its fraud control guidance in 2015 and changed the attributes.
*

Prevention systems can include periodic fraud risk assessments, a fraud control plan, pre-employment screening and analysing the
lessons learnt from frauds perpetrated.

**

Average for the two attributes.
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Agencies assessment of effectiveness - fraud control attributes 2015
Leadership

11

Key attributes of fraud control

Ethical framework

67
63

19

Responsibility structures

14

Fraud control policy

21
17

70

14

Prevention systems

16

68

15

34

Third party management systems

16

Fraud awareness

8

56
70

20

13
69

9

Notification systems

10

70

Detection systems

11

66

23

8

70

22

Investigation systems
0
Ineffective

Partly effective

20

40
60
Percentage
Effective

20

80

100

Highly effective

Issues and opportunities in NSW public sector fraud control
The survey included specific questions about fraud control measures that NSW Government
agencies have not historically managed well.
Key results include:
Codes of conduct not being signed by staff regularly
•

Only 32 per cent of agencies require staff to sign their code of conduct annually.

•

Twenty-one per cent of agencies have not updated their code of conduct in line with the
model code published by the NSW Public Service Commission. All agencies listed in
Schedule 1 of the Government Sector Employment Act 2013 should have implemented
the Code of Ethics and Conduct for NSW Government sector employees by 1 September
2015.

•

Ninety-six per cent of agencies have a code of conduct that specifically mentions an
obligation to report fraud.

A code of conduct is essential for employees to understand what behaviours are expected of
them and is a very useful reference for employees to support their day-to-day decisions.
Staff not required to complete conflicts of interest declarations
•

Only 40 per cent of agencies require staff to complete a conflicts of interest declaration
annually.

•

Ninety-four per cent of agencies have a conflicts of interest policy and 84 per cent
reviewed the policy in the last two years.

Conflicts of interest occur when a person’s private interests interfere, or appear to interfere,
with their duties as an employee. It is crucial to identify and effectively manage actual or
potential conflicts, to reduce the risk that employees put private interests above the public
interest.
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Gifts and benefits registers not being published on agency websites
•

Only four per cent of agencies publish their gifts and benefits register on their website.
The NSW Public Services Commission in its Behaving Ethically publication states
‘Consideration should also be given to publishing the register on the department/agency
website’.

•

Ninety-eight per cent of agencies have a gifts and benefits policy and 86 per cent have
reviewed the policy in the last two years.

•

Ninety-five per cent of agencies have a gifts and benefits register and 90 per cent of
agencies recorded the decision about the gift – including whether it was refused.

•

Eighty-three per cent of agencies reviewed the gifts and benefits register to assess
consistency with their policy in the last year.

Receiving gifts and benefits increases the potential risk that agency decisions have been
influenced, potentially resulting in corrupt/fraudulent transactions. A gift or benefit is anything
of value offered to a public sector employee in the course of their work, apart from normal
employment entitlements.
Statements of business ethics needed
A third of agencies do not have a statement of business ethics. Of those that do, 27 per cent
do not publish it on their website.
A statement of business ethics explains how the organisation will behave when providing
services, seeking information, regulating, or making purchases. It also explains the expected
standards of behaviour of third parties when dealing with the agency.
Secondary employment not regularly reviewed
•

Forty-four per cent of agencies do not require staff to confirm any secondary employment
at least once every two years.

•

Fifty-three per cent of agencies do not have a centralised secondary employment register,
either as a stand-alone register or as part of a conflicts of interest register.

•

Ninety-one per cent of agencies have a secondary employment policy and 77 per cent
have reviewed the policy within the last two years.

Secondary employment occurs when a staff member engages in paid or voluntary work for
another organisation while employed by a public sector organisation. Potential risks include
conflicts of interest between official and private business interests, misuse of public resources
such as telephones and office supplies, and unauthorised use of government information or
intellectual property.
More thorough pre-employment checks needed
•

Sixty-six per cent of agencies conduct pre-employment criminal record checks for all new
appointments. Twenty-six per cent of agencies check criminal records for only high-risk
positions.

•

Only 36 per cent of agencies check records when an existing employee is promoted or
when their employment circumstances change.

•

Sixty-two per cent of agencies validate the qualifications and employment history of
applicants before appointment for all positions. Twenty-nine per cent of agencies validate
qualifications and employment history for only high-risk positions.

Pre-employment criminal record, qualification and employment history checks verify the
credentials, identity and integrity of a prospective or current employee or contractor. They are
designed to make sure that an individual or organisation has not made false or misleading
statements.
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Fraud risk assessments not documented and regularly reviewed
•

Twenty-eight per cent of agencies do not have a documented fraud risk assessment
endorsed by the chief executive officer.

•

Sixty-eight per cent of those that have a documented fraud risk assessment have
reviewed it in the last two years.

Fraud risk assessments are key to a successful prevention system and are an important
management tool for preventing and detecting fraud. It should be part of an organisation’s
enterprise risk management process, and cover the organisation’s internal and external
operating environment.
Fraud control plans not in place
•

Thirty-three per cent of agencies do not have a fraud control plan. Of those that do,
36 per cent have not reviewed the plan within the last two years.

•

Thirty-four per cent of agencies have not updated their fraud control plan following a
review of fraud risks.

A fraud control plan should include key fraud control activities, responsibilities and timeframes
and should link to the risk assessment and other fraud control activities, such as fraud control
education and training.
Employees not receiving sufficient fraud awareness training
•

Twenty-five per cent of agencies do not have a fraud awareness program to make staff
aware of the agency’s approach to fraud control.

•

Twenty-nine per cent of agencies provide no fraud awareness training to new employees.

•

Thirty-five per cent of agencies do not provide refresher training to staff at least every two
years and 19 per cent never provide refresher training.

Staff in an organisation are a prime source of information on suspected frauds in their area.
To make best use of this valuable resource, staff need to be aware of what fraud is, common
types of fraud they may encounter, their responsibilities and how to report suspected frauds.
Importantly, the organisational culture has to encourage reporting of suspected frauds.
Agencies not using data mining techniques
Only 45 per cent of agencies used computer assisted data mining techniques to complement
their fraud detection capability.
Sophisticated data mining tools can be used to identify possible fraud, for example, checking
for duplicate payments, multiple vendor names and the splitting of invoices into smaller
amounts to avoid further authorisation and cover-up procurement fraud.
The Association of Certified Fraud Examiners 2016 Global Fraud Study showed that:
36.7 per cent of victim organisations that were using proactive data monitoring
and analysis techniques as part of their anti-fraud program suffered fraud
losses that were 54 per cent lower and detected the frauds in half the time
compared to organizations that did not use this technique.
Staff in high fraud-risk positions not regularly taking leave
•

Twenty-six per cent of agencies are not mitigating fraud risks where staff in high fraud-risk
positions have large leave balances and have not taken at least two weeks continuous
leave each year.

•

Fifteen per cent of agencies do not ensure that when a staff member in a high fraud-risk
position is on leave another person acts in that position.

•

Forty-five per cent of agencies do not require staff to take two weeks of continuous leave
each year.
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Of particular concern, was that 16 per cent of agencies believed they did not have high fraudrisk positions in their organisation. No matter how you structure and deliver services in a
public sector organisation there will be people in high fraud-risk positions. The type of controls
employed to mitigate fraud risk will likely vary, but the risks are present.
Failure of employees to take regular blocks of leave may indicate fraud. Perpetrators may be
reluctant to go on leave in case their replacement uncovers their fraudulent activities during
their absence.

Whole-of-government perspective
Unlike some other jurisdictions, the NSW Government does not have a comprehensive wholeof-government approach to fraud control. This survey, and similar ones in 2004, 2009 and
2012, have all highlighted weaknesses in NSW Government agencies’ fraud controls, that
would benefit from a whole-of-government approach.
The Audit Office has supported NSW Government agencies over the last decade by issuing
several fraud surveys and a comprehensive guide to better practice on fraud control. In 2015,
the Audit Office updated its Fraud Control Improvement Kit to help agencies develop an
effective way to review and monitor fraud control strategies.
NSW Treasury policy TPP14-05, ‘Certifying the effectiveness of internal controls over financial
information’ does place requirements on agencies for specific policies and procedures, to
prevent, detect and correct fraudulent financial reporting, such as the falsification of
accounting records and the intentional omission of transactions and misapplication of
accounting principles.
NSW Treasury policy TPP15-03, ‘Internal audit and risk management policy for the NSW
public sector’ requires agency audit and risk committees to ’review the agency’s fraud control
plan and be satisfied that the agency has appropriate processes and systems in place to
capture and effectively investigate fraud related information’. It is not, however, an explicit
requirement of TPP 15-03 or other NSW Treasury policy that agencies develop a specific
fraud control plan.
An explicit policy requiring agencies to develop controls to prevent, detect and correct fraud
would benefit agencies and assist audit and risk committees’ to fulfil their fraud control
responsibilities.
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Other information
Revised Fraud Control Improvement Kit
The Audit Office of New South Wales’ Fraud Control Improvement Kit provides guidance and
practical advice to help organisations implement an effective fraud control framework. It
highlights what should be present within an organisation to make fraud control work and
aligns with the Fraud and Corruption Control Standard AS8001-2008.

What is fraud?
For the purposes of this survey, the Australian Institute of Criminology definition of fraud was
used, see www.aic.gov.au.
Fraud is defined as dishonestly obtaining a benefit by deception or other means.
This definition of fraud includes suspected fraud, incidents under investigation and completed
incidents, whether the fraud was proven or not, and whether the incident was dealt with by a
criminal, civil or administrative remedy.
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Our vision
Making a difference through audit excellence.

Our mission
To help parliament hold government
accountable for its use of public resources.

Our values
Purpose – we have an impact, are
accountable, and work as a team.
People – we trust and respect others
and have a balanced approach to work.
Professionalism – we are recognised
for our independence and integrity
and the value we deliver.

Professional people with purpose
audit.nsw.gov.au
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Inherent Limitations
This report has been prepared as outlined in the Internal Audit Scope Document dated 20 January 2016. The services provided in connection with the
engagement comprise an advisory engagement which is not subject to assurance or other standards issued by the Australian Auditing and Assurance
Standards Board and consequently no opinions or conclusions intended to convey assurance will be expressed.
Due to the inherent limitations of any internal control structure, it is possible that fraud, error or non-compliance with laws and regulations may occur and
not be detected. Further, the internal control structure, within which the control procedures that are to be subject to the procedures we perform and operate
will not be reviewed in its entirety and, therefore, no opinion or view is to be expressed as to its effectiveness of the greater internal control structure. The
procedures to be performed are not designed to detect all weaknesses in control procedures as they are not performed continuously throughout the period
and the tests performed on the control procedures are on a sample basis. Any projection of the evaluation of control procedures to future periods is subject
to the risk that the procedures may become inadequate because of changes in conditions, or that the degree of compliance with them may deteriorate.
No warranty of completeness, accuracy or reliability can be given in relation to the statements and representations made by, and the information and
documentation provided by Roads & Maritime Services (RMS) management and personnel. We shall seek to independently verify those sources unless
otherwise noted within the report. We are under no obligation in any circumstance to update the report, in either oral or written form, for events occurring
after the report has been issued in final form unless specifically agreed with RMS.
The internal audit findings expressed in the report will be formed on the above basis.
Reference to ‘Review’ and ‘Audit’
Reference to ‘Review’ and ‘Audit’ throughout this report has not been used in the context of a review or audit in accordance with assurance and other
standards issued by the Australian Auditing and Assurance Standards Board.
Third party reliance
This report is solely for the purpose set out above and for RMS information, and is not to be used for any other purpose or distributed to any other party
without KPMG’s prior written consent.
This internal audit report has been prepared at the request of the RMS Audit & Risk Committee or its delegate in connection with our engagement to
perform internal audit services in accordance with the terms of the Prequalification Scheme Standard Form of Agreement dated 14 August 2015 and
Internal Audit Scope Document dated 20 January 2016. Other than our responsibility to the Audit & Risk Committee and Management of RMS, neither
KPMG nor any member or employee of KPMG undertakes responsibility arising in any way from reliance placed by a third party, including but not limited to
RMS’ external auditor, on the internal audit report. Any reliance placed is that party’s sole responsibility.
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Heavy Vehicle On-road Enforcement Program Management Internal Audit Report

1. Executive Summary
1.1 Objective
In accordance with the 2015-16 Roads and Maritime Services (RMS) Internal Audit Plan approved by the
Chief Executive, KPMG has undertaken an internal audit of heavy vehicle on-road enforcement program
management. This report details the results of the internal audit.
The objective of the audit was to assess the adequacy and effectiveness of controls that manage key risks
associated with heavy vehicle on-road enforcement program management. Specifically, the audit focused
on:








Governance;
Business planning, risk management and reporting;
On-road enforcement planning;
Training and development;
Technology enablers; and
Offender management and reporting

The detailed scope and associated risk focus areas are contained in the internal audit scope document
agreed with the Director, Safety and Compliance in January 2016.

1.2 Background
Heavy vehicles are those that weigh 4.5 tonnes or more and include buses, heavy trucks, prime movers,
heavy plant and heavy trailers. While there are around 170,000 heavy vehicles registered in NSW, the
State’s road network carries a significant number of similar vehicles registered across Australia. A 2011
figure estimated that 63 percent of the total freight task for that year took place in New South Wales (NSW).
RMS uses its regulatory powers to encourage improved heavy vehicle compliance, asset protection and
safer roads through targeted investigations and heavy vehicle intercepts and inspections. The Compliance
Operations Branch leads these efforts and has established the Heavy Vehicle On-Road Enforcement
Program to better manage heavy vehicles travelling across NSW.
Some of the Program’s activities include:





Targeted intercepts and inspections as part of on-road enforcement action, heavy vehicle safety
station inspections and heavy vehicle registration inspections;
Inspections to target heavy vehicle non-compliance with road transport laws including load restraint,
mass, vehicle access, vehicle standards, speed limiter compliance, driver fatigue and vehicle
roadworthiness;
Partnering with other agencies, including the NSW Police and the Environment Protection Authority
to target heavy vehicle non-compliance; and
Engaging with the heavy vehicle industry to develop a compliance culture.
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1.3 Overall assessment
Based on the audit procedures undertaken and evidence gathered, the overall rating in relation to the
adequacy and effectiveness of controls that manage key risks associated with heavy vehicle on-road
enforcement program management has been assessed as:
Overall rating:

Moderate improvement required

**Refer Appendix 3 for details of overall assessment classification

The internal audit observed that the On-Road Enforcement Program has well established processes to plan
and carry out on-road enforcement activity, together with robust supporting systems. Compliance Operations
are increasingly using data analytics as part of their day-to-day activities to assist with planning and
monitoring. Mature training programs for new employees and periodic training for existing staff were also
evidenced.
However, the internal audit identified a requirement to formalise the approach to planning across the Heavy
Vehicle On-Road Enforcement Program. NSW Government Policy advocates the adoption of a risk based
and outcomes approach to regulatory activity. While a strategic planning document was prepared in 2012,
given the continual technological advances within the Heavy Vehicle industry and the changing landscape of
heavy vehicle usage in NSW, it will be important that this strategy is updated to ensure that the enforcement
activity continues to address the key risks of the industry. While it has been observed that risks within each
sector are considered by Enforcement Operations staff as part of the operational planning process, there is
little supporting documentation to clearly demonstrate the link between planned operations and observed
risks or business priorities.
Additionally, while performance measures and Key Performance Indicators (KPIs) are in place, these are
predominantly related to operational matters and technologies deployed. There is a need for a greater level
of reporting on outcomes achieved as a direct result of enforcement operations, linked to objectives and the
strategy of the program.
It was also noted that the processes to record and clear defect notices issued by Enforcement Officers
requires review. Currently a number of different parties have the ability to remove defect notifications. The
internal audit observed inconsistencies in controls in place and the training provided across the business and
to Service NSW.
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1.4 Findings
The following table provides a summary of audit findings presented in order of scope area and/or
significance.
Scope Area

Rating

Control Strength (CS) and

Findings

CS 1: Well established operational reports are
generated and internal meetings held to focus the
program’s planning activity. There is increased usage of
analytics within the Compliance Operations Branch to
plan activity.
Business Planning,
Risk Management
and Reporting

Medium

CS 2: Many operational and technical Key
Performance Indicators are in place and are
consistently monitored.
Finding 2.1: Strategic and operational planning
requires a formalised risk-based approach.
Finding 2.2: There is a need to define outcome based
measures to demonstrate achievements as a direct
result of enforcement activities.

Technology
Enablers/ Offender
Management and
Monitoring

Technology
Enablers/ Offender
Management and
Monitoring

Medium

Low

CS 3: There are well established processes and
supporting systems in place to carry out the
enforcement activity.
Finding 2.3: Controls and processes over the
management of heavy vehicle defects should be
strengthened.

Finding 2.4: Opportunities for operational improvement
exist.

1.5 Attention
This report was prepared solely for your use per our engagement contract and may not be distributed without
our consent. KPMG does not accept responsibility for any third party or unintended use.
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2. Detailed Findings
2.1 Strategic and operational planning requires a formalised
risk-based approach

Medium

Finding:
A risk-based approach to planning regulatory activity is encouraged in the NSW Department of
Premier and Cabinet guidance issued in July 2014 – “Guidance for regulators to implement
outcomes and risk-based regulation,” and we note that Compliance Operations management are
considering how they may adopt aspects of this guidance.
In addition, an Auditor-General report published in 2009 – “Improving Road Safety – Heavy Vehicles”
concluded that the “…RTA is not always in the right place at the right time to maximise deterrence
and detection. This is because a risk-based approach is not used effectively in all regions.”
The internal audit observed that the key strategy document guiding the Heavy Vehicle On-Road
Enforcement Program, the “Heavy Vehicle Regulations Compliance and Enforcement Strategy,” has
not been updated since 2012 and therefore does not reflect current risks and challenges.
Management acknowledge that many elements of this strategy are now outdated. Given continual
technological advances and the changing landscape of heavy vehicle regulation and usage in NSW,
most specifically the introduction of the National Heavy Vehicle Regulator, it is important that a new
strategy is developed to address evolving risks and challenges.
On a day-to-day basis, Heavy Vehicle On-Road Enforcement Program operations in NSW are
planned across four different sectors. The number of enforcement resources deployed and the daily
activities organised within each sector are tailored to the area’s characteristics and associated
challenges.
The internal audit observed that risks within each sector are informally considered by Enforcement
Operations staff as part of this planning process and noted that the link between planned operations
and observed risks or business priorities is not clearly documented. The operational planning
process is largely based on staff experience with reference to historical non-compliance and
available data, with the key output being an operational timetable that target risk factors such as
fatigue. While the operational timetable sets out clearly “what” activity is planned, there is no
articulation of “why.”
In the absence of an up to date strategy and formal links to current risks and business priorities,
management are unable to demonstrate that operational decisions and activity are focused on the
areas that address key risks or will maximise intended outcomes.
In addition, as decisions around prioritisation of operations and resources is undocumented, there is
significant dependence on the retained knowledge of experienced personnel.

Theme: Risk Management/ Procedural Documentation

Root cause:



Sector-specific risks are not formally captured; and
The Heavy Vehicle Regulations Compliance and Enforcement Strategy is not up to date.
Potential impact:





Operational activities and resourcing efforts do not reflect key risks;
Operational activities do not align with strategic priorities; and
Loss of operational planning knowledge and capability due to turnover of experienced staff.
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Responsibility:

Agreed Management Actions:

Due date:

1) Review and update the Heavy Vehicle Regulations
Compliance and Enforcement Strategy as soon as
practicable, to reflect a risk-based and outcomesbased approach;

Paul Endycott (GM
Compliance
Operations)

27/02/2017

2) Establish a Heavy Vehicle Compliance and
Enforcement program operational risk register that
captures all sector-specific risks and possible
mitigating actions; and

Paul Endycott (GM
Compliance
Operations)

30/11/2016

3) Establish operational planning tools that link to the
operational risk register and use to document
resourcing and operational decisions.

Paul Endycott (GM
Compliance
Operations)

30/12/2016
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2.2 Lack of formal reporting on outcomes achieved as a direct
result of enforcement activities

Medium

Finding:
The Compliance Operations Branch has set out a number of key deliverables in relation to the Heavy
Vehicle On-Road Enforcement Program in its FY15-16 Delivery Plan. These deliverables align with
the RMS strategic priorities for the year and a number of Key Performance Indicators (KPIs) were
introduced to measure performance against some of these deliverables.
However, the KPIs in place are operational in nature, including measurement of operational uptime
status, repeat defective heavy vehicles, percentage of good quality speed camera images and
percentage of heavy vehicle weight breaches. While these measures provide a useful measure of
operational efficiency, there are currently no KPIs in place to measure the success of the program as
a whole. There is also limited formal reporting on outcomes as a direct result of enforcement activity
to demonstrate achievement of Compliance Operation’s strategic objectives. Without such
measures, the return on investment of resources or more broadly the program’s success as whole,
cannot be clearly evidenced.
Theme: Monitoring & Reporting

Root cause:



Absence of non-operational KPI’s for measuring program expectations; and
Limited reporting on positive contributions as a direct result of enforcement activity.
Potential impact:




Strategic objectives are not achieved; and
Program weaknesses are not identified due to the lack of outcome reporting.

Responsibility:

Due date:

1) Define measurable outcomes that are linked to
strategic objectives; and

Paul Endycott (GM
Compliance
Operations)

27/02/2017

2) Revise and extend the existing KPIs and related
reporting to include non-operational indicators that
measure outcomes of enforcement activity.

Paul Endycott (GM
Compliance
Operations)

27/02/2017

Agreed Management Actions:
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2.3 Controls and processes over the management of heavy
vehicle defects should be strengthened

Medium

Finding:
Heavy vehicle defects are mechanical faults usually identified on-road by RMS Enforcement
Operations Inspectors (EOIs) or by Police and highlighted through defect notices.
These defect notices can be inspected and cleared by a number of parties including Authorised
Inspection Stations and EOIs through the ‘DRIVES’ system. Defect notices can also be cleared by
Service NSW and Customer Liaison and Document Verification within RMS when inspectors do not
have online access.
Clearance of defects by AIS stations, Service NSW and RMS
AIS stations with access to ‘AIS Online’ are automatically prompted to fill out a ‘passed inspection’
report when completing a full inspection. Others with no access to the system create a record of the
inspection in an inspection report booklet. However we noted there is no consistent assurance
process to ensure records of all inspections undertaken to clear defects are maintained.
In cases where AIS stations do not have online access to clear defects, these can be cleared from
‘DRIVES’ by Service NSW staff once a notice with a signed inspection report is provided. The same
task is performed by Customer Liaison and Document Verification within RMS, who are primarily
responsible for interstate communication on defects.
It was however noted that roles and responsibilities of the aforementioned parties with respect to
defect clearance are not formally documented. Furthermore, interviews with stakeholders across
RMS highlighted confusion as to whether Customer Liaison and Document Verification is responsible
for clearing all defects or only defects associated with interstate-registered vehicles.
Discussions with RMS staff also highlighted a need for training and support in relation to clearing
defects. While a procedure on the process is available to RMS and Service NSW personnel on
‘Frontline Help’, it does not provide staff with all information needed. For example, staff are unsure
about whether a faxed defect notice should be accepted or not.
Sampling of defect notices
Operation Managers within each sector are responsible for sampling a number of defect notices
issued within their area of operation. Outcomes from the sampling are communicated to the
Operations Managers’ respective Sector Manager. However, there is limited procedural
documentation over the sampling methodology to be adopted, which may result in inconsistent
practices.

Theme: Records Management / People / Procedural Documentation

Root cause:





Audits of AIS stations do not trace retained inspection records to defects cleared;
Roles and responsibilities of RMS’ Customer Liaison and Document Verification, and Service
NSW are not clearly defined/communicated;
Lack of training for RMS’ Customer Liaison and Document Verification, and Service NSW
staff on clearing defect notices; and
Lack of guidelines for Operations Managers on sampling defect notices raised within their
area of operation.
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Potential impact:




Defects are cleared without inspections taking place;
Inconsistencies in managing EOIs due to unclear defect clearance sampling methodology;
and
Inaccurate / false clearance notifications are not identified and processed into the system.

Responsibility:

Due date:

1) Expand the scope of AIS audits to include tracing
of retained inspection records to defects cleared;

Martin Schwiebert
(GM Accreditation)

30/11/2016

2) Document, define and communicate the role and
responsibilities of Service NSW and RMS’
Customer Liaison and Document Verification in
relation to clearing defect notices. Subsequently
provide training necessary to fulfil the defined roles
and responsibilities;

Ray Duncan (A/GM
Customer and
Support Services)

30/11/2016

3) Review and update the ‘Frontline Help’ procedural
documentation, giving consideration to
incorporating an informed FAQ section; and

Ray Duncan (A/GM
Customer and
Support Services)

30/11/2016

4) Introduce clearly defined guidelines in relation to
sampling defect notices.

Paul Endycott (GM
Compliance
Operations)

30/11/2016

Agreed Management Actions:
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Low

2.4 Opportunities for operational improvement exist
Finding:

Internal Audit noted opportunities for improvement in relation to the Heavy Vehicles On-Road
Enforcement Program’s complaints management and the handling of manual defect notices.
Complaints management
Complaints are received from several sources, such as the RMS Heavy Vehicle Hotline and are not
consistently recorded on a heavy vehicles complaints register. This results in an inability to handle
repeated complaints consistently and to develop solutions for identified trends in complaints over
time.
Handling of manual defect notices
Manual defect notices are issued when ‘Truckscan’ is not accessible. Manual notices are retained by
RMS in physical files. The copies are however not required to be stored in digital form on “VRMIS”.
While some Sector Managers have instructed their staff to retain a soft version on VRMIS, others did
not follow the same practice. This could result in inefficient notice retrieval should related details be
required at a future date.

Theme: Systems & IT/ Records Management

Root cause:



Lack of requirement to maintain a centralised complaints register or database; and
Lack of requirement to retain digital copies of manual defect notices on VRMIS.

Potential impact:




Trends in complaints are not identified and consistently managed;
Operational activities and resourcing efforts do not reflect key risks; and
Inefficient defect notice retrieval process.

Responsibility:

Due date:

1) Establish a complaints management process within
Compliance Operations and monitor trends; and

Paul Endycott (GM
Compliance
Operations)

31/08/2016

2) Introduce a requirement for all manual defect
notices to be uploaded on VRMIS.

Paul Endycott (GM
Compliance
Operations)

31/08/2016

Agreed Management Actions:
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Appendix 1 – Internal Audit Findings Classification
Rating

Very High

Definition
Issue represents a control
breakdown which could have or is
having a severe or catastrophic
effect on RMS’ ability to achieve
its core objectives

Indicative Action required
The agreed management action plan is to be
implemented within one month from the date of this
report. In the interim period, appropriate mitigating
controls must be implemented. These will be
documented in the audit report prior to issuance.
Audit & Risk Branch will follow-up on the agreed
actions within one month after issuance of the final
report, which will include substantive testing.

Issue represents a control
weakness which could have or is
having a serious or major adverse
effect on RMS’ ability to achieve
its core objectives
Issue represents a control
weakness which could have or is
having a moderate or serious
adverse effect on RMS’ ability to
achieve its core objectives
Issue represents a minor control
weakness with minimal but
reportable impact on RMS’ ability
to achieve its core objectives

High

Medium

The agreed management action plan is to be
implemented within 3 months from the date of this
report. In the interim period, appropriate mitigating
controls should be considered and implemented
where required.
The agreed management action plan is to be
implemented within a reasonable timeframe.

Low

The risk rating above is consistent with the RMS Risk Management Framework which is used for reviewing
and ranking of risks across all areas of the RMS business.

Likelihood

Consequence
Minor

Moderate

Serious

Major

Severe

Catastrophic

C6

C2

C4

C3

C2

C1

Frequent

L1

M

H

H

VH

VH

VH

Likely

L2

M

M

H

H

VH

VH

Possible

L3

L

M

M

H

H

VH

Unlikely

L4

L

L

M

M

H

H

Rare

L5

L

L

L

M

M

H

Improbable L6

L

L

L

L

M

M
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Appendix 2 – Classification of Internal Audit Themes
The following internal audit themes have been developed by Internal Audit for classifying findings
contained in each Internal Audit Report. These themes contained in this report have been
discussed and agreed with management.
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Appendix 3 – Overall Assessment Classification
The overall assessment represents Internal Audit’s evaluation of the processes, functions, or
systems reviewed. This subjective assessment is based upon the audit procedures performed and
consideration of test results. The evaluation is presented using a sliding scale as defined in the
following table.
Overall rating

Satisfactory

Minor
Improvement
required

Moderate
improvement
required

Major
improvement
required

Unsatisfactory

Description of rating

Controls evaluated are adequate, appropriate, and effective to ensure
risks are being managed and objectives are met. No audit findings
noted.

Generally, controls evaluated are adequate, appropriate, and effective
to ensure risks are being managed and objectives are met. One or
more low/medium risk findings noted, with minor or moderate impact
on the overall system of internal controls.

Generally, controls evaluated are adequate, appropriate, and effective
to ensure risks are being managed and objectives are met. Multiple
medium risk findings noted, with moderate impact on the overall
system of internal controls.

A high risk exists in a major scope or risk area. The controls evaluated
are unlikely to manage risks and meet objectives.

High/very high risk exists in two or more major scope or risk areas.
Controls evaluated do not manage risks and objectives are not met.
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Appendix 4 – Consultations
The table below outlines all personnel who were involved in discussions and contributed to the findings
detailed in this Internal Audit Report.
#

Name

Title

1

Paul Endycott

General Manager, Compliance Operations

2

Andrew Graham

Chief Audit and Risk Officer

3

Terry Hickey

General Manager, Safety and Compliance Reform

4

Graeme Simmonds

Principal Manager, Operational Planning & Development

5

Brett Patterson

Principal Manager, Enforcement Operations

6

Samer Soliman

Manager Heavy Vehicle Programs, Compliance Operations

7

Theresa Jabson

Team Leader Finance, Compliance Operations

8

Alexandre Dubois

Program Manager, Compliance Operations

9

Theepan Thevathasan

Program/Change Manager, Compliance Operations

10

Bhavin Patel

Business Intelligence & Data Warehousing Architect

11

Raymond Jenkins

Sector Manager Sydney, Enforcement Operations

12

Michael Patterson

Team Leader Scheme Inspection, Accreditation

13

Michael Romano

Sector Manager North, Enforcement Operations

14

Shalen Kumar

Team Leader, Operational Planning & Performance

15

Peter Walters

Manager Compliance Training, Compliance Operations

16

Adam Carter

Operations Manager Sydney, Enforcement Operations

17

Jacqueline Burke

Field Support Officer, Compliance Operations

18

Tracey Forsstrom

SQL & Customer Liaison Officer, Cust. & Support Services

19

Peter Ramsay

Senior Manager Driver & Vehicle Administration

The table below outlines all personnel who are on the distribution list for this Internal Audit Report.
Name

Title

Peter Duncan

Chief Executive

Greg Fletcher

Chair, Audit & Risk Committee

Allan Cook

Member, Audit & Risk Committee

Brian McGlynn

Member, Audit & Risk Committee

Greg Evans

Member, Audit & Risk Committee

Melinda Bailey

Executive Director, Compliance and Regulatory Services

Paul Endycott

General Manager, Compliance Operations

Brett Patterson

Principal Manager, Enforcement Operations

Graeme Simmonds

Principal Manager, Operational Planning & Development

Andrew Graham

Chief Audit and Risk Officer
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Contact us

The contacts at KPMG in connection with this Internal Audit Report are:

Margaret Smylie
Partner
7107
056
msmylie

Iain Muirhead
Director
9127
766
iainmuirhead@

www.kpmg.com.au
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The role of the Auditor-General

GPO Box 12
Sydney NSW 2001

The roles and responsibilities of the AuditorGeneral, and hence the Audit Office, are set
out in the Public Finance and Audit Act 1983.
Our major responsibility is to conduct
financial or ‘attest’ audits of State public
sector agencies’ financial statements.
We also audit the Total State Sector Accounts,
a consolidation of all agencies’ accounts.
Financial audits are designed to add credibility
to financial statements, enhancing their value
to end-users. Also, the existence of such
audits provides a constant stimulus to agencies
to ensure sound financial management.
Following a financial audit the Audit Office
issues a variety of reports to agencies
and reports periodically to parliament. In
combination these reports give opinions on the
truth and fairness of financial statements,
and comment on agency compliance with
certain laws, regulations and government
directives. They may comment on financial
prudence, probity and waste, and recommend
operational improvements.

The Legislative Assembly
Parliament House
Sydney NSW 2000

The Legislative Council
Parliament House
Sydney NSW 2000

Pursuant to the Public Finance and Audit Act 1983,
I present Volume Nine of my 2016 report.

Margaret Crawford
Auditor-General
1 December 2016

We also conduct performance audits. These
examine whether an agency is carrying out its
activities effectively and doing so economically
and efficiently and in compliance with relevant
laws. Audits may cover all or parts of an
agency’s operations, or consider particular
issues across a number of agencies.
Performance audits are reported separately,
with all other audits included in one of the
regular volumes of the Auditor-General’s
Reports to Parliament – Financial Audits.
audit.nsw.gov.au

© Copyright reserved by the Audit Office of New South
Wales. All rights reserved. No part of this publication may
be reproduced without prior consent of the Audit Office of
New South Wales.
The Audit Office does not accept responsibility for loss or
damage suffered by any person acting on or refraining from
action as a result of any of this material.
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Executive Summary
This report analyses the results of the financial statement audits of agencies within the
Transport cluster for the year ended 30 June 2016.
Financial performance and reporting
Financial reporting

Passenger revenue and patronage

Passenger cost recovery

Unqualified audit opinions were issued for all
agencies. Only three errors were identified across
Transport cluster financial statements.
Public transport revenue increased four per cent
while patronage trips increased 12 per cent.
Transport for NSW (TfNSW) attributes this to an
increase in concession Opal cards. Revenue per
passenger journey for rail and buses decreased, but
increased for ferries.
The cost per passenger journey fell in 2015–16 and
the overall cost recovery from public transport
passengers increased to 21 per cent (20 per cent in
2014–15).

Financial controls
Maintenance backlog

Information technology

Roads and Maritime Services (RMS) has a
maintenance backlog of $3.4 billion at 30 June 2016
($5.3 billion at 30 June 2015).
Weaknesses in information security processes
accounted for over 79 per cent (87 per cent) of the
information systems issues we identified in 2015–16.

Governance
SAP ERP implementation

TfNSW is replacing multiple legacy systems with one
SAP solution across Transport agencies. Project
implementation deferrals may impact the total project
cost.

Service delivery
Bus on-time running

Bus crowding

Road fatalities

Private bus operators achieved punctuality targets
for the start of trips, but almost never met them for
the middle or end of trips. State Transit Authority of
New South Wales (STA) did not meet any of its
punctuality targets.
Crowding information is not published for buses in
any contract region, despite bus operating contracts
requiring this information to be reported to TfNSW.
Road fatalities increased 28 per cent
between July 2015 and June 2016, from 304 to 390
deaths.

4
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Transport cluster
A cluster represents a group of NSW Government agencies formed to enhance the
coordination of policy development and service delivery. Each cluster is led by a coordinating
Minister and may be supported by portfolio Ministers. TfNSW is the lead agency in the
Transport cluster.
Financial performance and reporting
The quality of financial reporting is of a high standard
Unqualified audit opinions were issued on the 2015–16 financial statements of all agencies in
the Transport cluster.
Reported misstatements in cluster agencies' financial statements fell 96 per cent since 2011–
12 to just three in 2015–16. This reflects the improved quality of financial reporting since NSW
Treasury introduced its 'early close procedures' initiative in 2011–12.
Transport agencies’ patronage grew at a higher rate than revenue growth
Public transport passenger revenue increased by $50.0 million (four per cent) in 2015–16 due
to increased patronage of 72 million trips (12 per cent) across all modes of transport. TfNSW
attributes the lower revenue growth rate to an increase in youth, pensioner, student and
employee concession Opal cards, and customers taking advantage of free Opal card journeys
after the eighth paid journey. Revenue per passenger journey for rail and buses decreased,
but improved for ferries.
Rail, bus and ferry costs per passenger journey decreased in 2015–16.
Financial controls
RMS has a maintenance backlog of $3.4 billion
At 30 June 2016, RMS reported a maintenance backlog of $3.4 billion, $1.9 billion lower than
the $5.3 billion reported at 30 June 2015. The decrease was due to a refined methodology
used to calculate the backlog.
Transport cluster agencies manage $119 billion in property, plant and equipment with a total
maintenance backlog of $3.6 billion at 30 June 2016. This represents three per cent of the
asset values. Transport cluster maintenance expenditure was $1.9 billion in 2015–16,
four per cent higher than in 2014–15.
Weaknesses still exist in access security for financial systems
Weaknesses in information security processes exceeded 79 per cent (87 per cent) of the
information systems issues we identified in the 2015–16 audits. Twenty-nine (31 in 2014–15)
information system issues were identified on the clusters’ major financial systems. The audits
focused on information security, system change control and computer operations.
Recommendation (repeat issue)
Transport cluster agencies should terminate user access on a timely basis and ensure
all user reviews are completed so access rights are appropriate.
Governance
Actions to maintain commercial trust
Potential conflicts of interest exist within the Transport cluster. To maintain the confidence of
all transport operators, the conflicts should be managed appropriately. Sydney Trains
operates signalling priorities for Rail Corporation New South Wales (RailCorp) and could
potentially provide rail services that favour it ahead of other operators.
5
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Recommendation
The transparency of operation of signalling priorities with operators be improved with
the creation of TAHE (Transport Asset Holding Entity) and the operation of the new Rail
Operations Centre (ROC) in 2018.
SAP ERP program scope and timeline changed to manage risks and costs
The SAP ERP program was delivered to TfNSW and RMS and is scheduled for delivery to
NSW Trains in January 2017. Sydney Trains deferred its implementation to June 2017. The
program de-scoped STA to manage business risk and the program budget.
Implementation of the contract and catalogue management functionality for all agencies was
deferred to June 2017.
At 30 June 2016, 88 per cent of the $196 million program budget was spent leaving
$24.0 million to cover the delivery cost of the remaining SAP ERP implementation across the
cluster. The major transport agencies have budgets totalling $122 million. At 30 June 2016, 49
per cent of this was spent.
Recommendation
Transport agencies should review project budgets and delivery schedules to address
any impact of deferred implementation.
Service delivery
Most punctuality Key Performance Indicators (KPIs) were not met by all bus operators
Three KPIs measure punctuality performance for all operators. Financial penalties can not be
imposed on private bus operators if they do not meet punctuality targets for the middle or end
of trips. There is no financial penalty for STA not meeting its punctuality targets.
Recommendation
TfNSW should consider including financial penalties for not meeting each punctuality
KPI in future contracts with bus operators.
Twelve of the 15 bus contract regions had full buses
Crowding information is not published for buses in any contract region, despite bus operating
contracts requiring this information to be reported to TfNSW. No targets on crowding have
been set for bus operators in any contract region. TfNSW advises there were no capacity
issues for Sydney metropolitan bus service contracts one, five and 15.
Recommendation (repeat issue)
TfNSW should develop target measures on crowding for bus operators in all contract
regions and publish the results.
Road fatalities increased by 28 per cent
Road fatalities increased by 28 per cent in 2015–16. The NSW Centre for Road Safety
reported 390 fatalities in 2015–16, compared to 304 in 2014–15. TfNSW advises the increase
in fatalities mainly involved speed, fatigue and vehicle occupants not wearing available
restraints.

6
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Introduction
This report provides Parliament and other users of Transport cluster agencies' financial
statements with audit results, observations, conclusions and recommendations in the
following areas:
•

Financial Performance and Reporting

•

Financial Controls

•

Governance

•

Service Delivery.

Structure of the Transport cluster
TfNSW is the lead agency in the Transport cluster. It is responsible for the coordination,
funding allocation, policy and planning and other delivery functions for transport services.
TfNSW is controlled by the Department of Transport (the Department). It does not control the
transport regulator, transport investigator or ports.

Transport Cluster
Total Assets $128 billion
Total Liabilities $12.0 billion

Total Revenue $14.2 billion
Total Expenses $10.8 billion

Department of
Transport

Transport Agencies

Regulator and
Investigator

Ports

Notes:
1

TfNSW includes Transport Service of New South Wales (Transport Service).

2

RMS includes the WestConnex Delivery Authority.

3

All NSW TrainLink services are provided by the NSW Government through an overarching entity: NSW Trains.

4

Total revenue and expenses exclude gains and losses.

7
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Operational snapshot

New South Wales Public Transport Services
Bus (a)

Ferries (b)

Passenger
journeys:
290 million

Government
funding:
$407 million

Passenger
journeys:
15.4 million
Passenger
revenue:
$48.8 million
Operating
expenses:
$129 million
Government
funding:
$129 million

Net assets:
$275 million
Cost recovery from
users:
22 per cent

Net assets:
$136 million
Cost recovery from
users:
38 per cent

Passenger
revenue:
$383 million
Operating
expenses:
$1.8 billion

Rail

(c)

Passenger
journeys:
363 million
Passenger
revenue:
$829 million
Operating
expenses:
$4.2 billion
Government
funding:
$3.7 billion
Net assets:
$29.7 billion
Cost recovery from
users:
20 per cent

Road

(d)

Registered
vehicles:
6.5 million
Collections:
$3.6 billion
Operating
expenses:
$1.2 billion
Government
funding:
$5.9 billion
Net assets:
$80.7 billion

a

Bus passenger journeys, passenger revenue and government funding include STA and private bus operators. Operating expenses are
made up of bus contract payments by TfNSW to bus operators. Net assets relate to STA only.

b

Operating expenses are ferry contract payments by TfNSW to a private ferry operator and Sydney Ferries' operating expenditure. Net
assets relate to Sydney Ferries only.

c

Government funding includes cash equity injections. Operating expenses exclude inter-entity transactions.

d

Collections consists of license and registration fees, stamp duty, motor vehicle weight tax, and fines and other revenue collected by RMS
from road users which is predominantly paid to NSW Treasury.

Source: Transport agencies' financial statements (audited) and information from transport agencies (unaudited).

Status of 2015 recommendations
Last year's Auditor–General's Report to Parliament on the Transport cluster included
recommendations for cluster agencies to improve financial and performance reporting,
financial controls, governance and service delivery. The current status of each
recommendation is shown below by agency.
Recommendation

Current status

The cluster lead agency should:
Develop target measures on crowding for bus
operators in all contract regions.

Repeat issue. TfNSW is working to identify
how Opal data can be used to intelligently
report patronage and provide a holistic
overcrowding analysis. Refer to the Service
Delivery chapter.

Ensure Transport cluster agencies focus on
addressing repeat issues as soon as possible,
in particular those related to user access
management over financial systems.

Some issues have not been fully addressed.
Refer to the Financial Controls chapter.

8
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Recommendation

Current status

Ensure risk assessment activities adequately
mitigate risks at the Transport cluster level.

Details are in the Governance chapter.

Respond appropriately to gaps identified
through the governance self-assessments.

TfNSW is updating the Transport cluster
Access to Information Policy to include
Continuous Disclosure elements previously
recommended for the cluster. A draft policy
statement is currently under consultation.
Communicating the policy throughout the
Transport cluster and publishing it on
corporate websites will occur when the policy
is finalised.

Incorporate performance elements into the
pricing of shared services.

Improvements are ongoing. TfNSW confirmed
Transport Shared Services’ (TSS)
performance is closely monitored through
internal and external KPIs that measure
service delivery performance to clients.
The TSS Pricing Strategy includes moving to
a more sophisticated model that incorporates
transactional pricing.

Ensure each transport agency implements
effective compliance management practices.

Some cluster agencies are more advanced in
developing compliance registers, establishing
legislative and regulatory committees, and
monitoring and reporting compliance and
governance. Refer to the Governance
chapter.

In consultation with RMS, develop an
appropriate funding model to ensure
pavement rebuilding targets are met.

RMS advised additional funding for capital
maintenance from 2022–23 to 2025–26 will
move RMS closer to a sustainable pavement
rebuilding target. Work in this area is ongoing.

Ensure the Opal system directly provides
revenue information to meet the needs of all
stakeholders.

Improvements are ongoing. Revenue
Management is providing operators with
regular revenue reporting, but TfNSW
confirmed the operators require revenue and
patronage data by station, fareband, Opal
card type broken down by peak, off peak and
weekends. The Ticketing and Concessions
division of TfNSW is working with operators
and Transport Performance and Analytics
(formerly the Bureau of Transport Statistics) to
deliver the data required for reporting.

Require the Opal service provider to
independently confirm the effectiveness of its
internal control processes.

TfNSW obtained an independent operating
controls assurance report on the Opal system
for 2015–16.
The report states that in all material respects,
the controls were appropriately designed and
implemented, and the controls tested provided
reasonable assurance the control objectives
were achieved and operated effectively. Refer
to the Service Delivery chapter.

Ensure appropriate strategies are
implemented to address risks associated with
legacy systems during the transition to new
systems.

Strategies are in place to ensure legacy
systems are maintained. Support agreements,
user access controls and system protocols
are being monitored while the new systems
are implemented.
9
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Recommendation

Current status
Several initiatives and approaches are being
undertaken to mitigate the risks associated
with legacy systems.

Publish on-time running results for outer
metropolitan bus contract regions.

The results are now published on TfNSW’s
website.

Set targets for the level of customer
satisfaction for each transport mode to
achieve.

Work is ongoing with TfNSW’s continuously
monitoring customer satisfaction across all
transport modes. This is consistent with the
NSW Government Priorities.
The intent is to maintain or improve customer
satisfaction across each mode. Refer to the
Service Delivery chapter.

RMS should:
Review procurement processes and align
them with others in the cluster.

RMS reviewed its procurement processes as
part of the TfNSW rollout of the cluster-wide
ERP SAP program. It continues to align its
procurement processes by participating in
cluster working groups

Sydney Trains should:
Independently test signalling protocols with
results published and sent to all rail operators.

Sydney Trains advised this will be addressed
through creation of a new agency, TAHE and
construction of new ROC. Refer to the
Governance chapter.

Pay invoices on time.

Repeat issue. All agencies, except Sydney
Trains met the target for paying supplier
invoices on time.
Sydney Trains monitors payment performance
monthly. Payment performance was
87 per cent in 2015–16 (target 90 per cent).
Sydney Trains is working with TSS to pay
suppliers on time.

The Transport cluster agencies should:
Consider the effectiveness of policies and
management practices to reduce annual leave
balances to comply with targets set by the
Treasurer.

Repeat issue. Employees continue to have
excessive annual leaves. Refer to the
Financial Controls chapter.

Consider the cost benefit of using contractors
rather than permanent staff for ongoing roles.

Agencies advise the policies, procedures and
guidelines they have in place ensure the cost
benefit of using contractors instead of
permanent staff for ongoing roles are
considered at all times. However, the number
of contractors continued to increase in 2015–
16. Refer to the Financial Controls chapter.

10
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Recommendation

Current status

Ensure asset revaluation outcomes are
processed in the fixed asset register before
the early close deadline.

RailCorp and Sydney Ferries only partially
processed the revaluation outcomes before
the early close deadline. Refer to the
Financial Performance and Reporting chapter.

STA should continue working with TfNSW to
improve on-time running performance in all
metropolitan bus contract regions to meet
on-time running targets.

STA continues to work with TfNSW to deliver
significant on-time running improvements
through various initiatives. Refer to the
Service Delivery chapter.

2015 recommendation status
Fully addressed

Partially addressed

Not addressed
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Financial Performance and Reporting
Financial performance and reporting are important elements of good governance. Confidence
in public sector decision making and transparency is enhanced when financial reporting is
accurate, timely and clear. Effective financial management and reporting by agencies helps
key stakeholders, such as the NSW Government, make effective decisions and achieve
desired outcomes efficiently.
This chapter outlines audit observations, conclusions and/or recommendations for the
financial performance and reporting of Transport cluster agencies for 2015–16.
Financial reporting
Observation

Conclusion or recommendation

The quality of financial reporting is of a high standard Unqualified audit opinions were issued on the 2015–
16 financial statements of all Transport cluster
and has improved since NSW Treasury introduced
agencies.
its 'early close procedures' initiative in 2011–12.
Reportable misstatements fell 96 per cent since
2011–12 to just three in 2015–16.
RailCorp did not complete asset revaluation and
update the fixed assets register for its 75,000
infrastructure assets by the early close deadline.

While all revaluation matters were satisfactorily
resolved before finalising the 30 June 2016 financial
statements, completing the revaluation process
by 31 March would enable earlier review,
identification and resolution of matters.

One significant matter was reported for TfNSW in
2015–16 relating to the impairment of leased buses.

Management is considering impairment implications
for all bus fleet assets.

Financial performance
Observation

Conclusion or recommendation

NSW Trains and the Office of Transport Safety
Investigations (OTSI) had negative equity positions
at 30 June 2016. This cast doubt on their ability to
continue as going concerns.

Recommendation: NSW Trains and OTSI should
continue to focus on strategies to improve financial
sustainability and less reliance on the NSW
Government funding.

Transport agencies’ patronage grew at a higher rate
than revenue growth. Public transport passenger
revenue increased four per cent in 2015–16 while
patronage increased 12 per cent across all modes.

Revenue is still growing at a lower rate than
patronage. TfNSW attributes this to increased use of
youth, pensioner, student and employee concession
Opal cards and significantly more free Opal trips.

The cost per passenger journey for all modes of
transport decreased in 2015–16. Revenue per
passenger journey for rail and buses decreased, but
improved for ferries.

The overall cost recovery from users of public
transport was 21 per cent in 2015–16 (20 per cent in
2014–15).

There was a significant investment in transport
assets in 2015–16.

Agencies spent $7.9 billion on assets in 2015–16,
including $3.0 billion on rail systems and $3.6 billion
on road and maritime systems.

12
NSW Auditor-General's Report to Parliament | Volume Nine 2016 | Financial Performance and Reporting

433

E18_0736 AS-10-002-PR-0033

Quality of financial reporting
Unqualified audit opinions were issued for all agencies' financial statements
Unqualified audit opinions were issued on the 2015–16 financial statements of all agencies in
the Transport cluster.
A financial audit is designed to identify matters considered important to report to those
charged with governance of the agencies, the portfolio Minister, Treasurer and agency head.
In the 2015–16, we reported one significant matter relating to the impairment of leased buses.
TfNSW recognised an impairment loss of $179 million against the carrying value of the bus
fleet leased from STA.
We recommended management assess whether this impairment has implications for the
value of the bus fleet leased from private operators during 2016–17. TfNSW will work closely
with NSW Treasury to consider the impairment implications for all bus fleet assets.
The quality of financial reporting is of a high standard
Reported misstatements in Transport cluster agencies' financial statements fell 96 per cent
since 2011–12 to just three in 2015–16. This reflects the improved quality of financial
reporting since NSW Treasury introduced its 'early close procedures' initiative in 2011–12.
Only three reportable misstatements in a cluster with $10.8 billion in expenditure, $14.2 billion
in revenue, $128 billion in assets and $12.0 billion in liabilities is a good outcome.
Early close procedures help agencies meet earlier reporting deadlines and improve the quality
and accuracy of financial reporting by bringing forward traditional year-end activities. These
include the valuation of assets and the resolution of financial reporting issues.
The table below summarises the past five years’ audit results for Transport cluster agencies
highlighting total reportable misstatements detected during the audit process.
Reported misstatements
Year ended 30 June

2016

2015

2014

2013

2012

Agency
Department

--

1

1

4

5

TfNSW

--

--

--

1

10

RailCorp

--

2

1

3

10

Sydney Trains

--

1

1

N/A

N/A

NSW Trains

--

1

--

N/A

N/A

RMS

1

1

--

1

19

STA

--

--

--

1

5

ITSR*

--

--

1

6

6

OTSI

1

--

--

2

4

Sydney Ferries

--

--

1

4

5

Transport Service

--

--

2

2

3

Port Authority

1

--

N/A

N/A

N/A

Total misstatements

3

6

7

24

67

N/A Indicates the agency did not exist in that year.
Notes:
1

Number of misstatements reported in the Department consolidation has been adjusted to exclude misstatements reported against the
individual agencies.

2

The reported misstatements in 2016 were below $5 million and were not corrected.

*

Independent Transport and Safety Regulator (ITSR).

Source: Audit Office of New South Wales.
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Timeliness of financial reporting
Cluster agencies' financial statements were submitted on time
All Transport cluster agencies submitted the financial statements on time and the Audit Office
completed all the financial audits by the statutory deadlines. NSW Treasury extended
TfNSW’s deadline to 11 August 2016 for submitting the 2015–16 financial statements. This
gave TfNSW time to resolve the issue relating to the impairment of its finance leased buses.
Timely and accurate financial reporting is essential for effective decision making, timely
management of public funds and enhancing public accountability.
Agencies substantially completed early close procedures
With the exception of the matters referred to below, agencies substantially complied with
NSW Treasury's early close procedures. All agencies submitted proforma financial statements
on time. Most reconciled key account balances, and performed monthly accruals and
management reviews as required. Most agencies had also actioned our prior year
management letter recommendations.
Asset revaluation processes can improve
Although most agencies complied with Treasury’s early close procedures, opportunities exist
for improvements to asset revaluation processes.
RailCorp did not complete the revaluation of its 75,000 infrastructure assets or update the
fixed asset register by the early close deadline. This was a similar outcome to its 2014–15
buildings revaluation process.
The valuer’s report for Sydney Ferries was only finalised after submission of the early close
financial statements.
While all revaluation matters were satisfactorily resolved before finalising the 30 June 2016
financial statements, completing the revaluation process by 31 March would enable earlier
review, identification and resolution of matters.
Some agencies can still improve their early close procedures
TfNSW and Transport Service did not submit required work papers supporting the financial
statements within the early close deadline. As the year-end reporting timetable is expected to
shorten in future years, these entities should develop solutions to enable earlier reporting.
Opportunities for agency improvements include:
•

compiling adequate working papers to support revaluations of property, plant and
equipment to enable audit work to be conducted before year-end

•

ensuring sufficient documentation is prepared to support management’s accounting
treatments, judgements and assumptions.

Financial sustainability
NSW Trains and OTSI may not be viable as stand-alone entities

Recommendation
NSW Trains and OTSI should continue to focus on strategies to improve financial
sustainability and less reliance on the NSW Government funding.

14
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NSW Trains and OTSI required letters of financial support so they could prepare financial
statements on a going concern basis. Management of these entities should explore strategies
to make them financial sustainable and no reliance on letters of financial support.
NSW Trains and OTSI had negative equity positions of $75.7 million and $307,000
respectively at 30 June 2016. Uncertainty over their ability to operate with positive cash flows
in the short term cast significant doubt on whether they were going concerns, the basis on
which the financial statements were prepared.

Passenger revenue and patronage
Transport agencies’ patronage grew at a higher rate than revenue growth
Public transport passenger revenue increased by $50.0 million (four per cent) in 2015–16,
while patronage increased by 72 million trips (12 per cent) across all modes of transport.
TfNSW advises the introduction of Opal enables individual public transport trips to be counted
more accurately and consistently. This is in contrast to legacy paper tickets which applied
different methodologies to assign patronage to modes and services. Patronage data in 2014–
15 and 2015-16 includes data derived from both Opal and paper tickets. The take up rate for
Opal increased considerably across this period. Representation of school students also varies
across years as a result of the transition from paper tickets to Opal cards.
The continuing rise in patronage increases pressure on public transport crowding, punctuality
and capacity.
Rail is the most used mode of public transport. It earned 65 per cent of total passenger
revenue and accounted for 54 per cent of total public transport patronage in 2015–16.
Revenue per passenger journey for rail and buses decreased, but improved for ferries.
Passenger revenue and patronage by transport mode follows.
Passenger revenue
Year ended 30 June
Mode of public transport

2016

2015

$m

$m

Movement

Patronage

%

million trips million trips

2016

Movement

2015
%

Rail

829

816

1.6

363

328

10.7

Buses*

12.8

383

354

8.2

290

257

Ferries**

49

45

8.9

15

15

--

Light rail

12

8

50.0

10

6

66.7

1,273

1,223

4.1

678

606

11.9

Total passenger revenue and
patronage from public transport
*

Passenger revenue for STA and private bus operators.

**

Passenger revenue did not include Newcastle Ferries.

Source: Financial statements (audited) and information from TfNSW (unaudited).

Opal cards with negative balances continue to increase
The number of Opal cards with negative balances increased to 363,000 (negative
$1.3 million) at 30 June 2016. This represents less than 0.1 per cent of total Opal annual
revenue. The Opal website states that as long as a passenger’s card has the minimum value
when they tap on they will be able to tap off and the card will go into a negative balance.
However, the passenger will need to top-up the card to tap on again.
Unregistered Opal cards with negative balances cannot be recovered unless the passenger
tops-up the card. Negative balances may not be recovered if customers purchase additional
cards and discard the negative balance cards.
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Opal reader breakdowns have decreased by 68 per cent
Opal reader breakdowns decreased from 14,800 in 2014–15 to 4,700 in 2015–16 across all
transport modes. Buses have the most Opal Readers (93 per cent), which account for the
highest percentage of the faults. TfNSW is working on reducing Opal Reader failures.
TfNSW was unable to estimate the value of lost revenue from Opal reader breakdowns,
because of variables such as mode and fares.
Free trips have almost doubled since last year
During 2015–16, the Opal fare structure offered customers unlimited free trips after the first
eight paid journeys in a week. The structure also had a $15 cap ($2.50 cap on Sunday) for
total daily travels.
Nearly 145 million free trips, valued at $323 million, were provided by transport operators.
Twenty-seven per cent of Opal trips were free, including more than half of those taken on
ferries. The table below shows free trips taken by mode of transport in 2015–16 and 2014–15.
Free trips by mode
Number
Year ended 30 June
Mode of public transport
Rail
Light Rail
Bus

2016

Total Opal trips
2015

2016

'000

'000

80,006

45,381

26.8

%

2,681

879

33.3

56,413

25,440

25.9

Ferry

5,828

2,750

52.2

Total

144,928

74,450

27.1

Source: TfNSW (unaudited).

For more information on Opal card please refer to https://www.opal.com.au/en/about-opal/.
In May 2016, the Independent Pricing and Regulatory Tribunal (IPART) released a report with
recommendations to improve fare integration and the financial sustainability of the Opal public
transport network.
The NSW Government adopted IPART’s key recommendations which include:
•

introducing a $2 ‘transfer discount’ for Adult Opal card customers ($1 for concessions)
every time they change modes of transport during a single journey

•

changing the Opal Travel Reward to provide a 50 per cent discount on all journeys after
eight paid journeys in a week.

The changes were introduced in September 2016. The NSW Government also announced
there would be no increases to Opal card fares until July 2017.
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Cost recovery from public transport users
Cost recovery has improved
In 2015–16, the overall cost recovery from public transport users was 21 per cent (20 per cent
in 2014–15). This is calculated based on revenue from customers and the cost to Government
of providing services. Cost recoveries for different modes of transport are shown below.
Cost recovery
Rail
Year ended 30 June
Cost of services per passenger journey ($)
Passenger revenue per passenger journey ($)
Net cost per passenger journey ($)*
Cost recovery from users (%)

2016
11.7
2.3
9.4
19.7

Buses**
2016
2015
6.0
6.5
1.3
1.4
4.7
5.1
21.7
21.5

2015
13.5
2.5
11.0
18.5

Ferries
2016
2015
8.4
8.6
3.2
3.0
5.2
5.6
38.1
34.9

*

The net cost per passenger journey represents the amount subsidised by taxpayers through government contributions, less any other
revenue sources.

**

Passenger journey for buses does not include children under the School Student Transport Scheme.

Source: Financial statements (audited) and information from TfNSW (unaudited).

The cost per passenger journey fell on all three modes of transport, as did revenue per
passenger journey except for ferries. As a result, the net cost per passenger journey
decreased for all three modes compared to the prior year.

Analysis of financial information
Department of Transport consolidation
The Department is a not-for-profit NSW Government entity which controls all transport
agencies in the Transport cluster, except ITSR, OTSI and Port Authority of New South Wales.
The controlled entities are consolidated in the financial statements of the Department.
The Department's abridged consolidated financial statements are shown below. Additional
financial information on agencies in the Transport cluster appears in Appendix One.

Abridged income statement
Year ended 30 June
Employee related expenses
Depreciation and amortisation
Grants and subsidies
Finance costs
Other expenses
Total expenses
Government contributions
Sale of goods and services
Investment income
Other revenue
Total revenue
Other losses
Net result
Total other comprehensive income
Total comprehensive income

2016

2015

$m
2,884
3,007
638
327
3790
10,646
11,426
1,996
157
417
13,996
(416)
2,934
784
3,718

$m
2870
2839
552
331
3891
10,483
11,854
2,020
160
492
14,526
(423)
3,620
4,017
7,637

Increase /
(decrease)
$m
14
168
86
(4)
(101)
163
(428)
(24)
(3)
(75)
(530)
7
(686)
(3,233)
(3,919)

Increase /
(decrease)
%
0.5
5.9
15.6
(1.2)
(2.6)
1.6
(3.6)
(1.2)
(1.9)
(15.2)
(3.6)
1.7
(19)
(80.5)
(51.3)

Source: Department of Transport Financial statements (audited).
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Government contributions for operating expenditure and capital investment decreased
Government contributions for operating expenditure and capital investment totalled
$11.4 billion, down slightly from $11.9 billion in 2014–15. From 1 July 2015, RailCorp received
$1.8 billion cash from NSW Treasury as an equity injection to pay TfNSW to construct rail
assets on its behalf. Previously, the assets were transferred to RailCorp as non-cash grant
revenue.
Other losses of $416 million largely represent fair value adjustments and losses on asset
disposals during the year. Total other comprehensive income mainly represents increases in
the value of rail system assets of $1.0 billion, offset by a $384 million adjustment to defined
benefit superannuation schemes.
Depreciation and amortisation increased 5.9 per cent mainly as a result of increases in the
carrying values of road and rail infrastructure assets.
Payments of grants and subsidies increased 16 per cent mainly due to the transfer of roads
and bridges from RMS to local councils.
Abridged statement of financial position
Increase /
(decrease)
%

2016
$m

$m

Current assets

3,668

2,467

1,201

48.7

Non-current assets

123,338

117,179

6,159

5.3

Total assets

127,006

119,646

7,360

6.2

4,483

4,081

402

9.9

Current liabilities
Non-current liabilities
Total liabilities
Net assets

2015

Increase /
(decrease)
$m

At 30 June

7,359

7,320

39

0.5

11,842

11,401

441

3.9

115,164

108,245

6,919

6.4

Source: Department of Transport Financial statements (audited).

There was a significant investment in assets in 2016
At 30 June 2016, non-current assets included $119 billion of property, plant and equipment.
Agencies purchased $7.9 billion of assets in 2015–16, which included $3.0 billion for rail
systems and $3.6 billion for roads and maritime systems. Asset revaluations added
$1.1 billion to asset values.
The increase in current assets in 2015–16 was mainly due to $699 million of funding received
in June 2016 for the Restart NSW plan and $241 million of land and buildings held for sale.
The increase in current liabilities was due to a $307 million drawdown of borrowings by
RailCorp to fund capital expenditure and one off capital structure payments to Sydney Trains
and NSW Trains.
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Financial Controls
Appropriate financial controls help ensure the efficient and effective use of resources and the
implementation and administration of policies. They are essential for quality and timely
decision making to achieve desired outcomes.
This chapter outlines audit observations, conclusions and/or recommendations related to
financial controls of agencies in the Transport cluster for 2015–16.
Financial controls
Observation

Conclusion or recommendation

A change in the methodology used to determine
whether an asset meets defined service level
standards has significantly reduced RMS’ estimate
of its maintenance backlog.

RMS’ maintenance backlog of $3.4 billion is
significantly lower than the $5.3 billion reported in
2015.

Weaknesses in information security processes
accounted for over 79 per cent (87 per cent in 2014–
15) of the issues identified in our audits of major
financial systems during 2015–16 audits.

Recommendation: Transport cluster agencies
should terminate user access on a timely basis and
ensure all user reviews are completed so access
rights are appropriate.

At 30 June 2016, 6,945 or 27 per cent (7,180 or
28 per cent at 30 June 2015) of transport employees
had annual leave balances exceeding 30 days,
worth $22.6 million.

Recommendation: Transport entities should
continue reviewing the effectiveness of approaches
to managing excessive annual leave in 2016–17.

The number of contractors increased by 254 to
2,231 contractors at 30 June 2016 (1,977 at
30 June 2015) being used costing $256 million. Eight
contractors were each paid more than $400,000 in
2015–16, eleven were engaged for more than six
years, including one for over 14 years.

Agencies advise the policies, procedures and
guidelines they have in place ensure the cost benefit
of using contractors instead of permanent staff for
ongoing roles are considered at all times. However,
the number of contractors continued to increase in
2015–16.

Transport agencies’ manage $119 billion in property,
plant and equipment. Total backlog maintenance of
$3.6 billion at 30 June 2016 represents
three per cent of the asset values.

Maintenance
RMS has a maintenance backlog of $3.4 billion
The estimated cost of bringing RMS assets up to defined service levels through maintenance
interventions was $3.4 billion at 30 June 2016. This was significantly lower than the
$5.3 billion reported at 30 June 2015.
RMS refined the methodology used to determine asset condition and maintenance
interventions needed to meet service levels, address risk and minimise whole of life costs
across different assets. This resulted in the revised estimate for backlog maintenance at
30 June 2016.
A maintenance backlog is the estimated cost to bring infrastructure, buildings and other
structures to a defined standard, measured at a particular point in time. It is an important
asset management indicator.
RMS’s assessments of asset condition now use three key elements:
•

customer focused level of service – determining how asset condition will impact on
customer performance standards and safety
19
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•

consistent risk based approach across asset groups (pavement, bridges) – determining
whether rectification work needs to be prioritised and ensure continued satisfactory
service and repair of critical deficiencies that impact structural performance

•

minimisation of whole of life costs – considering preventative interventions to ensure
assets remain in acceptable condition.

Sydney Trains had a maintenance backlog of $242 million at 30 June 2016 ($250 million at
30 June 2015) and advises that at this level the backlog has no impact on safety or service
levels.
Postponing preventative maintenance can lead to more costly and extensive maintenance. As
the cost and complexity of maintenance increases, less can be done with available funding,
further increasing backlog maintenance.
TfNSW advises that deferring non-critical asset maintenance makes more funds available to
spend on higher priority assets that deliver better customer service outcomes.
Transport agencies’ manage $119 billion in property, plant and equipment. Total backlog
maintenance of $3.6 billion at 30 June 2016 represents three per cent of the value of property,
plant and equipment.
The Transport cluster’s maintenance expenditure increased by $74.9 million in 2015–16
Maintenance expenditure increased by $74.9 million (four per cent) in 2015–16, from
$1.8 billion to $1.9 billion. This represents less than two per cent of the value of the cluster’s
property, plant and equipment assets. Most of the increase was in Sydney Trains.
During 2015–16, agencies spent $97 million more on maintenance than initially planned. This
is attributed to emergency repairs, unplanned maintenance and completing work ahead of
time.

Information technology controls
Our information system audits on major financial systems identified 29 issues (31 in 2014–15)
in Transport cluster agencies in 2015–16. The audits focus on information security, system
change control and computer operations.
Weaknesses still exist in access security for financial systems

Recommendation (repeat issue)
Transport Cluster agencies should terminate user access on a timely basis and
ensure all user reviews are completed so access rights are appropriate.
Over 79 per cent (87 per cent in 2014–15) of the issues identified were related to information
security. Thirty-three per cent of these were unresolved issues identified in 2014–15.
Forty-eight per cent of the information security issues related to the SAP systems. The issues,
which include weak user administration processes and password controls, increase the risk of
unauthorised access to these critical financial systems compromising the integrity and security
of data.
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Information technology (IT) processes and controls support the integrity of the financial data
used in preparing the financial statements. The processes and controls reduce the risk of
unauthorised access, security attacks, data breaches and identity theft. The graph below
categorises each IT issue we identified and shows the frequency.
IT Issues Reported by Category
20
18

Number of issues reported

18
16
14
12
10

10

10
8

7
6

6

5

5
4

4

4

3

2

3

3

2

2

Change control
process

Testing and
approval

2

1
0

0

0
Software
licensing

Password
parameters

Data centre

Privileged
access

User
administration

Information security

Year ended 30 June 2014

Year ended 30 June 2015

System change control
Year ended 30 June 2016

Note: In 2014, one issue for the security policies category and one for other security issues were noted. No issues for these categories were
noted in 2015 and 2016.
Source: Information Technology audit findings and recommendations identified for the Transport cluster.

TfNSW advised implementation of SAP ERP program across the cluster will substantially
improve the security of financial systems.

Excessive annual leave
Twenty-seven per cent of employees had excessive annual leave at 30 June 2016

Recommendation (repeat issue)
Transport entities should continue reviewing the effectiveness of approaches to
managing excessive annual leave in 2016–17.
At 30 June 2016, 6,945 or 27 per cent (7,180 or 28 per cent at 30 June 2015) of transport
employees had annual leave balances exceeding 30 days. The value of excessive leave at
30 June 2016 was $22.6 million.
Excess annual leave entitlements can adversely affect an organisation in the following ways:
•

the associated liability generally increases over time as salary increases

•

fraud may remain undetected

•

work health and safety issues may arise.

The Treasurer requested all Secretaries and Chief Executives to reduce excessive annual
leave balances to 30 days by 30 June 2015.
Sydney Trains and NSW Trains have Enterprise Agreements that allow employees to
accumulate up to 40 days annual leave, or 50 days annual leave for shift workers. These
agencies account for 64 per cent of the employees exceeding 30 days and 67 per cent of the
related liability at 30 June 2016.
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Treasury Circular TC16/03 ‘Managing Accrued Recreation Leave Balances’ requires agencies
to manage accrued employee recreation leave balances to a maximum of 30 days or less on
an ongoing basis, within the constraints of relevant industrial instruments and legislation.
RMS, ITSR and OTSI all reduced the excess leave liability in 2015–16.
All entities advise they have policies to manage excessive annual leave and most report that
leave plans were developed for employees with excessive leave. Other strategies include
shutting down non-operational staff for two weeks over Christmas, allowing leave to be
cashed in and directing staff to take excessive leave.

Engagement of contractors
The number of contract employees continued to increase in 2015–16
Since 2011–12, the number of contractors continued to rise. At 30 June 2016, 2,231 (1,977 at
30 June 2015) contractors were engaged by Transport cluster agencies costing $256 million.
Eight contractors were each paid more than $400,000 in 2015–16, eleven were engaged for
more than six years, including one contractor for more than 14 years.
Contractors are usually paid at a higher rate than permanent employees. If a role is
anticipated to be a long term role, engaging a permanent employee may be more suitable
than a contractor.
Transport cluster agencies advise that permanent or fixed term employment is the preferred
option. However, capital projects may need to use resources other than permanent
employees to suit the needs of the projects. The agencies also advise that the policies,
procedures and guidelines in place ensure the cost benefits of using contractors rather than
permanent staff for ongoing roles are considered at all times.
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Governance
Governance refers to the high-level frameworks, processes and behaviours established to
ensure an entity performs by meeting its intended purpose, conforms to legislative and other
requirements, and meets probity, accountability and transparency expectations.
Good governance promotes public confidence in Government and its agencies. Well
governed agencies help improve service delivery and the efficient use of resources.
This chapter outlines audit observations, conclusions and/or recommendations for the
governance of agencies in the Transport cluster for 2015–16.
Governance
Observation

Conclusion or recommendation

Sydney Trains operates signalling priorities for
RailCorp and could potentially provide rail services
that favour it ahead of other operators.

To maintain the confidence of all transport operators,
the conflicts need to be managed appropriately.

In 2014–15 we recommended that the Transport
cluster Strategy Committee should ensure its risk
assessment activities adequately mitigate risks at
the Transport cluster level.

TfNSW advises the implementation of this
recommendation is ongoing.

Agencies within the cluster have their own risk profile
and risk management framework. Risk management
is performed at an agency and directorate level. The
maturity of risk management varies across agencies
and divisions.

TfNSW is replacing multiple legacy financial, human
resource, payroll and procurement systems across
cluster agencies with one SAP solution. The
replacement program started under the SAP ERP
program. TfNSW is responsible for delivering the
systems.

Recommendation: The transparency of operation of
signalling priorities with operators be improved with
the creation of TAHE and the operation of the new
Rail Operations Centre in 2018.

Thirty-one risks associated with delivering the
strategic priorities/objectives have been identified.
The Committee has identified key mitigations which
it reviews regularly.
We assessed the risk management maturity of four
transport agencies.
Risk management was generally ‘consistently
designed’ in three agencies and ‘consistently
implemented’ at the other. More work is occurring to
embed enterprise-wide risk management
frameworks so risk management is consistently
implemented.
At 30 June 2016, 88 per cent of the $196 million
program budget was spent leaving $24.0 million to
cover the cost of the remaining SAP ERP
implementation.
The major transport agencies have budgets totalling
$122 million and 49 per cent was spent by
30 June 2016.
Recommendation: Transport agencies should
review project budgets and delivery schedules to
address any impact of deferred implementation.

A new Transport Asset Holding Entity (TAHE) was
announced in the 2015–16 State Budget
Statements. We understand RailCorp will be
converted/transition to TAHE.

The transfer of public transport assets to TAHE is
expected to occur over the next few years. TAHE
may eventually be a for-profit agency expected to
provide a commercial return to its shareholders.
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Control of the Transport cluster
TfNSW is the lead agency in the Transport cluster. It is responsible for the coordination,
allocation of funding, policy and planning, and other delivery functions for transport in New
South Wales.
The Secretary of TfNSW can issue directions to most transport agencies under the Transport
Administration Act 1988. The Secretary through TfNSW and the Department controls most
agencies in the Transport cluster for accounting and administrative purposes.
The Secretary issued directions during the year, including:
•

directing RMS and Transport Service to remove $1.4 billion in employee liabilities
(relating to former RMS award staff) from the financial statements, following the Crown
Entity’s assumption of these liabilities from 1 July 2015

•

directing the transfer of $86.8 million in construction works in progress for the Metro
City South West project from RailCorp to TfNSW, following a government decision for
these assets to remain under the control of TfNSW

•

directing RailCorp to pay monthly invoices from TfNSW, totalling approximately
$1.6 billion, for rail related projects managed by TfNSW.

TfNSW does not control ITSR, OTSI or the Port Authority.

Governance framework
Actions to maintain commercial trust
Potential conflicts of interest exist within the Transport cluster. To maintain the confidence of
all transport operators, potential conflicts need to be managed appropriately.
Sydney Trains operates signalling priorities for RailCorp and could potentially provide rail
services that favour it ahead of other operators.

Recommendation
The transparency of operation of signalling priorities with operators be improved
with the creation of TAHE and the operation of the new Rail Operations Centre in
2018.
RailCorp, which will transition to TAHE, operates signalling priorities through Sydney Trains’
personnel. Sydney Trains advises if rail network disruptions occur, train controllers are
required to implement contingency plans that benefit most passengers and minimise
inconvenience. It also advises that defined rules and protocols are agreed and accepted by all
operators.
Transport is moving to a new ownership and operating model with the introduction of TAHE.
Management believes the creation of TAHE will address potential conflicts of interest as it is
likely to have a separate board and management to Sydney Trains. TAHE will be a for-profit
trading enterprise with dividend targets agreed with NSW Treasury. Strong revenue flows
from private and public rail operators is likely to be a key requisite for the payment of
dividends. Under this arrangement, it is likely private and public rail operators will expect an
equitable share of TAHE controlled resources, including access to railway infrastructure.
Management advised they are investing in a new Rail Operations Centre (ROC) which will
minimise delays and ensure when incidents do occur on the rail network, customers receive
better and faster information. The ROC will modernise how Sydney’s rail network is controlled
by incorporating many different systems into a single location and changing the approach to
managing trains.
Additionally, Sydney Trains advises that sufficient internal controls are in place to manage
potential conflicts of interest. For example, RailCorp and Sydney Trains each have a Rail
24
NSW Auditor-General's Report to Parliament | Volume Nine 2016 | Governance

445

E18_0736 AS-10-002-PR-0033

Services Contract with TfNSW, which sets out performance expectations and requirements for
each agency. If a conflict is identified, the Secretary acts as the arbiter.

Risk management
Thirty-one risks have been identified
In 2014–15, year we recommended the Transport cluster Strategy Committee ensure its risk
assessment activities adequately mitigate risks at the Transport cluster level. TfNSW advises
the implementation of this recommendation is ongoing. Thirty-one risks associated with the
delivery of the strategic priorities/objectives have been identified. The Committee has
identified key mitigations, which it regularly reviews.
Risk management processes can be improved
Agencies within the cluster have their own risk profile and risk management framework. Risk
management is performed at an agency and directorate level. Within the cluster the maturity
of risk management varies across agencies and divisions.
We assessed the risk management maturity (which has five levels of maturity) of four
transport agencies using the Audit Office’s Risk Management Maturity Toolkit covering the
following key areas of risk management:
•

strategy and governance

•

monitoring and review

•

process

•

systems and intelligence

•

culture.

Risk management was generally ‘consistently designed’ (third level) in three agencies and
‘consistently implemented’ (second highest level) at one agency. More work is occurring to
embed enterprise-wide risk management frameworks so that risk management is consistently
implemented.
Our assessment found:
•

each agency had an overarching risk register

•

risk registers are in place at the branch/directorate level

•

each agency had a key governance committee with risk management responsibilities
outlined in the charter

•

risk registers were regularly updated and monitored by the Audit and Risk Committees

•

there was regular reporting

•

agencies were generally aware of improvements needed to their risk management
maturity and are implementing actions to improve maturity.

Areas for potential improvement include:
•

more consistent application of risk management within the directorates of some
agencies

•

consideration of common or more fully integrated enterprise risk management systems

•

ensuring staff own their risks.

Effective risk management can improve decision making and lead to improved efficiencies
and cost savings. By embedding risk management directly into processes, agencies can
derive additional value from risk management programs. The more mature an agency’s risk
management, the stronger its culture in balancing the tension between value creation and
protection.
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Treasury Policy Paper TPP 15–03: 'Internal Audit and Risk Management Policy for the NSW
Public Sector' requires an agency to establish and maintain an appropriate risk management
framework and related processes.
A mature risk management process should:
•

foster an embedded risk aware culture

•

align strategic and business decision making processes with risk management activities

•

improve resilience in dealing with adversity

•

increase agility in pursuing new opportunities.

Agencies will need to evaluate the costs and benefits of risk management capability if they are
to achieve a desirable balance between risk and reward. Some agencies may need more
sophisticated risk management processes than others to suit the size and complexity of their
activities.

Ethics
Compliance management
Compliance management processes improved
All Transport cluster agencies identified laws and regulations applicable to their organisation.
The full implementation of a detailed legislative compliance register is still a work in progress
for some agencies. At TfNSW the draft implementation plan for the compliance framework
and register was prepared for approval. The full compliance register and compliance
governance processes are a work in progress at NSW Trains. RMS continued to implement
its compliance management framework during the year.
OTSI and ITSR do not have legislative compliance registers.
Complete detailed compliance registers that are regularly monitored are important to ensure
agencies are operating within the law. This is important to lower the risks of fines or damage
to reputation if laws are not complied with.
Effective compliance management requires agencies to:
•

identify all applicable laws, regulations and government directions

•

maintain a centralised up-to-date compliance register

•

assign responsibility for each requirement

•

monitor and report on compliance.

Fraud cases reported and investigated
Most reported cases of suspected fraud occurred in Sydney Trains
In 2015–16, 228 (255 in 2014–15) suspected frauds were reported in agencies across the
Transport cluster. Of these, 156 (103) were investigated. Most suspected frauds (169) were
reported in Sydney Trains. Of these, 113 were investigated. Not all reported matters require
investigation.
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Fraud statistics for the Transport cluster over the last three years are detailed below.
Fraud statistics
Year ended 30 June
Entity
Sydney Trains
NSW Trains
RailCorp
STA
Sydney Ferries
RMS
TfNSW*
Port Authority
ITSR
OTSI
Total

2016

2015

2014

Cases
investigated

Cases
reported

Cases
investigated

Cases
reported

Cases
investigated

Cases
reported

113
1
-4
-34
4
---156

169
1
-4
-46
8
---228

62
4
-12
-19
6
---103

184
14
-14
-30
13
---255

88
14
25
20
-23
15
N/A
--185

128
14
31
20
-31
18
N/A
--242

*

TfNSW also includes the Department and the Transport Service of New South Wales.

N/A

Port Authority was first reported in Financial Year 2015.

Source: TfNSW (unaudited).

The cases reported in Sydney Trains include all reports of corruption, misconduct,
non-compliance and requests for advice.
RMS advises the increase in its reported frauds is partly due to efforts to educate staff about
fraud and corruption and encourage reporting. Some reported frauds also related to external
frauds committed by third party insurance scheme participants. The control environment in
this area was strengthened in response to Independent Commission Against Corruption
(ICAC) recommendations.
Each transport agency is independently accountable for implementing programs and
initiatives to combat fraud and the misuse of public resources.
All major transport agencies have corruption control frameworks and; internal units to
investigate reported frauds and report findings to the respective Audit and Risk Committees.
These units work with the business units to provide fraud and corruption training.
The Audit Office’s Fraud Control Improvement Kit, released in February 2015, recognises the
importance of the cultural elements to fraud control and how leaders play an important role in
ensuring the right culture is present in agencies. The approach to fraud control should be
positive and proactive, not a ‘tick and flick’ exercise.
The Kit is designed to help agencies meet the challenge of implementing an effective fraud
control framework. It provides guidance on the key elements of the framework and contains
practical resources to help agencies implement, review and monitor the framework’s
effectiveness.

Conflict of interest management
Conflicts of interest occur when public officials and employees are in a position to be
influenced, or appear to be influenced, by private interests when doing their job. Conflicts of
interests are not wrong in themselves, but how they are managed is critical.
The perception that a conflict of interest has influenced an outcome can undermine public
confidence in the integrity of an agency and an individual. Unresolved or badly managed
conflicts can lead to corruption or abuse of public office, or this perception.
Cluster agencies reported over 1,500 staff completed the annual declaration of interest return
in November 2015. Most were nil returns. Some staff did not complete returns generally
because they were on leave.
Managing conflicts of interest is particularly important in the Transport cluster which
spends billions of dollars on the procurement of new infrastructure.
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TfNSW has developed a cluster wide conflicts of interest policy that covers personal interests,
secondary employment, and gifts and benefits for cluster staff and contingent workers. The
policy is publicly available on its website at:
http://www.transport.nsw.gov.au/sites/default/files/b2b/aboutus/conflicts-of-interest-policy.pdf.
OTSI and ITSR are not covered by this policy but have processes in place to manage conflicts
of interest.
The Code of Ethics and Conduct for NSW Government sector employees outlines declaration
requirements for senior executive staff, who are required to declare private financial,
business, personal and other interests annually. These interests could potentially influence, or
be perceived to influence, decisions made or advice given by senior executive staff. TfNSW
has included this requirement in its policy.
TfNSW’s policy does not require staff, other than senior service staff, to complete annual
declarations. Conflicts are required to be reported as they occur. While there is a centralised
policy, each agency maintains a conflict of interest register. TfNSW does not monitor or
review individual agency compliance with the policy.
All cluster agencies are maintaining gifts and benefits registers
TfNSW’s conflict of interest policy also covers gifts and benefits. Under the policy STA and
RMS staff and contingent workers must not accept gifts or benefits in any circumstance.
TfNSW, Sydney Trains, NSW Trains and RailCorp have a maximum monetary value. Gifts
and benefits can be accepted if lower than this value and they do not compromise the
individual, the agency or cause an actual, potential or perceived conflict of interest. Staff and
contingent workers who are directly involved in procurement are prohibited from accepting a
gift or benefit from a supplier, or potential supplier.
Each agency has a register of gifts and benefits offered and/or received. TfNSW’s register
includes an online portal for staff to make declarations. It went live in February 2016. STA’s
register requires gifts received, that are unable to be returned, to be given to charity.

SAP ERP implementation
SAP ERP program scope and timeline changed to manage risks and costs

Recommendation
Transport agencies should review project budgets and delivery schedules to
address any impact of deferred implementation.

Current SAP ERP status
The table below shows the SAP ERP implementation status for all Transport agencies at
27 October 2016.
SAP implementation across Transport agencies
Agency

Legacy system

New system

Status

TfNSW

SAP

SAP ERP

Implemented in July 2015

RMS
Sydney Trains

SAP
Ellipse

SAP ERP
SAP ERP

NSW Trains
STA

Ellipse
Ellipse, Payroll
and Emphasys

SAP ERP
Ellipse ERP

All agencies
(except STA)

SAP/Ellipse

SAP ERP

Implemented in July 2016
Implementation originally planned for January 2017
Implementation deferred to June 2017
Implementation planned for January 2017
De-scoped from SAP ERP program in January 2016
New ERP business case approved in September 2016
New Ellipse implementation planned for July 2018
Contract and Catalogue Management function - implementation
deferred to June 2017

Note: TfNSW is replacing multiple legacy financial, human resource, payroll and procurement systems across all Transport agencies with one
SAP solution. This replacement program started under the SAP ERP program and TfNSW is responsible for delivering the systems. The
program completion date is postponed from 2015 to 2017 to align with the Sydney Trains’ Enterprise Asset and Management go-live date.
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STA was removed from the SAP ERP program in January 2016 to manage business risk and
the program budget, despite being part of the original business case in 2011. STA will
enhance its existing Ellipse system instead. A capital budget of $12 million was approved for
the STA financial system solution. STA finance and procurement solution will be delivered by
July 2017 and human resource and payroll functionality delivered July 2018.

Challenges for the SAP ERP program
The total budget for the SAP ERP program is $196 million, including a $45.0 million
contingency. Most of the contingency was fully allocated in 2015 with the balance used in
2016. At 30 June 2016, 88 per cent ($172 million) of the budget had been used on the design
of the whole of cluster solution. This leaves $24.0 million to cover the delivery costs of the
remaining SAP ERP implementations. This includes bringing existing SAP functionalities to
Sydney Trains and NSW Trains and deploying the Contract and Catalogue Management
function.
The major transport agencies, as noted below, have budgets for costs relating to agency
integration, localisation and deployment, totalling $122 million. The funding allocation for
agency costs was approved in December 2014, as follows:

Agency

Total budget ($m*)

TfNSW
Sydney Trains and NSW Trains
RMS
Total

21
61
40**
122

*

STA budget of $5.3 million is excluded from total due to the STA SAP ERP program being de-scoped.

**

RMS funded its own costs, with the remaining agencies being approved and funded from TfNSW.

These agencies spent 49 per cent ($59.6 million) of the budgets. RMS had the highest spend
of $33.3 million in 2015–16. TfNSW and Sydney Trains had spent $15.4 million and
$10.9 million, respectively, to 30 June 2016. The graph below shows the actual spend and
remaining budget for TfNSW, RMS and Trains. Management advised no costs were incurred
by the remaining cluster agencies.
Individual Agency Cost and Budget

TfNSW

RMS

Trains

0
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20

30

40

50

60

Million dollars to 30 June 2016
Actual costs

Remaining budget

Source: TfNSW (unaudited).
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The chart below shows agency borne costs and SAP ERP program costs against the
remaining budget for the life of the project.
Total SAP ERP Cost and Budget

Total agency born
cost

SAP ERP program

0

50

100

150

200

Million dollars to 30 June 2016
Actual costs

Remaining budget

Source: TfNSW (unaudited).

Focus of Trains deployment
The timetables, resource constraints and complexity challenges of deploying SAP ERP into
Trains has required close cooperation between the SAP ERP and SAP Enterprise Asset
Management programs (EAM). The SAP ERP program accepted Sydney Trains’ decision to
defer implementation to Sydney Trains and split the transition to NSW Trains. The decision
was made to mitigate business risks. The transition for Trains agencies is more complex
because the legacy Ellipse system is very different to the new SAP solution.
The Contract and Catalogue Management functionality for all agencies was deferred from
implementation, and is now scheduled for June 2017.
The deferral means some agencies will not realise the full benefits and efficiencies from the
new procurement function and integrated SAP ERP system until June 2017.
Given the complexity of the work and budget constraints, agencies need to ensure they have
appropriately forecasted budgets and timelines to achieve the planned schedule.
The SAP ERP program’s quality is at risk
The Project Management Triangle, a model of the constraints of project management, is
shown below.

Time

Quality

Scope

Cost

30
NSW Auditor-General's Report to Parliament | Volume Nine 2016 | Governance

451

E18_0736 AS-10-002-PR-0033

Good project management to deliver a quality system depends on balancing three key
constraints: time, scope and cost. Increasing one constraint without affecting another,
changes the quality of the system. The current implementation status shows the SAP ERP
program has varied the scope, extended the timelines and limited the program budget.
111 change requests were approved since the program’s inception in January 2013
to October 2016, costing $82.0 million. SAP ERP program was allocated $58 million or 71
per cent of the cost. The remaining $24.0 million was borne by the agencies budget.
In 2015, 31 change requests were approved costing agencies $11.0 million and ERP program
$27.0 million. 18 per cent of this cost was on two change requests.
A further 19 change requests worth $12.7 million were approved in 2016, with one change
costing the agencies over $5.0 million.
SAP ERP program management advised that further changes to the system will not be
accepted. Limiting the project scope when legitimate changes are needed could impair quality
and result in a system that does not fully meet agencies’ needs.
The chart below details the timing and value of scope changes for the life of the program:
Costs for SAP ERP Change Requests
30
25
20

$m

15
10
5
0
2013

2014

2015

2016

Year
SAP ERP Program

Agency born cost

Source: TfNSW (unaudited).

Our review of the new SAP system for TfNSW and RMS found the quality of documentation
needed improvement. We found documentation for changes in the scope of data migration
and system test results was incomplete. This increases the risk that the system may not meet
business requirements. It also impairs transparency and accountability for decisions affecting
the data, system, future users and agencies involved. Management revised processes to
improve documentation in future implementations.
SAP ERP program management has risk management strategies to maintain project quality.
Twenty-nine open risks were being managed in early October 2016, with the top risks being:
•

maintaining alignment remains on track between ERP and EAM programs
implementation schedules

•

maintaining effective schedule and financial contingency within the ERP program

•

effectively manage NSW Trains’ resources during the transition

•

documenting delivery models, governance and roles and responsibilities.
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Transport Asset Holding Entity
RailCorp will convert/transition to TAHE
TAHE was announced in the 2015–16 State Budget Statements. TAHE will be a dedicated
asset manager to help streamline the delivery of public transport asset management.
RailCorp will progressively transition to TAHE. The transfer of public transport assets to
RailCorp/TAHE is expected to occur over the next few years. TAHE may eventually be a forprofit agency and expected to provide a commercial return to its shareholders.
RailCorp has an Acting Chief Executive and a Chief Financial Officer. These officers perform
the same permanent role in Sydney Trains. Most RailCorp functions are performed by Sydney
Trains staff. Management believes the creation of TAHE will address potential conflicts of
interest as it is likely to have a separate board and management to Sydney Trains.
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Service Delivery
This chapter outlines key findings, observations or recommendations about service delivery in
the Transport cluster agencies for the 2015–16 financial year.
Service delivery
Observation

Conclusion or recommendation

Last year’s Auditor–General’s Report to Parliament
recommended the Opal service provider to
independently confirm the effectiveness of its
internal control processes.

In 2015–16, TfNSW obtained independent controls
assurance on the Opal system. The report stated
that in all material respects, the controls tested
provided reasonable assurance the control
objectives were achieved and operated effectively in
2015–16.

The functionality and reporting within the Opal
system was updated in April 2016 to segregate fare
information between the operators.

TfNSW provides regular revenue reporting to each
operator and is working with Cubic Transportation
Systems (Australia) Pty Limited to deliver the
reporting we recommended last year.

Average punctuality is above target for Sydney
Trains, Ferries and Light Rail, but below target for
NSW Trains intercity services. Most KPIs on
punctuality are not met by all bus operators.

Meeting punctuality targets is a continuing challenge
for NSW Trains’ intercity services. Poor punctuality,
especially during peak hours, impacts overcrowding
and customer satisfaction with timeliness and
comfort. STA continued working with TfNSW on
delivering improved punctuality.

NSW Trains regional passenger services achieved
punctuality targets for the first time in 13 years.

Regional services’ punctuality improved one per cent
on 2014–15 to meet the target in 2015–16.

Financial penalties can not be imposed on private
bus operators if they do not meet punctuality targets
for the middle or end of trips. There is no financial
penalty imposed on STA for not meeting its
punctuality targets.

Recommendation: TfNSW should consider
including financial penalties for not meeting
punctuality KPIs in future contracts with bus
operators.

Crowding information is not published for buses in
any contract region, despite bus operating contracts
requiring this information to be reported to TfNSW.
Targets on crowding have not been set for bus
operators in any contract region.

Recommendation: TfNSW should develop target
measures on crowding for bus operators in all
contract regions and publish the results.

Customers on ferries continued to be most satisfied,
followed by those on light rail. Sydney Trains and
NSW Trains had fewer complaints in 2015–16.

Between November 2012 and May 2016, customer
satisfaction with all public transport modes improved.

Major transport projects are expected to be complete
on schedule.

WestConnex, Sydney Metro Northwest, Woolgoolga
to Ballina - Pacific Highway upgrade and
NorthConnex are expected to be completed on time.

Road fatalities increased by 28 per cent
between July 2015 and June 2016, from 304 to 390
deaths.

Increasing fatalities involves speed, fatigue and
vehicle occupants not wearing available restraints.

Journey time reliability fell from 88 per cent in 2014–
15 to 86 per cent in 2015–16.

RMS is implementing measures to reduce
congestion across the Sydney roads network,
including, WestConnex, NorthConnex and Sydney
road congestion capital program.
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Opal card
Opal system controls are operating effectively
In 2015–16, TfNSW obtained an independent controls assurance on the Opal system. This
addressed a recommendation in last year’s Auditor–General’s Report. The report stated that
in all material respects, the controls tested provided reasonable assurance the control
objectives were achieved and operated effectively in 2015–16. TfNSW engaged an
international accounting firm to undertake the controls assurance work. It will implement its
recommendations to improve controls.
The Opal card contractor, Cubic Transportation Systems (Australia) (CTSA) is responsible for
developing, delivering, operating and maintaining the Opal electronic ticketing system. The
contract is for 14 years and ends 30 September 2024.
The management of Opal data is outsourced to CTSA, a private operator. CTSA provides
automated fare collection services and revenue management services for TfNSW. TfNSW is
responsible for the accuracy, completeness and security of Opal data, including customer
data security, daily transactions accuracy, customer balances, cash balances, financial data
and reporting to transport operators.

Electronic ticketing system data and reporting
TfNSW improved functionality and reporting in the Opal system
The functionality and reporting in the Opal system was updated in April 2016 to segregate fare
information between Sydney Trains, NSW Trains, Light Rail Services and Airport Rail Link.
Fares were initially only reported in total by the Opal system. Segregated passenger fare
information was extracted from the Opal system by TfNSW based on defined fare rules. The
system update in April 2016 automated the fare allocation process.
TfNSW is providing regular revenue reporting to each operator, but it confirmed the operators
require more information and TfNSW is working on delivering this.

Punctuality
Ensuring on-time running of public transport is a NSW Government State Priority. Public
transport services in Sydney are crucial in getting customers to their destinations. Although
Sydney is undergoing significant infrastructure construction, public transport services must
continue to be punctual. The Government is improving integration across public transport
services, updating timetables and providing clear information to get people to their
destinations on time.

Rail
A train service is punctual if it stops at all stations as specified in the timetable and arrives at
its destination no later than the time shown in the timetable plus an on-time tolerance. The
tolerance is five minutes for suburban services, six minutes for intercity services and 10
minutes for regional services.
The punctuality target is 92 per cent for suburban and intercity services and 78 per cent for
regional services. The targets apply to trains arriving at Central during the morning peak (6am
to 10am) and departing Central during the afternoon peak (3pm to 7pm).
Regional passenger services achieved punctuality targets for the first time in 13 years
Suburban, intercity and regional services punctuality improved in 2015–16, with regional
services recording a one per cent improvement on 2014–15 and achieving its punctuality
targets for the first time in 13 years.
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Performance results and targets for rail services are shown in the table below.
Rail punctuality
Target
Year ended 30 June

Actual

2016

2016

2015

Percentage punctuality

%

%

%

Sydney Trains Suburban

92.0

94.2

93.9

NSW Trains Intercity

92.0

89.3

87.4

NSW Trains Regional

78.0

78.6

77.4

Source: Sydney Trains and NSW Trains (unaudited).

Sydney Trains' average punctuality was above target in 2015–16
Sydney Trains achieved an average punctuality performance of 94 per cent. This compares
well to the target and is slightly higher than its punctuality performance in 2014–15.
NSW Trains' intercity services punctuality was below target in 2015–16
Meeting punctuality targets is a continuing challenge for NSW Trains’ intercity services. Poor
punctuality, especially during peak hours, is likely to result in overcrowding and a decline in
customer satisfaction with timeliness and comfort.
Intercity services achieved an average punctuality performance of 89 per cent (87 per cent in
2014–15), which was below the target. NSW Trains regional services achieved an average of
79 per cent punctuality (77 per cent) which was higher than the target.
The key factors impacting punctuality included poor levels of reliability from the ageing
intercity fleet and network incidents.
Afternoon peak intercity services only met the punctuality target on 92 days in the year
Morning peak intercity services achieved an average punctuality performance of 93 per cent,
which was above the target. Afternoon peak intercity services only achieved an average
punctuality performance of 86 per cent. In 2015–16, suburban and intercity services did not
achieve the punctuality target on many days. Afternoon peak intercity services did not achieve
the punctuality target on 161 days (64 per cent) out of 253 weekdays in 2015–16 compared to
only 79 days (31 per cent) of afternoon peak suburban services, as shown below.
Peak Suburban and Intercity Services Performance
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Source: TfNSW (unaudited).
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The chart below shows combined peak punctuality performance for the last two years for the
15 suburban and intercity services as a variation from the target.
Peak Punctuality Performance by Train Line (Variation to Target)
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Seven suburban and intercity rail lines did not achieve the punctuality target in 2015–16 and
four rail line's performances fell compared to 2014–15. The biggest improvement was on the
Southern Highlands line, increasing from 66 to 74 per cent, but still well below the target.

Buses
Most punctuality KPIs were not met by all bus operators
Three KPIs measure punctuality performance for all operators. They are to meet 95 per cent
of the punctuality target at the start, middle and end of the trip.
Financial penalties can be imposed on private bus operators if they do not meet punctuality
targets at the start of the trip, but not if the middle or end of the trip targets are not met. No
financial penalties can be imposed on STA. Private bus operators met punctuality targets for
the start of the trip, but almost never met them for the middle or end of the trip. STA did not
meet any punctuality targets during the year.

Recommendation
TfNSW should consider including financial penalties for not meeting each
punctuality KPI in future contracts with bus operators.
STA is not meeting punctuality targets
STA has not met the punctuality target in any of its four metropolitan contracts for the last four
years. Refer to Appendix Two for information on bus contracts. The largest fall in punctuality
was five per cent for Contract Six.
Punctuality data is collected from limited manual surveys each month across three to five
days in the morning peak at major interchanges. Large variations can occur from the impact of
traffic events.
STA is working with TfNSW on punctuality initiatives. In 2015, they established an On-Time
Running Working Group to work collaboratively on delivering improved punctuality.
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The chart below shows STA's punctuality performance for its four metropolitan contract
regions compared to the target.
STA Contracts - Punctuality (Variation to Target)
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Source: TfNSW (unaudited).

Private bus operators’ punctuality is above target
All metropolitan contract regions managed by private bus operators met punctuality targets for
the start of the trip in 2015–16. Contract Region Two improved the most, achieving an
average punctuality performance of 98 per cent, compared to 96 per cent in 2014–15.
Contract Region Three was the most punctual with an average of 99 per cent, up from
97 per cent in 2014–15.
The chart below shows punctuality performance for the start of the trip by private bus
operators for the last three years for metropolitan contract regions as a variation from target.
Private Bus Operators Metropolitan Contracts - Punctuality
(Variation to Target)
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Source: TfNSW (unaudited).
*

Contract 11 routes were included in the new Contract 10 when it commenced on 1 January 2013.

37
NSW Auditor-General's Report to Parliament | Volume Nine 2016 | Service Delivery

458

E18_0736 AS-10-002-PR-0033

TfNSW publishes average punctuality performance for metropolitan bus contract regions for a
sample of start points based on observational surveys during the morning peak on selected
weekdays.
There are 14 contract regions in the Sydney metropolitan area and ten contract regions in the
outer metropolitan area. STA provides services in four metropolitan contract regions,
operating as Sydney Buses, and one in outer metropolitan contract region operating as
Newcastle Buses. All other contract regions are serviced by private operators.

Ferries
A ferry service is considered to be punctual if it departs from the service origin wharf within
five minutes of the timetable. The target for all services is 98.5 per cent.
Ferries' punctuality performance was above target for the past four years
Punctuality performance for ferry services in all service areas has been above target for the
past four years.
Average performance in all areas was above 99 per cent in 2015–16, higher than in the past
three years. Manly and Parramatta River service areas were the most punctual in 2015–16.

Light rail
Light rail services are considered punctual if they run within a two minute deviation of the
planned frequency. The target for all services is 90 per cent.
Light rail punctuality is above target
Inner West Light Rail line services’ average punctuality performance was above target at
93 per cent in 2015–16. This line provides services across two fare zones, between Central
and Dulwich Hill.
The CBD and South East Light Rail is a new light rail network for Sydney, currently under
construction. The new line will extend from Circular Quay along George Street to Central
Station and through Surry Hills to Moore Park. It will then proceed to Kensington and
Kingsford via Anzac Parade and Randwick via Alison Road and High Street. Construction is
scheduled for completion in late 2018 and services will commence in 2019.

Fleet ageing and reliability
Rail
Rail fleet incidents and average monthly carriage failures fell in 2015–16
Average monthly peak rail incidents fell eight per cent from 61.2 in 2014–15 to 56.4 in 2015–
16, while 24 hour incidents dropped 25 per cent from 733 to 550. Technical and non-technical
initiatives that contributed to this included:
•

targeted reliability growth plans for each fleet, identifying the systems and components
with repeat failures and initiatives to eliminate or reduce them

•

regular auditing of maintenance practices, reporting and focusing on goals and repeat
bookings through lessons learnt

•

establishing a fleet performance team comprising dedicated depot based reliability
engineers focusing on systemic reliability issues

•

embedding new depot structures and new positions.

Average monthly carriage failures fell 20 per cent, from 174 carriages in 2014–15 to 140
carriages in 2015–16. The percentage of carriage failures to total carriages in operation
remained consistent at nine per cent from 2014 to 2016.
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The chart below analyses the actual and targeted reported average monthly electric fleet
failures over the last three years.
Average Monthly Carriage Failure
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Note: Reported faults data includes incidents of graffiti and vandalism in gross numbers.
Source: Sydney Trains (unaudited).

The average age of the electric fleet remained the same as in 2014–15 at 18 years. Fiftytwo per cent of the fleet is over 20 years old (52 per cent in 2014–15) and 23 per cent
(20 per cent) are over 30 years old.
The New Intercity Fleet project will provide over 500 additional carriages to the existing fleet.

Buses
All bus contracts have an average fleet age less than 12 years
The Sydney Metropolitan Bus Service Contract states that the bus fleet average age is not to
exceed 12 years. Older buses increase the risk of bus fleet failures and accidents, and
impacts customer satisfaction. TfNSW advises all bus operators comply with their contracts.
Since 2014–15 the definition of bus mechanical failures changed and operators are only
required to report 'major' and 'major-grounded' defects, rather than total mechanical failures.
In 2015–16, there were 19 reports of major defects (nine in 2014–15), which include fuel and
engine oil leaks, brake related issues, inoperative headlights, chassis related issues and faulty
passenger door operations. There was one reported major-grounded defect (none in 2014–
15) due to inoperative turn signals.
In 2015–16, total bus numbers increased by six to 3,890 and the average age increased from
9.5 to 10 years.
The Northern Beaches B-Line program will provide a new fleet of 38 double deck buses and
modern bus stops with real-time service information, from late 2017.

Ferries
The number of ferry breakdowns fell in 2015–16
Despite an average vessel age of 26.5 years, the number of ferry breakdowns fell from 285 in
2014–15 to 275 in 2015–16. Most vessels are over 20 years old.
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The table below shows engine hours, ferry breakdowns and mechanical failures per one
thousand engine hours.
Ferry breakdowns
Year ended 30 June
Engine hours
Breakdowns
Mechanical failures per 1,000 engine hours

2016

2015

100,206

99,611

275

285

86

90

Source: TfNSW (unaudited).

Whilst engine hours remained relatively constant in 2015–16, mechanical failures fell
four per cent per 1,000 engine hours.
The NSW Government is investing in six new ferries for the Sydney inner harbour, operating
between Cockatoo Island and Watsons Bay.

Public transport capacity
Rail
Passenger crowding increased during peak rail service times
The number of services above the crowding benchmark increased from four per cent
in September 2014 to six per cent in September 2015. This was on the back of strong
patronage growth.
The average load during the morning peak increased on 11 of 12 lines surveyed (increased
on nine in 2014). The Western line had the largest increase in average load from 113 per cent
to 134 per cent. Despite the increase, the number of train services during morning peak
remained the same at 16 for the Western line. The Inner West line had the highest average
load of 141 per cent.
An afternoon peak survey showed the Blue Mountains line had the largest increase in
average load from 59 per cent to 89 per cent. The Inner West line’s average load decreased
from 109 per cent to 97 per cent. Of the 12 lines surveyed during the afternoon peak, four
lines had lower average loads than 2014.
Sydney Trains uses a crowding benchmark - a percentage of peak suburban services with a
load greater than 135 per cent of seating capacity. A load above the benchmark is the point
beyond which customers experience crowding and service dwell times (duration of stops at
stations) can impact on-time-running. Crowding is measured through load surveys which use
visual observation to estimate the proportion of people seated and standing in each carriage.
Transport Performance and Analytics within TfNSW conducts the surveys twice a year,
in March and September.
Opal data may help continuous estimation of passenger loads in future
TfNSW advises the data collected through load surveys supports operational planning. It is
developing a model and metrics to continuously estimate passenger loads for all train services
throughout the year to replace the train load surveys.
The model will use Opal data and assign customers to train services using Sydney Trains’
punctuality data (train locations) and daily working timetables. The model will provide
comprehensive and frequent information on customer loading across the network and
encompass all services rather than the current sample of services and time periods.

Buses
Customers can now use mobile applications to check capacity
Since September 2016, bus customers can use the TripView application (app) to see how full
a bus is before it arrives. This gives them the option to board or wait for the next service. The
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app uses Opal data to give customers’ smartphones live information about seating availability
when planning trips.
TfNSW is working to identify how Opal data can be used to intelligently report patronage and
provide a holistic overcrowding analysis to help it plan and execute transport strategies and
assess bus operators' performances.

Recommendation (repeat issue)
TfNSW should develop target measures on crowding for bus operators in all
regions and publish the results.
Crowding information is not published for buses in any contract region, despite bus operating
contracts requiring this information to be reported to TfNSW. There are no target measures on
crowding for bus operators in all contract regions.
Crowding information (bus full on route) is self-reported monthly by all bus operators, Service
Planning and Development in TfNSW can review the passenger numbers from Opal data and
assess the accuracy of the operator’s self-reported data.
Twelve of the 15 bus contracts regions had full buses
TfNSW advises there were no capacity issues for Sydney metropolitan bus service contracts
one, five and 15. Contract two, South Western Sydney, is in a rapid growth area with services
operating to capacity. The T80 Parramatta to Liverpool T-way service continues to operate at
capacity in contract region three. Two double deck buses will be introduced in February 2017
to help with capacity issues. Contract region four operates local and school services and
some city bound services from the Hills District.
TfNSW introduced additional services on City routes which are resulting in fewer crowding
issues. Services M90, M91 and M92 in contract regions ten and 13 continue to operate at
capacity at various points along the routes. Six double deck buses will be introduced
in January 2017 to help manage capacity limitations.

Ferries
TfNSW is aware of instances where ferry services are at capacity and passengers on wharves
have to wait for the following service. This is reported informally by Harbour City Ferries
through customer complaints and manual surveys.

Customer satisfaction
Customer satisfaction continues to improve for all modes of public transport
A NSW Premier’s priority is to improve government services by improving customer
satisfaction with key government services every year.
Between November 2012 and May 2016, the Transport Customer Satisfaction Index (TCSI)
showed overall customer satisfaction with all public transport modes improved ten percentage
points on a patronage-weighted basis (from 79 per cent to 89 per cent).
The TCSI measures the proportion of transport users partly satisfied to very satisfied with the
overall service they received. The target is for each public transport mode to achieve a
minimum satisfaction benchmark of at least 85 per cent of customers satisfied and to maintain
or exceed scores that already exceeded 85 per cent.
Between November 2012 and May 2016 customer satisfaction for all modes of transport
increased: Trains by nine per cent to 88 per cent; buses by ten per cent to 89 per cent; ferries
by three per cent to 97 per cent; and Light Rail by five per cent to 96 per cent.
Customer Satisfaction is also regularly monitored by the Customer Service Commissioner.
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The TCSI measures customer satisfaction with nine separate key drivers of service delivery.
The single attribute with the highest dissatisfaction score across all transport modes is the
frequency of the services. Dissatisfaction ranged from eight to 16 per cent.
The top three service attributes with the highest customer satisfaction and customer
dissatisfaction from the May 2016 customer survey are shown below.
Service attributes
Mode

Service attributes with the highest satisfaction

Service attributes with the highest dissatisfaction

Train

Ease of accessing the train station

Frequency of this train service

Ease of getting on/off this train

Time to connect to other transport services

Feeling safe at the train station

Comfort at the train stop (shelter and seating)

Feeling safe while on this bus

Availability of information about service delays

Ease of getting on and off this bus

Availability of next stop information on this bus

This bus being driven safely

Frequency of this bus service

This ferry being driven safely

Frequency of this ferry service

Feeling safe while on this ferry

Choice of tickets that meet my travel needs

Feeling safe at the ferry wharf

Ease of purchasing my ticket

Bus

Ferry

Light rail Cleanliness of this light rail service

Seat availability on this light rail service

Feeling safe while on this light rail service

Frequency of this light rail service

Presentation of light rail staff

Personal space on this light rail service

Source: Customer Satisfaction Index May 2016 (unaudited).

Ferry customers continue to be the most satisfied, followed by light rail customers
During 2015–16, ferry customers continued to be the most satisfied, closely followed by light
rail customers. All modes of transport, except NSW Trains, achieved equal or higher customer
satisfaction since May 2015.
The results of customer satisfaction surveys are shown below.
Customer satisfaction survey results
May 2016

November 2015

May 2015

Partially to very
satisfied
88

Partially to very
satisfied
90

Partially to very
satisfied
88

Sydney Trains

88

90

88

NSW Trains

84

88

86

Light Rail

96

92

92

Bus

89

88

88

Ferry

97

97

97

Mode
Rail

Source: TfNSW (unaudited).

Complaints
Sydney Trains’ and NSW Trains’ complaints continued to fall in 2015–16
Complaints received for Sydney Trains and NSW Trains dropped 12 per cent to 28,260 during
2015–16. Sydney Trains customer satisfaction improved from 79 per cent to 88 per cent in
three and a half years. Sydney Trains Complaints fell from 20,934 in 2014–15 to 19,076 in
2015–16, a decline of nine per cent
Compliments rose from 2,255 to 3,030, an increase of 34 per cent.
Most complaints received by Sydney Trains in 2015–16 related to timeliness, in particular with
the punctuality of the trains and replacement bus services. However, that number fell from
3,956 to 3,853. Most complaints received by NSW Trains related to punctuality, staff, service
and information issues.
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Total complaints received during the year, and per 100,000 passengers are shown below.
Total complaints received
Year ended 30 June
Mode
Rail

2016

2015

Number of
complaints
28,260

Number of
complaints
32,291

Light rail
Bus

2016

2015

Complaints per
Complaints per
100,000 passengers 100,000 passengers
7.8
9.8

612

640

6.3

10.4

57,196

59,710

19.7

23.2

368

334

2.4

2.3

Ferry
Source: TfNSW (unaudited).

Complaints on light rail services fell four per cent to 612, a 39 per cent decrease per 100,000
passengers. Passengers travelling on the light rail network increased by 67 per cent to
10 million in 2015–16.
Complaints from bus passengers decreased four per cent to 57,196, a 15 per cent decrease
per 100,000 passengers.
Complaints from ferry passengers increased ten per cent to 368, a slight increase in
complaints per 100,000 passengers. Most of the increase in complaints related to poor
customer services. Despite this, ferries still had the lowest percentage of complaints to total
passenger numbers.

Project management
Transport cluster manages over 50 per cent of Tier 1 projects
Infrastructure NSW issued the Infrastructure Investor Assurance Framework (the framework)
in 2016. The framework is designed to ensure the State’s capital projects are effectively
developed and delivered on time, on budget and in accordance with the Government’s
objectives. The framework has four Tiers with different levels of reporting and minimum
mandatory gateway reviews. Tier 1 – High Profile/High Risk Projects attract the highest level
of reporting and assurance. At 31 May 2016, the Transport cluster managed 28 of 50 Tier 1
projects reported and monitored under the framework. The Transport cluster accounted for
over 50 per cent of the total 236 projects registered under the framework at 31 May 2016.
The 2015–16 capital budget for the Transport cluster was $8.2 billion ($7.2 billion in 2014–15)
with $4.0 billion allocated to major road projects and $2.9 billion to minor works and capital
maintenance.

43
NSW Auditor-General's Report to Parliament | Volume Nine 2016 | Service Delivery

464

E18_0736 AS-10-002-PR-0033

The WestConnex project budget was revised upwards by $1.4 billion
Major revisions to transport project budgets and/or completion dates since 2014–15 are
summarised below.
Significant budget or completion date revision
Projects

Original
Forecast
2015 revised
completion completion
budget ($)
year
year

Latest
revised
budget ($)

Reasons

WestConnex

2023

2023

15.4 billion

16.8 billion

Sydney Metro City and
South West

2024

2024

9.6 billion to
11.0 billion

11.5 billion to
The budget was revised in light
12.5 billion
of announcement of new
additional metro stations.

New Intercity Fleet

2024

2022

3.9 billion

3.9 billion

SAP ERP

2015

2017

196 million

196 million

The $1.4 billion increase from
2015 is primarily associated
with change of the scope of
work that was approved by
Cabinet in October 2015.

The project is prioritised for
completion and will be delivered
earlier than planned.
The completion date is
postponed to align with Sydney
Trains' Enterprise Asset
Management go-live date.
Further details are in the
Governance chapter.

Source: TfNSW (unaudited).

The SAP ERP project is forecast for completion in June 2017, which is 18 months later than
the original completion date of December 2015.
Major transport projects are expected to be completed on schedule

WestConnex
WestConnex is the largest integrated transport solution in Australia. It includes public
transport and critical road infrastructure and will be delivered in three stages:
•

Stage one: M4 widening

•

Stage two: double road capacity along the M5 East corridor and underground tunnels
running between St Peters and Kingsgrove

•

Stage three: M4 to M5 link.

Although this project is expected to be completed on schedule in mid-2023, there were two
budget revisions since 2014. The project budget was increased to $15.4 billion in May 2015
and a further increase of $1.4 billion in October 2015 due to changes to the scope of work.
The changes include extension of stage three to Anzac Bridge, Victoria Road and the future
Western Harbour Tunnel and Beaches Link, for $1.2 billion.

Sydney Metro Northwest
Sydney Metro Northwest, formerly the North West Rail Link, is the first stage of Sydney Metro
and will be the first fully-automated metro rail system in Australia. Sydney Metro Northwest
will deliver eight new railway stations, 4,000 commuter car parking spaces to Sydney’s
growing North West and a ‘turn up and go’ services with a train every four minutes in the
peak.
The project is expected to complete within the original budget of $8.3 billion and on schedule
for 2019 completion.
Sydney Metro City and Southwest is the second stage. The project is expected to complete
within the range of $11.5 billion to $12.5 billion and on schedule for 2024 completion.
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Woolgoolga to Ballina - Pacific Highway upgrade
The Woolgoolga to Ballina project is part of Pacific Highway upgrade project. The Pacific
Highway upgrade is one of the largest road infrastructure projects in NSW. It will provide a
four lane divided road from Hexham to Queensland. The Woolgoolga to Ballina project
involves upgrading about 155 kilometres of highway. The project starts approximately six
kilometres north of Woolgoolga (north of Coffs Harbour) and ends approximately six
kilometres south of Ballina. Major construction work started in June 2015, and it is expected to
open to public in December 2019. The estimated total cost of the project is around $4.4 billion.
The project is expected to be delivered on time and on budget.

NorthConnex
NorthConnex will provide twin motorway tunnels around nine kilometres in length. It will link
the M1 Pacific Motorway at Wahroonga to the Hills M2 Motorway at West Pennant Hills and
remove around 5,000 trucks from Pennant Hills Road. It will be the longest road tunnel project
in Australia. Major construction work started in June 2015, and is expected to complete
in December 2019.
The estimated total cost of the project is $3.0 billion with $992 million funded by the NSW and
Australian Governments and the rest by the private sector.
The project is expected to be delivered on time and on budget.

Safety performance
Rail and bus passenger injuries decreased
Rail passenger injuries fell 12 per cent in 2015–16, from 1,282 to 1,133, and bus passenger
injuries fell 8 per cent from 586 to 537.
Ferry passenger injuries were stable, with six passenger injuries reported in 2015–16.
Passenger safety performance measures the number of passenger injuries and fatalities that
occurred as a result of the service operations. Non-passenger related injuries and fatalities do
occur, but can be outside the operators' control.

45
NSW Auditor-General's Report to Parliament | Volume Nine 2016 | Service Delivery

466

E18_0736 AS-10-002-PR-0033

The number of passenger injuries per 100,000 passenger journeys by mode of transport over
the last five years is shown in the graph below.
Number of Passenger Injuries
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Source: TfNSW (unaudited).
Note: Rail data is only incidents where there were injuries. Bus and ferry data reports all incidents.

Sydney Trains’ and NSW Trains’ reported injuries fell in 2015–16 in response to initiatives to
improve rail safety. These included campaigns to raise passenger awareness of safety risks,
additional signage at key locations, better planning during wet weather and pre-departure
announcements. The ongoing Station Refresh programs and continued focus on customer
interaction to ensure they safely move around railway properties helped reduce injuries too.
Sydney Trains’ reported injuries declined for the third consecutive year.
STA is implementing a Passenger Falls program to reduce passenger falls. This includes
research into passenger behaviour. STA is working collaboratively with relevant stakeholders,
including the launch of the “Be Bus Aware” campaign, which aims to spread bus safety
information to all road users across NSW.
The Rail Safety National Law Act 2012 requires rail transport operators to submit occurrence
notifications on rail safety incidents to the Office of the National Rail Safety Regulator
(ONSR). The Independent Transport Safety Regulator (ITSR) conducts compliance
inspections and investigations for ONSR. ITSR has the capacity to provide independent safety
advice to the NSW Government. ONSR prepares an annual rail industry safety performance
report, which is available on its website: http://www.onrsr.com.au/resource-centre-documentfinder/rail-safety-report
ITSR’s service measures over the last three years are summarised below.
Service measures
Year ended 30 June
Compliance activities completed
Statutory notices issued

2016

2015

2014

Actual

Actual

Actual

166

188

149

93

100

140

Source: ITSR (unaudited).

Compliance activities completed fell 12 per cent in 2015–16. ITSR has a targeted inspection
program with rail operators on rail safety issues. It consolidated its activities within a national
operations work plan. In 2015–16, statutory notices issued fell seven per cent.
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The Office of Transport Safety Investigations (OTSI) investigates safety incidents involving
bus, ferry and/or rail transport to identify reasons why incidents occurred and provides
recommendations. In May 2016, it released a rail safety investigation report of the Hawksbury
river rail bridge. It recommended major repairs to Pile No. 2 at Pier 2 be carried out as soon
as practically possible to address deterioration of the concrete at the top of the pile. For more
details refer to the report published on OTSI’s website.
(http://www.otsi.nsw.gov.au/rail/HRB_Report_Final.pdf)
A summary of its service measures over the last three years is shown below.
Service measures
Year ended 30 June
Notifiable incidents reported
Notifiable rail incidents reported to ATSB
Incident investigations conducted

2016

2015

2014

Actual
678
103
20

Actual
640
110
13

Actual
618
96
16

Confidential safety information and reporting
scheme investigations conducted

18

10

12

Source: OTSI (unaudited).

Since January 2013, notifications of rail incidents are reported to the Australian Transport
Safety Bureau (ATSB). Notifiable incidents increased in 2015–16 due to the introduction of the
Bus Incident Management (BIM) database by TfNSW. This prompts reporters to contact OTSI
to investigate serious accidents and systemic safety issues. The investigative workload is
dictated by the number, nature and complexity of occurrences and the resources available.

Road Safety Performance Outcomes
Road fatalities increased by 28 per cent
Road fatalities increased by 28 per cent between July 2015 and June 2016. The NSW Centre
for Road Safety reported 390 fatalities in 2015–16, compared to 304 in 2014–15. TfNSW
advised this increase in fatalities mainly involved speed, fatigue and vehicle occupants not
wearing available restraints.
Trend in Road Fatality Rates
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Source: NSW Centre for Road Safety (unaudited).
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NSW State Priority includes a primary road safety target expressed in fatalities per 100,000
population. It aims to reduce road fatalities by at least 30 per cent from 2011 levels by 2021.
In 2015–16, the rate was 5.1 fatalities per 100,000, higher than the target of 4.3 for the year.
Statistics on fatalities and injuries from road traffic crashes are shown in the table below.
Fatalities and injuries
Year ended 30 June

2016

2015

2014

2013

2012

Actual

Actual

Actual

Actual

Actual

Road fatalities per 100,000 population

5.1

4.0

4.5

4.6

5.3

Total fatalities

390

304

337

341

386

Total injuries*

19,327

23,505

25,834

25,988

28,226

*

Total injuries for 2011–12 to 2014–15 were revised following the inclusion of additional injuries identified from the data linkage project for
persons who were previously not flagged as injuries in the Police crash report. Injuries data for 2015–16 are preliminary and incomplete for
reporting.

Source: NSW Centre for Road Safety (unaudited).

Total injuries decreased by 18 per cent from 2014–15, is partly attributed to the changes in
police reporting procedures for non-casualty crashes introduced in the last quarter of 2014.

Managing road congestion
Journey time reliability
Journey time reliability fell almost two per cent in 2015–16
Journey time reliability fell from 88 per cent in 2014–15 to 86 per cent in 2015–16. This
measure aligns with the NSW State Priority of 90 per cent of peak travel on key road routes
being on time.
TfNSW attributes the decrease in reliability to multiple factors, including:
•

record levels of infrastructure development including WestConnex and CBD Light rail
resulted in some short-term network disruptions

•

closure of some roads results in movement of traffic to other arterial roads, including
redirection of key bus routes

•

large numbers of arterial roads are already at capacity. Minor volume growth or
disruptions can lead to major delays on routes and linked arterial roads.

Journey time reliability measures the proportion of days during the reporting period where the
daily average travel times rose above a threshold (a five-minute variation on a typical thirtyminute journey). The measurement is conducted during the combined AM and PM peak
periods and on 89 Sydney metropolitan area roads.
TfNSW adopted the journey time reliability as a measure after it undertook a Customer Value
Proposition Research (the Research) in 2015. The Research identified consistency of travel
time having a high importance and strong impact on customer satisfaction.

Managing road congestion
RMS initiated measures to address road congestion in 2015–16
RMS has implemented measures to reduce congestion across the Sydney roads network.
Some major initiatives to manage congestion and improve travel times include WestConnex,
NorthConnex and Sydney road congestion capital program. Further details are included under
the project management section in this chapter.
The Sydney road congestion capital program is a ten year major capital works plan being
developed for many projects aimed at alleviating congestion in Sydney. The program is
expected to complete in June 2025. The original program budget was $3.0 billion, but
increased to $3.5 billion in 2016 for new projects.
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Ride quality and pavement durability
RMS ride quality exceeded the target
Overall ride quality has steadily improved over the past five years. Urban and rural ride quality
improved in 2015–16, with the overall quality exceeding the 93 per cent target.
These measures, as a percentage of total roads over the last five years, are shown in the
table below.
Road condition
Year ended 30 June

2016
Target *
%

2016
Actual
%

2015
Actual
%

2014
Actual
%

2013
Actual
%

2012
Actual
%

Good - urban

92.4

94.3

92.2

92.6

89.9

89.6

Good - rural

94.3

94.3

94.2

93.7

93.6

93.5

Good - overall

93.2

94.3

93.0

92.9

91.3

91.1

n/a

n/a

n/a

78.3

78.2

78.1

Ride quality**

Pavement durability***
Good
*

Targets are set by RMS.

**

Ride quality measures the longitudinal profile and undulations of the road surface using vehicle mounted laser technology.

***

Pavement durability measures surface cracking, which let water in, can soften the underlying road pavement and lead to premature
deterioration. Cracking is measured at highway speed by automated technology using the RMS road crack vehicle.

Source: RMS (unaudited).

RMS advised diamond grinding of old concrete roads with high roughness and high traffic has
improved ride quality for urban roads.
Ride quality measures the 'roughness' of travel over road surfaces (including national
highways) and is used as a primary indicator of road condition. Smoother roads provide a
more comfortable ride, reduce damage to roads by heavy vehicles, cause less damage to
vehicles, save fuel, are safer and reduce accidents.
The pavement durability measure has not been reported since 2014 as RMS is reviewing how
it will measure cracking in the future. The technology offered by the Australian Road Research
Board Group uses different laser scanning technology, which produces different results.
RMS is working on a future ‘pavement health index’ (PHI) to create a combined performance
indicator that incorporates several pavement condition measures. The PHI provides a general
assessment of pavement condition as a function of roughness, rutting, texture, skid
resistance, remaining pavement structural life and remaining pavement surface life. A higher
PHI indicates better pavement condition. RMS expects to start reporting PHI from 2016–17.

49
NSW Auditor-General's Report to Parliament | Volume Nine 2016 | Service Delivery

470

E18_0736 AS-10-002-PR-0033

471

E18_0736 AS-10-002-PR-0033

Section Two
Appendices

472

E18_0736 AS-10-002-PR-0033

52

Appendix One – Financial Information
Total assets

NSW Auditor-General's Report to Parliament | Volume Nine 2016 | Appendix One – Financial Information

Cluster lead entity
Department of Transport
Transport for NSW
Transport service providers
NSW Trains
RailCorp
Roads and Maritime Services
State Transit Authority
Sydney Ferries
Sydney Trains
Other agencies
Independent Transport Safety Regulator
Office of Transport Safety Investigations
Port Authority of New South Wales
Transport Service of New South Wales

Total liabilities

Total revenue

Total expense

Net result

2016
$m

2015
$m

2016
$m

2015
$m

2016
$m

2015
$m

2016
$m

2015
$m

2016
$m

2015
$m

-7,452

1
5,909

-3,129

1
2,402

1
13,333

2
12,004

1
12,381

2
11,540

-952

-464

259
31,894
82,946
892
141
4,266

325
29,376
79,882
903
140
4,445

335
2,919
2,237
617
6
3,510

241
2,564
3,755
607
6
3,223

707
280
7,007
673
26
3,139

685
2,440
6,110
661
15
3,157

780
1,126
3,856
702
23
3,363

787
1,209
3,941
641
16
3,371

(73)
(846)
3,151
(29)
3
(224)

(102)
1,231
2,169
20
(1)
(214)

11
-574
557

10
-562
1,853

2
-166
557

2
-153
1,853

15
3
144
1,851

17
2
132
1,803

14
3
137
1,810

13
2
131
1,796

1
-7
41

4
-1
7
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Appendix Two – Bus Contracts
Contract number
1
2
3
4
5
6
7
8
9
10*
12
13
14
15
*

Area serviced
Blacktown, Penrith, Richmond and Windsor
Liverpool, Glenfield, Ingleburn, Bringelly and Hoxton Park
Fairfield, Cabramatta, Liverpool and Wetherill Park
Blacktown, Rouse Hill, Castle Hill, Dural and Parramatta
Lakemba, Mortdale, Punchbowl and Roselands
Sydney Olympic Park, Burwood, Ashfield, Leichhardt, Campsie and Rockdale
North Sydney, Chatswood, Macquarie Park, Epping, Ryde and Parramatta
Palm Beach, Brookvale, Manly, Mosman and North Sydney
Bondi Junction, Randwick, Maroubra, Botany, Mascot and Surry Hills
Hurstville, Miranda, Menai, Bankstown, Caringbah, Cronulla and Kurnell
Berowra, Hornsby, Gordon and Chatswood
Parramatta, Burwood, Bankstown and Liverpool
Chatswood, Belrose, Terrey Hills and St Ives
Campbelltown, Narellan and Camden

Contract 11 routes were included in the new Contract 10 when it commenced on 1 January 2013.
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Appendix Three – Cluster Information
Agency

Website

Cluster lead entity

2500

Department
TfNSW

*

www.transport.nsw.gov.au

Transport service providers
NSW Trains
RailCorp
RMS
STA
Sydney Ferries
Sydney Trains

www.nswtrainlink.info
www.transport.nsw.gov.au/railcorp
www.rms.nsw.gov.au
www.statetransit.info
www.transport.nsw.gov.au/content/sydney-ferries
www.sydneytrains.info

Other agencies
ITSR
OTSI
Port Authority
Transport Service
*

www.transportregulator.nsw.gov.au
www.otsi.nsw.gov.au
www.portauthoritynsw.com.au
*

This entity has no website.
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Our vision
Making a difference through audit excellence.

Our mission
To help parliament hold government
accountable for its use of public resources.

Our values
Purpose – we have an impact, are
accountable, and work as a team.
People – we trust and respect others
and have a balanced approach to work.
Professionalism – we are recognised
for our independence and integrity
and the value we deliver.

Professional people with purpose
audit.nsw.gov.au
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Professional people with purpose
Making a difference through audit excellence.
Level 15, 1 Margaret Street
Sydney NSW 2000 Australia
7100
7200
e mail
office hours 8.30 am–5.00 pm
audit.nsw.gov.au
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Inherent Limitations
This report has been prepared as outlined in the Internal Audit Scope Document dated 30 March 2017. The services provided in connection with the engagement
comprise an advisory engagement which is not subject to assurance or other standards issued by the Australian Auditing and Assurance Standards Board and
consequently no opinions or conclusions intended to convey assurance will be expressed.
Due to the inherent limitations of any internal control structure, it is possible that fraud, error or non-compliance with laws and regulations may occur and not be
detected. Further, the internal control structure, within which the control procedures that are to be subject to the procedures we perform and operate will not be
reviewed in its entirety and, therefore, no opinion or view is to be expressed as to its effectiveness of the greater internal control structure. The procedures to be
performed are not designed to detect all weaknesses in control procedures as they are not performed continuously throughout the period and the tests performed
on the control procedures are on a sample basis. Any projection of the evaluation of control procedures to future periods is subject to the risk that the procedures
may become inadequate because of changes in conditions, or that the degree of compliance with them may deteriorate.
No warranty of completeness, accuracy or reliability can be given in relation to the statements and representations made by, and the information and
documentation provided by Roads & Maritime Services (RMS) management and personnel. We shall seek to independently verify those sources unless otherwise
noted within the report. We are under no obligation in any circumstance to update the report, in either oral or written form, for events occurring after the report has
been issued in final form unless specifically agreed with RMS.
The internal audit findings expressed in the report will be formed on the above basis.
Reference to ‘Review’ and ‘Audit’
Reference to ‘Review’ and ‘Audit’ throughout this report has not been used in the context of a review or audit in accordance with assurance and other standards
issued by the Australian Auditing and Assurance Standards Board.
Third party reliance
This report is solely for the purpose set out above and for RMS information, and is not to be used for any other purpose or distributed to any other party without
KPMG’s prior written consent.
This internal audit report has been prepared at the request of the RMS Audit & Risk Committee or its delegate in connection with our engagement to perform
internal audit services in accordance with the terms of the Prequalification Scheme Standard Form of Agreement dated 14 August 2015 and Internal Audit Scope
Document dated 30 March 2017. Other than our responsibility to the Audit & Risk Committee and Management of RMS, neither KPMG nor any member or
employee of KPMG undertakes responsibility arising in any way from reliance placed by a third party, including but not limited to RMS’ external auditor, on the
internal audit report. Any reliance placed is that party’s sole responsibility.
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1
1.1

Executive summary
Introduction

As part of the 2016–17 Roads and Maritime Services (RMS) Internal Audit Plan, approved by the
Chief Executive, KPMG has undertaken an internal audit of asset maintenance goods, materials,
works and services procurement and contract management. This report details the results of the
internal audit.
1.2

Background

Delivering regional road maintenance
RMS plans and delivers maintenance programs for roads and maritime infrastructure to optimise
safety, traffic management, and asset sustainability through design, stakeholder engagement, civil
construction work and the delivery of maintenance services. The Regional Maintenance Branch,
within the Regional and Freight Division, is the services arm of RMS that develops and provides
maintenance outcomes for each of the major RMS infrastructure asset classes, including roads,
bridges and maritime assets, and services such as traffic control. In 2016–17, about $1.5 billion was
invested in the maintenance and repair of roads and bridges across NSW. More than 10 per cent of
the State Road network was treated through a combination of new bitumen seals and asphalt
resurfacing.
Procurement of goods, materials, works and services
Regional Maintenance develops and implements delivery initiatives and procurement strategies to
improve efficiency and deliver cost savings. While the maintenance programs are managed by the
regional offices, Regional Maintenance procures major goods and services through a centralised
Procurement Unit. The Procurement Unit is a dedicated function within Regional Maintenance
responsible for the development of a procurement strategy, monitoring purchasing, and works with
project teams to ensure alignment between business, procurement and delivery strategies. It also
provides support for the selection and management of contractors performing maintenance works and
for the procurement of certain maintenance materials, equipment and services to achieve value for
money.
Major procurement categories of goods, materials, works and services include spray sealing
(approx. $90 million per year), asphalt (approx. $65 million per year), traffic control (approx. $30
million per year) and safety barriers (approx. $15 million per year). In addition, materials, equipment
and services for discrete maintenance projects are sourced for the Regions directly by the
Procurement Unit, or by the Regions with the Procurement Unit providing advice and support.
Procurement activities are governed by the RMS Procurement Policy and Manual, Delegations
Manual, and where appropriate, the Engineering Contracts Manual.
1.3

Audit objective and scope

The objective of the internal audit was to assess the adequacy and effectiveness of controls that
ensure the procurement of goods, materials, works and services for the delivery of regional road
maintenance programs is conducted fairly, transparently and achieves value for money.
Specifically, the internal audit focused on risks associated with:
• Procurement governance and reporting;
• Sourcing approach and evaluation;
• Use of panel providers and compliance with panel conditions; and
• Financial management and contract / supplier management.
The detailed scope and associated risk focus areas are contained in the internal audit scope
document agreed with the A/Director, Asset Maintenance in March 2017. The full scope of risk areas
reviewed within this engagement can be found at Appendix B.
5
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1.4

Overall assessment

Based on the audit procedures undertaken, the overall assessment in relation to the adequacy and
effectiveness of controls that manage key risks associated with goods, materials, works and services
procurement and contract management is:
Overall assessment (1)
Satisfactory

Minor
improvement
required

Moderate
improvement
required

Major
improvement
required

Unsatisfactory

(1) Refer Appendix A for details of overall assessment classification

KPMG has identified four medium risk findings where improvements to existing controls could be
made. The summary of risk areas and findings in section 1.5 details our observations relating to each
internal audit scope item, the residual risk rating and highlights opportunities to improve controls.
The audit highlighted that while Procurement Unit staff are knowledgeable of the end-to-end
procurement processes and generally adhere to sourcing and contractor selection requirements,
information management practices which support these processes could be improved. Due to system
limitations (in CM21 and Transport Equip), the Procurement Unit currently manages a significant
portion of the regional asset maintenance procurement portfolio through a series of separately
managed Excel spreadsheets which are highly manual to maintain. This has impacted the overall
effectiveness of portfolio level reporting, data reliability and the ability of the Procurement Unit to
effectively analyse data to provide robust business insight.
In the absence of a fit-for-purpose contract management system to support efficient portfolio level
monitoring and spend reporting, the following opportunities for improvement to current practice were
identified:
• Enhancing spreadsheet data validation rules to ensure the completeness of key information for
reporting purposes where appropriate;
• Establishing a requirement for the regions and franchises to routinely report on contractor financial
performance to the Procurement Unit for contracts managed within their respective regions to
facilitate portfolio level visibility of panel/contract performance;
• Assigning a central point of contact and escalation point within regions with accountability for
managing regional submission of reviewed payment claims and ensuring ongoing compliance with
the Building and Construction Industry Security of Payment Act, 1999 (SOPA); and
• Reviewing project threshold requirements for completion of contractor performance reports
(CPRs) to more effectively allocate contractor monitoring efforts.
Management is aware of the limitations and inefficiencies generated by the high reliance on manual
spreadsheets, and has introduced a number of interim measures with the objective of improving the
overall efficiency of the process.
A structured account of all findings and agreed actions are contained in Section 2 of the report.
Details of the residual risk ratings for all risks assessed by the audit are outlined in Appendix B.
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1.5

Summary of risk areas and findings

The following table provides a summary of audit findings presented in order of internal audit scope
area.
Key



No issues noted or only
opportunities for improvement
identified.

●

Some minor issues
identified

!

Issues
Identified

Summary of risk area or finding
1.

Procurement governance and reporting

●

(a) Governance structures exist to manage the strategic procurement and contract
management of major maintenance goods, materials, works and services: There is
currently no requirement for franchises/regions to provide procurement performance
metrics to the Procurement Unit, resulting in incomplete oversight of portfolio level
performance. (Finding 2.2)

Medium



(b) Roles and responsibilities are clearly defined and understood, including
delineation between the Procurement Unit and the Regions: Regional Maintenance
staff have demonstrated sound knowledge of the end-to-end maintenance procurement
process and associated responsibilities.

Low



(c) Adequacy of policies and procedures, business rules and guidelines to govern
procurement: Regional Maintenance operates under the RMS Procurement Manual and
Engineering Contracts Manual (where appropriate). These are supplemented by Regional
Maintenance Contractor Management procedures.

Low

●

(d) Portfolio level monitoring and reporting on state-wide and franchised/regional
procurement and contract management activities to ensure alignment with
procurement strategies, policies and procedures: Complete state-wide procurement
reporting does not currently exist due to the lack of reporting requirements and
decentralised management of data. (Finding 2.2). Manual processes exist due to system
limitations. These processes are impacted by data completeness and accuracy issues.
(Finding 2.1)

Medium



(e) Mechanisms in place to detect, investigate and remediate any suspected cases
of inappropriate, unfair or corrupt procurement practices: Robust procurement
practices within the Procurement Unit significantly reduce the likelihood of corrupt
contracting activities.

Low

2.

7

Risk rating

Sourcing approach and evaluation



(a) Documented, up-to-date and approved procurement strategies exist for major
spend categories: Approved original and renewed procurement strategies were
developed for in-scope major spend categories.

Low



(b) Evidence exists of appropriately approved tender evaluation reports to authorise
the inclusion of suppliers on panel/standalone contracts for major spend
categories: Contract files include tender evaluation reports with appropriate consideration
of the number of contractors considered as required by the Procurement Manual.

Low



(c) Prior to contract award, appropriate due diligence/credit assessments are carried
out on contractors and suppliers: It was verified that credit assessments were
conducted for sampled contracts over $250,000, as required as part of the tender
evaluation process.

Low

3.

Use of panel providers and compliance with panel conditions



(a) Portfolio level detection and monitoring of off-panel procurement where not
supported by approved procurement strategies/exemptions: Regional Maintenance
maintains off-panel procurement data and monitors and regularly identifies opportunities
for development of new panels.

Low

Internal Audit Report – Asset Maintenance Goods, Materials, Works and Services Procurement and Contract Management
© 2017 KPMG, an Australian partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss
entity. All rights reserved. Printed in Australia.

494

E180281AS-25-001PR-0001 D10529083

Summary of risk area or finding



Risk rating

(b) Assurance that suppliers are engaged from the panels in accordance with
relevant selection criteria e.g. price, value for money, performance history,
availability etc.: As part of the tender evaluation process and management of panel data
at a local manager level, relevant selection criteria is captured to ensure appropriate
contract award. Regional panels are designed to ensure contractor availability in remote
NSW locations.

Low

4.

Financial management and contract/supplier management

●

(a) Contractors and suppliers are approved for payment in line with goods and
services delivered, or in accordance with the contracted Scope of Works or
Payment Schedule and the functional requirements of Transport Equip: Payment
schedules are not routinely provided to contractors in a timely manner, potentially
subjecting RMS to payments for services that have not been assessed as required by the
Building and Construction Industry Security of Payment Act, 1999 (SOPA). (Finding 2.3)

Medium

●

(b) Contractor and supplier performance is tracked and monitored to be in line with
panel contract requirements and deliverables (which may include KPIs) and as per
the RMD Contractor Management Procedure (OCP-04) and RMS Contractor
Performance Report (ICP-08): Contractor performance reports are not consistently
completed at the finalisation of a project. This impacts Regional Maintenance’s ability to
adequately monitor contractor performance. (Finding 2.4)

Medium

●

(c) Contract or Scope of Works variations are reviewed and approved in accordance
with the Regional Maintenance contractor variation process: Contract variations are
recorded within the CM21 system to monitor financial variation metrics, and supporting
spreadsheets are developed to monitor volume of contractor variations. It was identified
that the variation data contained within these supporting spreadsheets was incomplete and
inaccurate. (Finding 2.1)

Medium

●

(d) Portfolio level profiling of state-wide and franchised/regional supplier
performance and benefits realisation: There is currently no requirement for
franchises/regions to provide financial performance metrics (e.g. benefits realisation) to the
Procurement Unit. As a result, performance reporting to the Senior Management Team
does not incorporate consolidated information. (Finding 2.2)

Medium

●

(e) Centralised records management capabilities to support the ongoing monitoring
and management of contracts, including Procurement Unit and franchised
documentation: Due to a number of system functionality gaps in CM21 and Transport
Equip, the Procurement Unit currently manages a significant portion of the regional asset
maintenance procurement portfolio through a series of separately managed Excel
spreadsheets. (Finding 2.1)

Medium

1.6

Management response

Management has agreed with the audit findings and will implement agreed actions as provided in
section 2 of the report to address the associated risks.
1.7

Acknowledgement

KPMG wish to acknowledge the assistance and co-operation received from RMS staff and
management during the course of this review.
1.8

Attention

This report was prepared solely for your use per our engagement contract and may not be distributed
without our consent. KPMG does not accept responsibility for any third party or unintended use.
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2

Detailed findings and agreed management actions

The following section of this report provides details of the internal audit findings (presented in order of
scope area and/or significance) and action plans that have been agreed with Regional and Freight
management, including allocation of management responsibility and timeframes.
2.1

Data completeness, accuracy and management practices of the Procurement Unit
requires improvement

Audit finding
Background: The Procurement Unit currently manages a significant portion of the regional asset
maintenance procurement portfolio through a series of separately managed Excel spreadsheets.
Management advised that due to a number of system functionality gaps in CM21 and Transport
Equip, the use of manual spreadsheets has been adopted.
Issue: The use of manual spreadsheets impacts the efficiency of core activities in order to optimise
the overall effectiveness of data analysis and business insights provided by the Procurement Unit. In
particular, the following was noted in relation to the effectiveness of available data and efficiency of
key activities:
•

•

•

•

•

Accurate data analysis of contract spend by region was unable to be completed due to the
incorrect recording of regions, total contract spend and total variations. Discussion with the
Procurement Unit noted this was as a result of human errors when capturing data in the manual
spreadsheets;
Total variation amounts recorded in the spreadsheets were inaccurately captured. Management
advised that the data maintained in CM21 is used as the ‘source of truth’ to monitor financial
variation metrics, whereas the supporting spreadsheets are only used for internal reporting on the
quantity of variations by contractor;
Record keeping practices are inconsistent, with a number of contract files stored in local drives,
within Objective or duplicated in both areas. In addition, contract files are generally only updated
within Objective at the completion of project milestones. As a result, centrally available information
in Objective may be incomplete;
A high volume of blank fields were present in a number of panel contract registers. Although not
all fields within the standard contract register spreadsheet may be relevant to a panel contract,
data validation rules should be enhanced to ensure the completeness of key information for
reporting purposes where appropriate; and
Manual processes designed to supplement limited system functionality has resulted in task
overlap and duplication. For example, when an approved payment is issued, payment schedule
information is updated within the CM21 system which will then trigger the need for manual
updates to the Excel payments register. Any updates to payment claim amounts, PO numbers and
description of services must also be updated through each regions payment register, impacting
the consolidated view of key contract information.

Management advised of the upcoming reporting transition to Tableau to assist in the overall efficiency
of compiling the summary level reporting. To assist in the effectiveness of this reporting tool, the data
integrity issues highlighted above should be improved.
Root cause
•
•
•

Absence of a fit-for-purpose contract management system;
Reliance on highly manual processes designed to address system limitations; and
Inconsistent understanding of information management and record keeping practices across the
Branch.

Impact to business

9
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•
•

Variation in portfolio reporting due to inaccuracies, incompleteness or inconsistencies across core
data; and
Duplication of effort as a result of manual and inefficient processes.
Consequence

Likelihood

Risk rating

Moderate

Possible

Medium

Agreed management actions

Target date

Responsibility

1. Regional Maintenance will investigate the
feasibility of, and where appropriate, implement
a cost-effective contract management system
that is fit-for-purpose and better enables
portfolio monitoring of regional maintenance
contracts and performance.

28-Feb-2018

John Dinan (Director, Regional
Maintenance)

-

-

2. In the interim, Regional Maintenance will:
a)

Implement data validation rules across
spreadsheets to ensure completeness
and accuracy of key contract information
where appropriate

31-Oct-2017

John Dinan (Director, Regional
Maintenance)

b)

Re-communicate the requirement for all
contract related information to be
captured in Objective throughout contract
lifecycle and appropriately referenced in
the applicable contract register

31-Oct-2017

John Dinan (Director, Regional
Maintenance)

c)

Identify opportunities to reduce duplicate
information maintained in contract and
payment systems (CM21 and Transport
Equip) and locally maintained Excel
spreadsheets.

30-Nov-2017

John Dinan (Director, Regional
Maintenance)
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2.2

Lack of visibility of panel and contract savings achieved across the portfolio

Audit finding
Background: Responsibility for the ordering of approved items is decentralised to franchises and
regions, and consequently outside the day-to-day visibility of the Procurement Unit. In these
instances, the Procurement Unit will be involved in the initial procurement activity and processing of
contract payments (for contracts >$50,000), with the responsibility for contract monitoring, including
monitoring of financial savings achieved, residing with the franchises/regions.
Issue: Monthly management reporting on panel/contract performance, including any achieved
savings, is an activity performed by the Procurement Unit. However, there is currently no requirement
for franchises/regions to provide financial savings metrics to the Procurement Unit. As a result, the
Senior Management Team may have an incomplete view of portfolio level performance, limiting their
ability to monitor and track any financial savings achieved between cost estimate and actual spend.
Root cause
•
•

Legacy practices and decentralised management of multiple contract systems, data and panel
information across Procurement Unit, state franchises and regional panels; and
Lack of defined centralised reporting requirements to consolidate information on
procurement/contract performance.

Impact to business
•
•

11

Inability to readily report on the savings achieved from contractor financial performance across the
portfolio; and
Limited ability to monitor and track financial savings achieved across the portfolio, potentially
impacting senior management’s ability to make informed commercial decisions for future
contracts.
Consequence

Likelihood

Risk rating

Moderate

Possible

Medium

Agreed management actions

Target date

Responsibility

1. Regional Maintenance will establish a
requirement for franchises/regions to routinely
report to the Procurement Unit on the financial
performance of regionally managed contracts.

30-Nov-2017

John Dinan (Director, Regional
Maintenance)

2. Consolidated panel/contract performance
information will be included in the monthly
Senior Management Team report, outlining
whole of state performance, including savings
captured and any opportunities for
improvement.

31-Jan-2018

John Dinan (Director, Regional
Maintenance)
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2.3

Regular delays in the provision of payment schedules to contractors as required under
SOPA

Audit finding
Background: The Building and Construction Industry Security of Payment Act, 1999 (SOPA) notes
the requirement of a principal/customer (RMS) to provide a payment schedule to the engaged
contractor within ten days of a payment claim being submitted. Failure to meet this timeframe may
expose RMS to unnecessary project delays, legal action and/or an obligation to pay the claimed
amount which may not align with the planned payment schedule.
Issue: The Procurement Unit is primarily responsible for the preparation and provision of payment
schedules to contractors in line with panel/contract arrangements. However, the Procurement Unit
does not consistently meet the ten day submission requirement of the SOPA. In reviewing a sample
of contract and payment register data, payment schedules were provided to contractors up to 21 days
after receipt of the payment claim.
Management is aware of this legislative requirement and has attributed challenges in meeting this
timeframe to the delays within the regions in assessing payment claims and submission to the
Procurement Unit for preparation of the payment schedule.
Root cause
Competing work priorities within the regions to assess payment claims in a timely manner, and lack of
escalation point within the regions to address outstanding payment claim assessment submissions to
the Procurement Unit.
Impact to business
•
•
•

Contractor may demand payment in full regardless of payment claim accuracy;
Contractors may suspend work as provided for under the SOPA; and
Contractor relationships and RMS reputation may be negatively impacted due to delayed
payments.
Consequence

Likelihood

Risk rating

Moderate

Possible

Medium

Agreed management actions

Target date

Responsibility

1. Regional Maintenance will re-communicate to
the regions the SOPA requirements of
returning a fully assessed payment claim to the
Procurement Unit within 5-7 business days, as
defined in the Procurement Manual.

31-Oct-2017

John Dinan (Director, Regional
Maintenance)

2. Regional Maintenance will assign a central
point of contact within regions who will be
locally responsible for monitoring regional
submission of payment claims and will act as a
point of escalation.

31-Oct-2017

John Dinan (Director, Regional
Maintenance)
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2.4

Contractor performance reports are inconsistently completed

Audit finding
Background: Contractor Performance Reports (CPRs) are required to be submitted to the
Procurement Unit on a quarterly basis to enable ongoing and historical assessment of contractor
performance. However, discussions highlighted the incomplete view the Unit has over contractor
performance due to project managers inconsistently completing CPRs.
Issue: It is acknowledged that completion of CPRs has improved since last reviewed by Internal Audit
(April 2016). However, conformance rates remain below target for all regions, as noted within recent
Senior Management Team reports.
While management has noted that historically it has been rare for a contractor to receive continually
poor CPR results, the Procurement Unit cannot ensure that underperforming contractors are
appropriately detected, managed and reported on a quarterly basis. Management advised that this
has been recently raised at the divisional level.
Root cause
Lack of priority within the regions for the completion of CPRs, possibly due to the relatively low
contract value threshold ($50,000) that triggers the CPR requirement.
Impact to business
•
•

13

Lack of contractor performance monitoring increases the risk that underperforming contractors
may not be identified and appropriately actioned in a timely manner; and
Increased cost associated with monitoring poor-performing contractors.
Consequence

Likelihood

Risk rating

Moderate

Possible

Medium

Agreed management action

Target date

Responsibility

1. Regional Maintenance will increase the
contract value threshold that requires
completion of a CPR (e.g. from $50,000 to
$250,000) to ensure high-value projects are
targeted.

31-Oct-2017

John Dinan (Director, Regional
Maintenance)
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Appendix A: Overall assessment classification
The overall assessment represents Internal Audit’s evaluation of the processes, functions, or systems
reviewed. This subjective assessment is based upon the audit procedures performed and
consideration of test results. The evaluation is presented using a sliding scale as defined in the
following table.
Overall assessment

Description / guide

Satisfactory

Controls evaluated are adequate, appropriate, and effective to ensure
risks are being managed and objectives are met. No audit findings
noted.

Minor improvement
required

Generally, controls evaluated are adequate, appropriate, and effective to
ensure risks are being managed and objectives are met. One or more
low/medium risk findings noted, with minor or moderate impact on the
overall system of internal controls.

Moderate improvement
required

Generally, controls evaluated are adequate, appropriate, and effective to
ensure risks are being managed and objectives are met. Multiple
medium risk findings noted, with moderate impact on the overall system
of internal controls.

Major improvement
required

A high risk and/or systemic issues exist in a major scope or risk area.
The controls evaluated are unlikely to manage risks and meet objectives.

Unsatisfactory

High/very high risk and/or systemic issues exists in two or more major
scope or risk areas. Controls evaluated do not manage risks and
objectives are not met.
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Appendix B: Key risk areas examined

Financial management and
contract/supplier management

Use of panel
providers and
compliance with
panel conditions

Sourcing approach
and evaluation

Procurement governance and reporting

Scope
area

15

Control
1
effectiveness

Risk
2
rating

Section
Ref.

Partially
effective

Medium

2.2

2. Roles and responsibilities are clearly defined and
understood, including delineation between the
Procurement Unit and the Regions

Substantially
effective

Low

-

3. Adequacy of policies and procedures, business rules
and guidelines to govern procurement

Substantially
effective

Low

-

4. Portfolio level monitoring and reporting on state-wide
and franchised/regional procurement and contract
management activities to ensure alignment with
procurement strategies, policies and procedures

Largely
ineffective

Medium

2.1
2.2

5. Mechanisms in place to detect, investigate and
remediate any suspected cases of inappropriate,
unfair or corrupt procurement practices

Highly effective

Low

-

6. Documented, up-to-date and approved procurement
strategies exist for major spend categories

Highly effective

Low

-

7. Evidence exists of appropriately approved tender
evaluation reports to authorise the inclusion of
suppliers on panel/standalone contracts for major
spend categories

Highly effective

Low

-

8. Prior to contract award, appropriate due
diligence/credit assessments are carried out on
contractors and suppliers

Highly effective

Low

-

9. Portfolio level detection and monitoring of off-panel
procurement where not supported by approved
procurement strategies/exemptions

Highly effective

Low

-

10. Assurance that suppliers are engaged from the panels
in accordance with relevant selection criteria e.g.
price, value for money, performance history,
availability etc.

Highly effective

Low

-

11. Contractors and suppliers are approved for payment in
line with goods and services delivered, or in
accordance with the contracted Scope of Works or
Payment Schedule and the functional requirements of
Transport Equip:

Partially
effective

Medium

2.3

12. Contractor and supplier performance is tracked and
monitored to be in line with panel contract
requirements and deliverables (which may include
KPIs) and as per the RMD Contractor Management
Procedure (OCP-04) and RMS Contractor
Performance Report (ICP-08)

Partially
effective

Medium

2.4

13. Contract or Scope of Works variations are reviewed
and approved in accordance with the Regional
Maintenance contractor variation process

Partially
effective

Medium

2.1

14. Portfolio level profiling of state-wide and
franchised/regional supplier performance and benefits
realisation

Partially
effective

Medium

2.2

Key risk areas examined
1. Governance structures exist to manage the strategic
procurement and contract management of major
maintenance goods, materials, works and services
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15. Centralised records management capabilities to
support the ongoing monitoring and management of
contracts, including Procurement Unit and franchised
documentation

Partially
effective

Medium

2.1

(1) Refer Appendix C for details of control effectiveness classification.
(2) Refer Appendix D for risk rating classification and methodology used to assess the level of risk associated with the audit findings if
agreed actions are not implemented as intended.
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Appendix C: Control effectiveness classification
Assessments of control effectiveness are provided in Appendix B of this report. The control
effectiveness assessment is based on the actual level of control that is currently present and
effective, compared with what is reasonably achievable and expected.
The guide for estimating the qualitative rating for control effectiveness is tabled below and is based on
AS HB 158:2010 ‘Delivering assurance based on ISO 31000:2009 Risk Management’.
Control effectiveness

17

Description / guide

Highly effective

Controls are well designed for the risk, address the root causes and is
effective and reliable. Management should continue to review and
monitor existing controls to ensure they remain adequate and effective.

Substantially effective

Most controls are designed correctly and are in place and effective.
Some more work to be done to improve operating effectiveness and/or
reliability.

Partially effective

While the design of controls may be largely correct in that they treat most
of the root causes of the risk, they are not currently very effective.
Alternatively, some of the controls do not seem correctly designed in that
they do not treat root causes, those that are correctly designed are
operating effectively.

Largely ineffective

Significant control gaps. Either controls do not treat root causes or they
do not operate at all effectively.

Totally ineffective

Virtually no credible control. The auditor has no assurance that any
degree of control is being achieved due to poor control design and/or
very limited operational effectiveness.
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Appendix D: Classification of audit findings
The risk rating for audit findings raised in this report is described in the following table.
Risk Level

VH

H

M

L

Definition

Indicative Action Required

Issue represents a control
breakdown which could have or is
having a severe or catastrophic
effect on RMS’ ability to achieve its
core objectives

Very high

The agreed management action plan is to be
implemented within one month from the date of
this report. In the interim period, appropriate
mitigating controls must be implemented. These
will be documented in the audit report prior to
issuance.

High

Issue represents a control weakness
which could have or is having a
serious or major adverse effect on
RMS’ ability to achieve its core
objectives

Medium

Issue represents a control weakness
which could have or is having a
moderate or serious adverse effect
on RMS’ ability to achieve its core
objectives

The agreed management action plan is to be
implemented within 3 months from the date of this
report. In the interim period, appropriate mitigating
controls should be considered and implemented
where required.

Low

Issue represents a minor control
weakness with minimal but
reportable impact on RMS’ ability to
achieve its core objectives

The agreed management action plan is to be
implemented within a reasonable timeframe.

Audit and Risk Branch will follow-up on the agreed
actions within one month after issuance of the final
report, which will include substantive testing.

The risk rating above is consistent with the RMS Risk Management Framework which is used for
reviewing and ranking of risks across all areas of the RMS business.
Consequence

Frequent

Likelihood

Likely

L1
L2

Possible

L3

Unlikely

L4

Rare

Improbable

L5
L6

Minor

Moderate

Serious

Major

Severe

Catastrophic

C6

C5

C4

C3

C2

C1

M

H

H

VH

VH

VH

M

M

H

H

VH

VH

L

M

M

H

H

VH

L

L

M

M

H

H

L

L

L

M

M

H

L

L

L

L

M

M
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Appendix E: Personnel consulted during the audit
We would like to extend our appreciation to the following individuals who were involved and provided
information during this audit.
Name

Title

Roger Ward

Portfolio Category Manager

Ravi Ravindra

Procurement Manager

Heerthica Ranjan

Transaction and Governance Manager

Nalini Chand

Procurement and Contract Specialist

Appendix F: Audit timeline
Milestone
Project sponsor acceptance of scope document
Commencement of fieldwork
Completion of fieldwork

19

Date
30 March 2017
1 May 2017
28 June 2017

Exit interview

15 August 2017

Initial draft report issued to Audit and Risk Branch for quality review

30 August 2017

Initial draft report issued to management for review and agreement

31 August 2017

Final report cleared with project sponsor

9 October 2017
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Name
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Lyn Baker
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Inherent Limitations
The Services provided are advisory in nature and have not been conducted in accordance with the standards issued by the Australian
Auditing and Assurance Standards Board and consequently no opinions or conclusions under these standards are expressed.
Because of the inherent limitations of any internal control structure, it is possible that errors or irregularities may occur and not be detected.
The matters raised in this report are only those which came to our attention during the course of performing our procedures and are not
necessarily a comprehensive statement of all the weaknesses that exist or improvements that might be made.
Our work is performed on a sample basis; we cannot, in practice, examine every activity and procedure, nor can we be a substitute for
management’s responsibility to maintain adequate controls over all levels of operations and their responsibility to prevent and detect
irregularities, including fraud.
Any projection of the evaluation of the control procedures to future periods is subject to the risk that the systems may become inadequate
because of changes in conditions, or that the degree of compliance with them may deteriorate.
Recommendations and suggestions for improvement should be assessed by management for their full commercial impact before they are
implemented.
We believe that the statements made in this report are accurate, but no warranty of completeness, accuracy, or reliability is given in relation
to the statements and representations made by, and the information and documentation provided by Roads and Maritime Services
personnel. We have not attempted to verify these sources independently unless otherwise noted within the report.

Limitation of Use
This report is intended solely for the information and internal use of Roads and Maritime Services in accordance with the Terms of
Reference dated 17th July 2017, and is not intended to be and should not be used by any other person or entity. No other person or entity is
entitled to rely, in any manner, or for any purpose, on this report. We do not accept or assume responsibility to anyone other than Roads
and Maritime Services for our work, for this report, or for any reliance which may be placed on this report by any party other than Roads and
Maritime Services.

About Deloitte
Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited, a UK private company limited by guarantee, and its network of member
firms, each of which is a legally separate and independent entity. Please see www.deloitte.com/about for a detailed description of the legal
structure of Deloitte Touche Tohmatsu Limited and its member firms.
Confidential - this document and the information contained in it are confidential and should not be used or disclosed in any way without our
prior consent.
© 2017 Deloitte Touche Tohmatsu. All rights reserved.
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1
1.1

Executive summary
Introduction

As part of the 2016–17 Roads Maritime Services (“RMS”) Internal Audit Plan, Deloitte Touche
Tohmatsu (“Deloitte”) has undertaken an internal audit of M4 Smart Motorway procurement
management. This report details the results of the internal audit.
1.2

Background

M4 Smart Motorway project
Smart motorways, also known as managed motorways, use complementary technologies to monitor
traffic conditions, manage congestion and respond to incidents in real-time. The M4 Smart Motorway
project will introduce intelligent technology to Sydney’s M4 Motorway between Pitt Street, Mays Hill
and Russell Street, Lapstone. It will provide a 35 kilometre upgrade along the M4 and will enable a
smarter way of travelling by using real-time information, communication and traffic management tools
to provide motorists with a safer, smoother and more reliable journey. The NSW Government has
committed $470 million to building the M4 Smart Motorway project.
In March 2017, the final business case for the M4 Smart Motorway was approved by the NSW
Government. The project was further developed during the detailed design phase and is now ready
for construction. It will be completed in five stages, with the first stage of construction to commence in
2017, and will be fully operational within three years (subject to weather). Once completed in 2020,
the project is expected to deliver travel time savings of up to 25 per cent for customers travelling from
Lapstone to Mays Hills, as well as achieving a 30 percent reduction in crash rates, and a 50 percent
increase in travel time reliability.
Easing Sydney Congestion is the branch within the Sydney Division responsible for managing the
development, design and construction phases of the M4 Smart Motorway. This includes the
management of design and construction procurement.
Design and construction procurement management
In September 2016, Arup was awarded the $16 million contract to provide the detailed design,
investigation, construction documentation and construction support services as part of the M4 Smart
Motorway project. The scope of works include an ITS component and a civil component. Arup is
working in partnership with Amey, a sub-consultant for the project, which will deliver almost a third of
the engineering services.
The $83 million construction contract for Package A of the M4 Smart Motorway project was awarded
to Fulton Hogan in June 2017. This package includes, amongst other things, widening of the M4
Motorway between Roper Road and the M7, noise wall construction and civil ramp upgrades.
Package A is one of several procurement packages to be awarded within the project based on the
project delivery and procurement methodology.
The procurement process with respect to the engagement of professional service and construction
contractors for the project is administered under the provisions of the Engineering Contracts Manual
(ECM). The ECM stipulates, amongst other things, the requirement for all construction tenderers to be
prequalified on the National Prequalification System for Civil (Road and Bridge) Construction
Contracts. Similarly, the Panel Deed for Professional Services (Construction Industry) is to be used to
engage professional service contractors.
1.3

Audit objective and scope

The objective of the internal audit was to assess the adequacy and effectiveness of controls in place
that ensure professional service and construction contractors are engaged fairly, transparently and
offer best value for money for the M4 Smart Motorway project.
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The audit scope was limited to the detailed design and Package A procurement. The detailed scope
and associated risk focus areas are contained in the internal audit scope document agreed with the
Executive Director Sydney on 17 July 2017.
1.4

Overall assessment

Based on the internal audit procedures undertaken and evidence gathered, the overall assessment in
relation to the adequacy and effectiveness of controls that manage key risks associated with
procurement management of the M4 Smart Motorway project is:
Overall assessment (1)
Satisfactory

Minor
improvement
required

Moderate
improvement
required

Major
improvement
required

Unsatisfactory

(1) Refer Appendix A for details of overall assessment classification

Deloitte has considered the procurement management processes relating to the M4 Smart Motorway
project to date and identified two low risk areas where improvements to the existing controls could
be made. The Summary of Internal Audit Findings in section 1.7 illustrates the key controls in place in
each audit scope item and those areas where opportunities to improve controls were identified.
Details of the control effectiveness and residual risk ratings for all risks assessed by the audit are
outlined in Appendix B. A structured account of all findings and agreed actions are contained in
section 2 of the report.
1.5

Management response

Management has agreed with the audit findings and will implement agreed actions as provided in
section 2 of the report to address the associated risks.
1.6

Acknowledgement

We wish to acknowledge the assistance and co-operation received from RMS staff and management
during the course of this review.

Diana Tandora
Partner, Risk Advisory, Deloitte
September 2017
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1.7

Key:

No issues noted or only opportunities
for improvement identified

Summary of internal audit findings

Sourcing of professional service and construction contractors

●

Some minor issues identified

!

Issues identified



Procurement governance structure and reporting activity for the project: The
procurement governance structure and required reporting activity has been endorsed
and is clearly defined in the project Business Case. All subsequent amendments to
the Business Case have been appropriately endorsed and communicated to
stakeholders.



Tender evaluation plan (incl. evaluation criteria and weightings) and
endorsement: Evaluation Plans (EP) for both procurements have been developed
and appropriately endorsed. A single RFT EP was developed for the detailed design
phase whereas a separate EOI EP and RFT EP was developed for the Package A
construction phase.



Procurement strategy (e.g. EOI followed by RFx) establishment and approval
for the individual procurements: Procurement strategy for both scope areas has
been clearly defined and endorsed in the project Business Case and these strategies
were forwarded to an appropriate Projects Committee for review. Procurement for
detailed design work was undertaken through a Request for Tender (RFT), whereas
procurement for Package A construction work was undertaken through an initial
Expression Of Interest (EOI), followed by a RFT to short-listed respondents.

●

Conflict of interest and confidentiality declarations: The endorsed EOI and RFT
Evaluation Plans require all members acting in an evaluation role for an EOI or RFT
to declare any conflicts of interest through a standard RMS declaration. The
declarations are reviewed by the Convenor of the Assessment Committee and the
probity advisor. Declarations are also obtained from the EOI and RFT respondents.
We identified a number of members who were acting in an evaluation role who either
did not submit a declaration, or did not complete them in their entirety.



Procurement method selection process (e.g. construct only, design and
construct): Procurement method for both scope areas has been clearly defined and
endorsed. The endorsed decision was to separate design and construction
contracts. Further, construction is to be phased over multiple packages with
procurement activity occurring for each package.



Tender list establishment: Establishment of the tender list was undertaken in
accordance with the approved Projects Committee submissions. Tender lists were
established based on existing and relevant pre-qualified RMS panels. Tender
Opening Committees were established to manage the RFT opening process, prior to
evaluation by the Assessment Committees.



Use of panel arrangements or open tender when engaging construction and
professional service contractors: Panel arrangements or open tender was used
when engaging construction and professional service contractors.



Tender invitation and receipt control management: EOI and RFT documents
were issued to external parties on the endorsed tender list. EOI responses were
recorded in the eTendering system and RFT responses were received through
eTendering and via physical copy.



Tender evaluation panel establishment and probity support: EOI and RFT
Assessment Committees have been formed with appropriate composition and
endorsement. Changes in the composition of the Committee were appropriately reendorsed. Probity support has been engaged throughout the procurement phases of
detailed design and Package A construction, with no issues identified by the probity
advisor.



Tender evaluation and reporting processes (including financial capacity
assessment, decision rationale support) and approval: The EOI and RFT
Assessment Committees (AC) assessed each response based on the respective
scoring criteria in the Evaluation Plans. Upon concluding their assessment, the ACs
developed an EOI or Tender Assessment Report (TAR) detailing their final
recommendation and rationale for decision, which was reviewed and endorsed by
appropriate management. Outcomes were sent simultaneously to successful and
unsuccessful EOI and RFT applicants after endorsement of the TAR.



Tender documentation preparation (incl. use of standard form of tender) and
endorsement: EOI and RFT-related documents and memos, including those sent to
external parties (e.g. panel members), were based on standard RMS templates and
have been appropriately endorsed prior to issuance to external parties.



Contract negotiation, legal vetting and execution (including use of standard
form of contract): Letter of Awards and contracts were issued to the successful
tenderer, after endorsement of the Tender Assessment Report. These documents
were based on standard RMS templates, which are reviewed by appropriate
management prior to issuance. There were no contract negotiations due to the nature
of the project and the requirements specified in the EOI and RFT documents.
Comprehensive legal vetting of documents was not performed as the Letter of
Awards and contracts executed were not altered from standard RMS templates.
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2

Detailed findings and agreed management actions

The following section of this report provides details of the internal audit findings (presented in order of
significance) and action plans that have been agreed with management, including allocation of
management responsibility and timeframes.
2.1

Conflict of interest declarations were not completed by all persons in an evaluation role

Internal audit finding
Background:
The Engineering Contracts Manual (ECM) provides guidance to project teams on the
management of conflict of interests during project procurement phases, stating:
“All Officers examining tenders and/or carrying out tender assessments are required to provide the
Branch Manager with a signed statement that there is no actual or potential conflict of interests
arising from the carrying out of the officer's duties that might undermine the fairness of the
tendering process”
The endorsed Evaluation Plans (EP) for both the EOI and RFT reinforce the statement above, by
stating:
“Any person with a declared evaluation role for this evaluation must detail any circumstances that
may give rise to an actual or potential conflict of interest by using the declaration”.
The declarations, comprised of two separate forms, are reviewed for appropriateness by the
Convenor of the Assessment Committee (AC) and the probity advisor. If any potential conflicts of
interest (actual and/or perceived) are identified, the person’s conflict is assessed and if the conflict
cannot be mitigated, the person will be removed from the evaluation role.
After evaluation by an EOI or RFT AC, an Assessment Report (AR), containing a recommendation
for acceptance, is developed. The AR is sent to a RMS Officer, holding appropriate financial
delegation, for final endorsement. For this Officer, the ECM states:
“That Officer is to consider the Report on Tenders, make his/her own enquiries as necessary and
when satisfied, approve a tender for acceptance, or the invitation of fresh tenders”
As such, there is a possibility that this Officer may change or reject the AC’s recommendation.
Observations:
We requested the conflict of interest declarations for all RMS staff and independent members
involved in an EOI or RFT evaluation role. This included members of the AC, advisors to the AC,
probity advisors and managers with project endorsement capacity. We also obtained the probity
reports for all three procurement phases and noted that the probity advisor was unable to identify
any issues of a probity nature in each of the phases.
We identified a minority of individuals who did not complete the required declaration, or only
partially completed one of the two required forms. Individuals who did not provide appropriately
completed forms include:


The final approver who endorsed the recommended tenderer for the detailed design RFT,
Package A construction EOI and Package A construction RFT;



Probity advisor for the Package A construction EOI; and



A number of RMS staff who were acting for AC members and involved in recommending the
results of an evaluation prior to final approval.

We also identified that the ECM does not definitively outline the final Officer’s endorsement as part
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of the evaluation process of an EOI or RFT.
Root cause
The ECM does not explicitly address instances where staff act in an approval or endorsement
role, and whether they are deemed to be part of the evaluation process of a tender.
Impact to business
Failure to appropriately disclose conflicts of interest may result in RMS not being able to
demonstrate impartiality, objectivity and transparency with regards to procurement decisions.
Inability to demonstrate these important principles may result in adverse reputational impact or
RMS being subjected to regulatory investigation and/or legal repercussions.
Consequence

Likelihood

Risk rating

Serious

Rare

Low

Agreed management action

Target date

Responsibility

1. The Easing Sydney Congestion branch
will liaise with the Commercial Services
branch to seek review and where
appropriate, update the Engineering
Contracts Manual to include the
following:

31-Dec-2017

Brian Bestwick (Director
Contracts)

a) Defining specific groups of
individuals that are considered to be
undertaking an evaluation role
(including endorsers or approvers);
and
b) Specifying that conflict of interest
declarations should be sent to and
completed by individuals acting in
either a recommendation,
endorsement or approval role for a
tender.
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2.2

Tender memo template does not require the date of the signatory’s sign off

Internal audit finding
Background:
RMS uses a memo template to document recommendations and endorsements.
Observations:
All of the endorsement and approval memos reviewed by the audit relating to tender evaluation
and reporting were appropriately signed off by an individual. The memos were in a standard
format with the only significant variation being the content. However, we identified that across the
majority of the memos, there is no requirement for a signatory to insert their date of signature.
Root cause
The current RMS memo template does not require the date of a signatory’s sign off.
Impact to business
Although no specific issues were noted during this internal audit, there is a risk that critical
processes commence prior to appropriate endorsement. The lack of a mandatory date section
reduces the ability to demonstrate completion order of critical processes.
Consequence

Likelihood

Risk rating

Minor

Rare

Low

Agreed management action

Target date

Responsibility

1. The Easing Sydney Congestion branch
will ensure future procurement related
memos are dated by the signatory as
evidence of time of endorsement or
approval.

31-Dec-2017

Brian Bestwick (Director
Contracts)

10
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Appendix A: Overall assessment classification
The overall assessment represents Internal Audit’s evaluation of the processes, functions, or systems
reviewed. This subjective assessment is based upon the internal audit procedures performed and
consideration of test results. The evaluation is presented using a sliding scale as defined in the
following table.
Overall assessment

Description / guide

Satisfactory

Controls evaluated are adequate, appropriate, and effective to ensure
risks are being managed and objectives are met. No audit findings
noted.

Minor improvement
required

Generally, controls evaluated are adequate, appropriate, and effective
to ensure risks are being managed and objectives are met. One or
more low/medium risk findings noted, with minor or moderate impact
on the overall system of internal controls.

Moderate improvement
required

Generally, controls evaluated are adequate, appropriate, and effective
to ensure risks are being managed and objectives are met. Multiple
medium risk findings noted, with moderate impact on the overall
system of internal controls.

Major improvement
required

A high risk and/or systemic issues exist in a major scope or risk area.
The controls evaluated are unlikely to manage risks and meet
objectives.

Unsatisfactory

High/very high risk and/or systemic issues exist in two or more major
scope or risk areas. Controls evaluated do not manage risks and
objectives are not met.
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Appendix B: Key risks examined

Sourcing of professional service and construction contractors

Scope
area

Risk focus areas examined

Control effectiveness (1)

Risk
rating (2)

Section
ref.

R1. Procurement governance
structure and reporting activity for
the project

Highly effective

Low

-

R2. Procurement strategy (e.g. EOI
followed by RFx) establishment
and approval for the individual
procurements

Highly effective

Low

-

R3. Use of panel arrangements or
open tender when engaging
construction and professional
services contractors

Highly effective

Low

-

R4. Procurement method selection
process (e.g. construct only,
design and construct)

Highly effective

Low

-

R5. Tender documentation
preparation (incl. use of standard
form of tender) and endorsement

Highly effective

Low

-

R6. Tender evaluation panel
establishment and probity support

Highly effective

Low

-

R7. Tender evaluation plan (incl.
evaluation criteria and weightings)
and endorsement

Highly effective

Low

-

R8. Tender list establishment

Highly effective

Low

-

Substantially effective

Low

2.1

R10. Tender invitation and receipt
control management

Highly effective

Low

-

R11. Tender evaluation and reporting
processes (including financial
capacity assessment, decision
rationale support) and approval

Highly effective

Low

2.2

R12. Contract negotiation, legal vetting
and execution (including use of
standard form of contract)

Highly effective

Low

-

R9. Conflict of interest and
confidentiality declarations

(1) Refer Appendix C for details of control effectiveness classification.
(2) Refer Appendix D for risk rating classification and methodology used to assess the level of risk associated with the audit findings if
agreed actions are not implemented as intended.

12

Internal Audit Report – M4 Smart Motorway Procurement Management

518

E180281AS-25-001PR-0001 D10529085

Appendix C: Control effectiveness classification
Assessments of control effectiveness are provided in Appendix B of this report. The control
effectiveness assessment is based on the actual level of control that is currently present and
effective, compared with what is reasonably achievable and expected.
The guide for estimating the qualitative rating for control effectiveness is tabled below and is based on
AS HB 158:2010 ‘Delivering assurance based on ISO 31000:2009 Risk Management’.
Control effectiveness

Description / guide

Highly effective

Controls are well designed for the risk, address the root causes and is
effective and reliable. Management should continue to review and
monitor existing controls to ensure they remain adequate and
effective.

Substantially effective

Most controls are designed correctly and are in place and effective.
Some more work to be done to improve operating effectiveness
and/or reliability.

Partially effective

While the design of controls may be largely correct in that they treat
most of the root causes of the risk, they are not currently very
effective. Alternatively, some of the controls do not seem correctly
designed in that they do not treat root causes, those that are correctly
designed are operating effectively.

Largely ineffective

Significant control gaps. Either controls do not treat root causes or
they do not operate at all effectively.

Totally ineffective

Virtually no credible control. The auditor has no assurance that any
degree of control is being achieved due to poor control design and/or
very limited operational effectiveness.
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Appendix D: Classification of audit findings
The risk rating for audit findings raised in this report is described in the following table.

VH

H

M

Risk Level

Definition

Indicative Action Required

Very high

Issue represents a control
breakdown which could have or is
having a severe or catastrophic
effect on RMS’ ability to achieve its
core objectives

High

Issue represents a control
weakness which could have or is
having a serious or major adverse
effect on RMS’ ability to achieve its
core objectives

The agreed management action plan is to be
implemented within one month from the date of
this report. In the interim period, appropriate
mitigating controls must be implemented. These
will be documented in the audit report prior to
issuance.

Medium

L

Low

Audit and Risk Branch will follow-up on the
agreed actions within one month after issuance
of the final report, which will include substantive
testing.

Issue represents a control
weakness which could have or is
having a moderate or serious
adverse effect on RMS’ ability to
achieve its core objectives

The agreed management action plan is to be
implemented within 3 months from the date of
this report. In the interim period, appropriate
mitigating controls should be considered and
implemented where required.

Issue represents a minor control
weakness with minimal but
reportable impact on RMS’ ability to
achieve its core objectives

The agreed management action plan is to be
implemented within a reasonable timeframe.

The risk rating above is consistent with the RMS Risk Management Framework which is used for
reviewing and ranking of risks across all areas of the RMS business.

Likelihood

Consequence

14

Minor

Moderate

Serious

Major

Severe

Catastrophic

C6

C5

C4

C3

C2

C1

Frequent

L1

M

H

H

VH

VH

VH

Likely

L2

M

M

H

H

VH

VH

Possible

L3

L

M

M

H

H

VH

Unlikely

L4

L

L

M

M

H

H

Rare

L5

L

L

L

M

M

H

Improbable

L6

L

L

L

L

M

M
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Appendix E: Personnel consulted during the audit
We would like to extend our appreciation to the following individuals who were involved and provided
information during this internal audit.
Name

Title

Mariah Manuela

Director Smart Motorways

Brian Bestwick

Director Contracts

Kenneth Foong

Project Engineer ITS
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Appendix F: Audit timeline
Milestone

Date

Project sponsor acceptance of scope document

17 July 2017

Commencement of fieldwork

26 July 2017

Completion of fieldwork

25 August 2017

Exit interview

28 August 2017

Initial draft report issued to Audit and Risk Branch for quality review

27 September 2017

Initial draft report issued to management for review and agreement

28 September 2017

Final report cleared with project sponsor

16

10 October 2017
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The role of the Auditor-General

GPO Box 12
Sydney NSW 2001

The roles and responsibilities of the AuditorGeneral, and hence the Audit Office, are set
out in the Public Finance and Audit Act 1983.
Our major responsibility is to conduct
financial or ‘attest’ audits of State public
sector agencies’ financial statements.
We also audit the Total State Sector Accounts,
a consolidation of all agencies’ accounts.
Financial audits are designed to add credibility
to financial statements, enhancing their value
to end-users. Also, the existence of such
audits provides a constant stimulus to agencies
to ensure sound financial management.
Following a financial audit the Audit Office
issues a variety of reports to agencies
and reports periodically to parliament. In
combination these reports give opinions on the
truth and fairness of financial statements,
and comment on agency compliance with
certain laws, regulations and government
directives. They may comment on financial
prudence, probity and waste, and recommend
operational improvements.

The Legislative Assembly
Parliament House
Sydney NSW 2000

The Legislative Council
Parliament House
Sydney NSW 2000

In accordance with section 38E of the Public Finance and
Audit Act 1983, I present a report titled Sydney region road
maintenance contracts: Roads and Maritime Services.

Margaret Crawford
Auditor-General
15 June 2017

We also conduct performance audits. These
examine whether an agency is carrying out its
activities effectively and doing so economically
and efficiently and in compliance with relevant
laws. Audits may cover all or parts of an
agency’s operations, or consider particular
issues across a number of agencies.
As well as financial and performance audits, the
Auditor-General carries out special reviews and
compliance engagements.
Performance audits are reported separately,
with all other audits included in one of the
regular volumes of the Auditor-General’s
Reports to Parliament – Financial Audits.
audit.nsw.gov.au

© Copyright reserved by the Audit Office of New South
Wales. All rights reserved. No part of this publication may
be reproduced without prior consent of the Audit Office of
New South Wales.
The Audit Office does not accept responsibility for loss or
damage suffered by any person acting on or refraining from
action as a result of any of this material.
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Executive summary
Roads and Maritime Services (RMS) is responsible for the Sydney region State roads network
This includes over 2,800 kilometres of roads and associated road corridor infrastructure such
as bridges, tunnels and drainage structures. RMS divides the network into three geographical
areas: south, west and north zones.
In 1995, RMS first outsourced road corridor infrastructure maintenance for the north zone
through a Performance Specified Maintenance Contract (PSMC). The current 10-year PSMC
for the north zone will expire in October 2018. Prior to November 2013, RMS maintained
roads in the south and west zones through its Road and Fleet Services unit.
In November 2013, RMS outsourced road maintenance services for the south and west zones
using Stewardship Maintenance Contracts (SMC). The contracts run for seven years with an
option for a further three years at RMS’ discretion. RMS estimated that the annual cost of
these contracts was around $240 million in total. In March 2018, the contract prices are due to
be reset by negotiation to reflect the contractors’ experience with, and better information
about, the road networks and routine maintenance requirements.
The SMC model adopted stewardship principles to improve value for money. RMS defined
stewardship principles as a broad set of values, attitudes and behaviours, required of the
contractor to effectively manage the assets on behalf of RMS. The SMC also includes
commercial principles, such as linking risk to reward, and a performance framework where
outcomes drive performance.
This audit assessed whether RMS had effectively managed the outsourcing of road
maintenance in the Sydney region south and west zones. In making this assessment, we
answered the following questions:
Did RMS justify the decision to adopt the SMC model?
Do SMCs include key performance indicators (KPIs) and incentives which promote
efficiency and effectiveness?
Does RMS collect high quality information on contractor performance and take action to
correct performance deficiencies?
Are the expected benefits being achieved?

Conclusion
RMS developed an innovative contracting approach with the SMC. RMS has realised some
benefits in the first year, including savings, from outsourcing road maintenance in the Sydney
region south and west zones using the SMC. However, RMS’ management of the SMC has key
elements missing which reduces its effectiveness.
The SMC includes performance measures and incentives to drive efficiency and effectiveness
improvements over time.
RMS has established a contract management framework which includes most elements of good
practice, including governance and dispute resolution mechanisms. However, it does not have
procedures to guide its contract managers in managing specific provisions of the SMC. Consequently,
RMS has not exercised several significant SMC requirements, such as having the contractor account
for an efficiency dividend in its pricing at the start of each three-year works period. It also has not done
enough to assure itself that the contractor provided performance and financial data are correct. This is
important because the data is used to measure performance and calculate contractor payments.
RMS assessed that it had achieved around 80 per cent of the expected cost benefit in the initial year of
the SMC. However, it has not tracked its achievement of benefits since then.

2
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The Stewardship Maintenance Contract
RMS justified adopting the SMC model and included KPIs to drive efficiency and
effectiveness
The SMC model includes features that RMS had not previously used for road maintenance
contracts. These included adopting stewardship principles and transferring price risk to the
contractor over time as the contractor becomes familiar with the assets being maintained.
The SMC model meets RMS’ requirements for flexibility in pricing models, the need for
collaboration in asset maintenance planning, promoting innovation and effective performance
management.
RMS used many good practices to develop the SMC model, including:
•
preparing a robust business case comparing the SMC model to RMS maintaining the
road network itself, as well as assessing whether two other contracting models
(traditional and alliance) would meet its requirements
•
assessing experiences with similar arrangements in other jurisdictions and identifying
elements that worked to get the best outcomes
•
developing a robust performance framework, which included a mix of efficiency and
effectiveness KPIs that reflected NSW Government policy and RMS priorities
•
incorporating risk and reward incentives delivered through cost sharing arrangements
which change as the contract matures
•
using a contract duration that supports RMS priorities and provides an incentive for
better quality outcomes.
RMS uses data provided by the contractor to measure performance and calculate payments
to the contractor. The SMC includes a specific sanction if RMS finds that the contractor
provided incorrect performance data, but no specific sanction if the contractor provides
incorrect financial data. If RMS finds that the contactor provided incorrect performance or
financial data, RMS can only recover over-payments which may have been made using the
incorrect data.
To provide a stronger incentive for the contractor to ensure data it provides is accurate, RMS
should consider whether to incorporate stronger sanctions when negotiating the commercial
reset due in mid-2018 for south and west zones. RMS should also consider this for the new
contract for the north zone when the current PSMC contract expires in October 2018.

RMS' contract management approach and benefits realisation
RMS can improve the effectiveness of its oversight and management of the SMC
RMS does not have SMC specific contract procedures to guide its contract managers.
Consequently, RMS has not exercised several significant SMC requirements, such as having
the contractors account for an efficiency dividend in their pricing at the start of each three-year
works period. Effective contract management should be supported by contract specific
procedures, with explanations of, and allocation of responsibility for, the various interventions
that RMS may be required to exercise in the SMC.
Performance and financial reporting under the SMC is based on a mix of RMS and contractor
provided data. While there are a range of audits of contractor provided performance and
financial data that RMS can conduct each year under the SMC, it does not have a schedule of
audits it will conduct and when.
During the first year of the SMC, RMS commissioned some limited audits of financial data. In
the first three years of the SMC, RMS did not conduct any audits of performance data. Had
there been SMC specific procedures in place, this would have reduced the risk of RMS not
implementing a systematic audit program to give it reasonable assurance on the quality of the
data that the contractor has provided. This is important because the data is used to measure
performance and calculate contractor payments.
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RMS has been aware of data quality issues since 2015. While RMS advised that it
commenced addressing some data quality issues in response to a series of reviews
conducted in 2015, a recent internal audit report indicates that RMS has not resolved the data
quality issues.
RMS achieved benefits in the first year, but has not tracked benefits since
As part of the business case, RMS agreed to implement a benefits realisation strategy,
including a benefits tracking tool. RMS commenced tracking benefits, but did not establish a
comparative baseline pre-SMC on non-financial benefits, and has not tracked benefits past
year one.
In 2015, a benchmarking study commissioned by RMS found that it had achieved 80 per cent
of the expected recurrent cost savings and other benefits, such as improved workplace safety,
in the first full year of the SMC. However, there was no clear baseline to measure
non-financial performance. The study was qualified due to gaps in available data. The study
also did not reconcile the actual one-off transition costs to the business case estimate.
During the course of the audit, RMS advised that it intends to repeat this type of study to
determine whether it has achieved all expected benefits (and their value), and that it would
use the results to inform its negotiation with the SMC contractors as part of the commercial
reset due in mid-2018.

Recommendations
Roads and Maritime Services should consider whether to incorporate stronger
sanctions in the Stewardship Maintenance Contract if the contractor provides incorrect
performance or financial data to RMS, when:
a)
b)

negotiating the commercial reset for the next works period with the Sydney
region south and west zone contractors due in July 2018
finalising a new SMC contract for the Sydney region north zone, due to
commence in October 2018.

Roads and Maritime Services should, by September 2017:
review its contract management framework for SMCs to ensure that all authorities and
accountabilities of contract managers are clearly defined, including:
a)
b)
c)
d)

e)

accountability and procedures for exercising all operational clauses in the SMC
where RMS may opt to, or be required to intervene, or make a decision
authority to approve or initiate the interventions RMS is required to, or may,
exercise under the SMC
the audits that RMS will conduct to systematically validate the performance and
financial data that the SMC contractors provide
the accountabilities of RMS contract managers to systematically review audits
and quality reviews that the SMC contractors must conduct to demonstrate
compliance with their service plans
the accountabilities of RMS contract managers to check that the monthly and
annual reports provided by SMC contractors do not contain errors, omissions or
inaccuracies.

improve its management of benefits realisation by:
a)

b)
c)

initiating a further benefits realisation review and record the benefits delivered
against those estimated following the tender process, including the one-off
transition costs
identify any benefits, including savings, not yet attained and develop strategies to
address any short-falls
establish a tool to track the ongoing realisation of benefits.

4
NSW Auditor-General's Report to Parliament ∣ Sydney region road maintenance contracts ∣ Executive summary

528

E18_0281 AS-25-001-PR-0001

Introduction
Roads and Maritime Services is responsible for the State Roads
network in the Sydney region
Roads and Maritime Services (RMS) is responsible for the Sydney region State roads
network. This includes over 2,800 kilometres of roads and associated road corridor
infrastructure such as bridges, tunnels and drainage structures. The network is divided into
three geographical areas: south, west and north zones. Prior to November 2013, RMS
maintained roads in the Sydney region south and west zones through its Road and Fleet
Services unit.
In 1995, RMS first outsourced road corridor infrastructure maintenance for the north zone
through a Performance Specified Maintenance Contract (PSMC). The current 10-year PSMC
for the north zone will expire in October 2018. This contract is worth around $35 million per
annum.

NSW Government priorities and road maintenance
Efficient and effective road maintenance contributes to the following NSW Government
priorities:
•
•
•
•
•

improving road travel reliability
ensuring on-time running of public transport
reducing road fatalities
improving government services
keeping our environment clean.

The NSW Commission of Audit recommended outsourcing the
maintenance of State roads
The NSW Commission of Audit in its Final Report on Government Expenditure (May 2012)
recommended contestability as an appropriate strategy to consider for improving road
maintenance service delivery for State roads.
The Commission benchmarked RMS’ road surface quality and cost per lane kilometre against
those of Western Australia, Victoria, and Queensland. This showed that New South Wales
lagged the other states on both these measures.
Exhibit 1: Interjurisdictional comparison of road maintenance outcomes 2009–10
WA

VIC

QLD

NSW

Roads managed (lane kms)

52,659

50,510

71,353

80,348

Estimated spend ($/lane km)

5,000

4,500

6,000

7,000

99

99

94

91

Road quality measure (%)
Source: NSW Commission of Audit Final Report May 2012.

The Commission noted that RMS had conducted two independent reviews to examine the
potential for extending road maintenance contestability. The Commission found that there was
inadequate and inconclusive benchmarking to establish the efficiency of RMS’ Road and Fleet
Services unit when compared to outsourcing. It recommended that RMS bring forward a
proposal to conduct a competitive tender for the road maintenance of the Sydney region south
zone road network to inform the feasibility of a progressive rollout of road maintenance
contestability across other areas of the State. In August 2012, the NSW Government adopted
the Commission’s recommendation.
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The NSW Government introduced road maintenance contestability
through Stewardship Maintenance Contracts
In April 2013, the NSW Government announced that it would introduce road maintenance
contestability across the Sydney region, using a Stewardship Maintenance Contract (SMC)
model to improve value for money. In doing so, it excluded RMS’ Road and Fleet Services
unit from tendering.
The SMC model is based on the following key commercial and performance principles set by
RMS:
•
•
•
•
•
•

performance driven by outcomes
flexible and adaptable
transparent and measurable
linking risk to reward
continuous improvement
criteria for selection of, and transition to, different payment models.

The following key stewardship principles underpin the SMC’s broad set of values, attitudes
and behaviours, which are required of the contractor to effectively manage the assets on
behalf of RMS:
•
•
•
•
•
•

putting RMS’ customers (road users and the general public) first and being responsive
to them
being responsible and accountable for the outcomes resulting from the management of
the assets
managing the assets diligently, efficiently and effectively with limited direction from
RMS
working collaboratively with RMS to deliver services that are tailored to meet RMS’
evolving needs
acting with integrity and transparency in performing the services
performing the services in the best interests of RMS and asset users.

Other key features of the SMC include:
•
•

service requirements which describe the scope of the services, and the standards the
contractor must meet
a commercial framework which defines how payments are structured, how performance
assessment will impact on payments and outlines the key commercial principles. SMCs
primarily divide payments into two main mechanisms, these being the priced
component (or fixed price) and the target cost calculated as follows:
−

fixed price – the contractor is paid a pre-agreed amount for specific services
being provided, regardless of the actual costs incurred

−
•

target cost – RMS and the contractor agree on a target cost for a project, and
any cost overruns or underruns are shared between them
a performance framework which provides mechanisms for assessing contractor
performance. This includes a comprehensive listing of the key result areas (KRAs) and
key performance indicators (KPIs) against which RMS measures the contractor’s
performance. The framework also outlines the scoring methodology that RMS uses to
determine whether the contractor’s bid margin (profit and overheads) is reduced due to
less than satisfactory performance or whether a bonus is paid if a threshold
performance score is exceeded.
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Road maintenance under SMCs for Sydney region south and west
zones commenced in November 2013
In November 2013, RMS awarded SMCs to the Leighton Boral Amey consortium, now named
Ventia Boral Amey (VBA), for the south zone and the DownerMouchel (DM) consortium for
the west zone. The contracts run for seven years with an option for a further three years at
RMS’ discretion. In April 2014, full services commenced following a four-month transition
period. RMS estimated that the annual cost of these contracts was around $240 million in
total. In March 2018, the contract prices are due to be reset by negotiation to reflect the
contractors’ experience with, and better information about, the road networks and routine
maintenance requirements.
Exhibit 2: Road maintenance contracts in the Sydney region

Source: Roads and Maritime Services 2015.

Audit scope and focus:
This audit assessed whether RMS had effectively managed the outsourcing of road
maintenance in the Sydney region south and west zones. In making this assessment, we
answered the following questions:
Audit question

What the audit examined

Did RMS justify the decision to
adopt the SMC model?

We looked at how RMS reached the decision that SMCs were
the most appropriate contracting model for outsourcing road
maintenance in the Sydney region south and west zones. This
included whether the RMS business case supporting the
adoption of the SMC model was consistent with NSW Treasury
guidelines.
We also considered whether the KPIs and incentives in the SMC
reflected NSW Government and RMS priorities.

Do SMCs include performance
indicators (KPIs) and incentives
which promote efficiency and
effectiveness?

We looked at whether the performance indicators and incentives
worked to reduce costs, improve the way road maintenance
services were delivered, and improve road quality.

Does RMS collect high quality
information on contractor
performance and take action to
correct performance deficiencies?

We looked at what assurance RMS had that contractor provided
performance and financial data was accurate. We also looked at
what action RMS took if it finds performance deficiencies.

Are the expected benefits being
achieved?

We sought to determine whether RMS could demonstrate that it
was achieving the benefits outlined in the business case for
adopting the SMC model.

7
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Key findings
1.

The Stewardship Maintenance Contract
RMS developed an innovative contracting approach with the SMC. The SMC model includes features
that RMS had not previously used for road maintenance contracts. These included adopting
stewardship principles and transferring price risk to the contractor over time as the contractor
becomes familiar with the assets being maintained.
The SMC model meets RMS’ requirements for flexibility in pricing models, the need for collaboration
in asset maintenance planning, promoting innovation and effective performance management.
RMS used many good practices to develop the SMC model, including:
•

preparing a robust business case comparing the SMC model to RMS maintaining the road
network itself, as well as assessing whether two other contracting models (traditional and
alliance) would meet its requirements

•

assessing experiences with similar arrangements in other jurisdictions and identifying
elements that worked to get the best outcomes

•

incorporating a robust performance framework, which included a mix of efficiency and
effectiveness KPIs that reflected NSW Government policy and RMS priorities

•

incorporating risk and reward incentives delivered through cost sharing arrangements to
promote efficiency

•

using a contract duration that supports RMS priorities and provides an incentive for better
quality outcomes.

RMS uses data provided by the contractor to measure performance and calculate payments to the
contractor. The SMC includes a specific sanction if RMS finds that the contractor provided incorrect
performance data, but no specific sanction if the contractor provides incorrect financial data. If RMS
finds that the contactor provided incorrect performance or financial data, RMS can only recover overpayments which may have been made using the incorrect data.
To provide a stronger incentive for the contractor to ensure data it provides is accurate, RMS should
consider strengthening the sanctions when negotiating the commercial reset due in mid-2018 for
south and west zones. RMS should also consider this for the new contract for the north zone when
the current PSMC contract expires in October 2018.
Recommendations
1.

RMS should consider whether to incorporate stronger sanctions in the SMC if the contractor
provides incorrect performance or financial data to RMS:
a)

when negotiating the commercial reset for the next works period with the Sydney region
south and west zone contractors due in July 2018

b)

when finalising a new SMC contract for the Sydney region north zone, due to commence in
October 2018.

1.1 The SMC business case
RMS justified the decision to adopt the SMC model
RMS prepared a robust business case to justify the decision to use the SMC model to
outsource road maintenance in Sydney region south and west zones. RMS also used the
business case to secure NSW Government approval to commence the procurement process
and to fund the transition costs of outsourcing. The business case addressed how the SMC
model would deliver benefits such as cost savings and service delivery improvements. The
business case also included estimates of the one-off costs associated with transitioning from
in-house provision of road maintenance services, such as redundancy payments.
8
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Non-financial benefits of the SMC listed in the business case included:
•
•
•
•
•

improved customer service
improved asset performance
quality data to enhance decision making
improved road maintenance delivery
cultivating innovation.

Road maintenance is a program funded through recurrent, rather than capital funding. While
there are no NSW Government guidelines for business cases for these types of programs,
RMS broadly complied with NSW Treasury Guidelines for Capital Business Cases (Policy and
Guidelines Paper TPP 08–5). At the time, NSW Treasury did not require gateway reviews of
business cases for recurrently funded programs.
In selecting the stewardship contract model, RMS considered experiences with similar
arrangements in other jurisdictions, such as New Zealand and the United Kingdom. RMS also
reviewed extensive research on outsourcing road maintenance. The SMC model effectively
meets RMS’ requirements for flexibility in pricing models, the need for collaboration in asset
maintenance planning, promoting innovation and effective performance management.
RMS considered two alternative contracting approaches: alliance contracts (where alliance
partners share all outcomes) and traditional contracts (where risk is allocated to each party).
Neither of these alternatives met all its requirements.

1.2 The SMC includes performance measures and incentives to drive
efficiency and effectiveness with opportunity for improvement
The SMC performance framework primarily drives effectiveness
The SMC includes a performance framework with mechanisms to regularly assess the
contractor’s performance. This framework, based on seven key results areas (KRAs) and 17
key performance indicators (KPIs), is designed to drive contractor performance, with a
contractor’s overall margin (profit and overheads) at risk through a risk and reward
arrangement. Of the 17 KPIs, 16 are effectiveness measures.
The performance framework is based on the following performance measurement principles:
•
•
•
•
•
•

alignment with NSW Government and RMS policies such as road quality
consistent performance measurement across different service providers for different
zones
a risk reward payment mechanism aligned with RMS performance requirements
contractors encouraged to take a stewardship role over the road network and be
involved in defining and delivering good performance
be simple and practical and not require undue effort to manage
flexibility to allow adjustments based on lessons learnt, performance of the contractor
and RMS, and changes to NSW Government policy or RMS strategy.

Each KRA has specific KPIs to score the contractor’s performance. Most of the KPIs have
objective measures. RMS weighted each KRA and KPI to reflect their relative importance to
achieving NSW Government and RMS priorities. While the contractor provides performance
data for over half of the KPIs, RMS supplied or verified data impacts on around half of the
overall performance score due to the weighting set by RMS.
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Exhibit 3: Stewardship Maintenance Contract Key Result Areas and Key Performance
Indicators
KRA
Stewardship

Customer
experience

Network
outcomes
Environment
Asset
outcomes

Program
governance

Max
Score
5

Weight
%

KPI

Measures
>Source of data

1.

Overall performance

--

Subjective / Effectiveness
>Joint

2.

Compliance with Road
Occupancy Licence

--

Objective / Effectiveness
>Contractor

3.

Response to natural
disasters and weather
events

--

Objective / Effectiveness
>Contractor

4.

Response to safety
hazards

--

Objective / Effectiveness
>Contractor

5.

Customer engagement
and consultation

40

Objective / Effectiveness
>Contractor

6.

Customer complaints
made

30

Objective / Effectiveness
>Contractor

7.

Response to customer
complaints

30

Objective / Effectiveness
>Contractor

10

8.

Incident management

100

Objective / Effectiveness
>Contractor

5

9.

Environment management

100

Objective / Effectiveness
>RMS

10. Smooth travel exposure

35

Objective / Effectiveness
>RMS

11. Road surface cracking

20

Objective / Effectiveness
>RMS

12. Road surface rutting

20

Objective / Effectiveness
>RMS

13. Skid resistance

25

Objective / Effectiveness
>RMS

14. Compliance with contract
requirements

40

Objective / Effectiveness
>RMS

15. Relationship

30

Subjective / Effectiveness
>Joint

16. Safety

30

Subjective and objective /

15

40

20

Effectiveness
>Contractor
Efficiency

10

17. Time performance of
projects

100

Objective / Efficiency
>Contractor

Source: Roads and Maritime Services 2013.

The SMC duration is separated into three consecutive works periods of one year, three years
and three years. The KRAs and KPIs are fixed for each works period, but can be amended by
agreement for each new works period. To date, there has been one amendment to make the
efficiency KPI more specific. RMS and the contractors are considering other amendments to
KPIs for the start of the next works period in July 2018. These include increasing the number
of milestones to be measured for the efficiency KPI, and amending the measurement
methodology for the KPIs in the asset outcomes KRA.
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RMS and the contractor agree on the KPI score against each of the KRAs at the end of each
year, resulting in an overall performance score. The SMCs include a performance incentive
regime which puts a proportion of the contractor’s overall margin at risk if the contractor does
not achieve a specified overall performance score. If the overall performance score exceeds
the specified threshold, the contractor can claim bonus payments. To further drive
effectiveness, the SMC includes an increase in the specified threshold score at the end of the
initial works period.
The SMC pricing mechanisms drive efficiency
The SMC includes three pricing mechanisms that drive efficiency: target cost payments;
transferring work to fixed price payment over time; and an efficiency commitment by the
contractor to reduce prices by a defined amount over time.
The first pricing mechanism is target cost. The SMC primarily uses a mix of fixed price and
target cost payment types. The payment type used depends on the price predictability of the
services that the contractor performed, which can change as the contract matures, or may
depend on the type of service.
Under target cost payment, RMS and the contractor negotiate a target cost for a specific
service. If the actual cost exceeds the target cost, RMS pays the contractor the actual cost
incurred (including margin), less 50 per cent of the cost overrun. If the actual cost is less than
the target cost, then the contractor keeps 25 per cent of any underspend, with another
25 per cent of the underspend transferred into a performance incentive pool. RMS keeps the
remaining 50 per cent. RMS can verify the contractor’s actual costs through an 'open book'
arrangement, where the contractor gives RMS access to all its cost data.
The contractor can qualify for additional payments from the incentive pool if its annual overall
performance score under the performance framework exceeds the specified threshold. This
performance incentive payment can reach a maximum of $1.5 million per year. The amount
payable will depend on the total in the incentive pool, and the annual overall performance
score the contractor achieves. Conversely, if the contractor fails to achieve the specified
threshold overall performance score, then RMS can reduce the contractor’s overall margin for
that year by up to 75 per cent. The amount of the reduction will depend on the annual overall
performance score the contractor achieves.
Exhibit 4: Target cost payments - benefits and risks
The target cost payment method includes risk and reward sharing to encourage greater efficiency by a
contractor on delivering services. The contractor’s ability to retain a proportion of any underspend of
the target cost, or needing to meet a portion of overspend, can act as a strong incentive for the
contractor to drive costs out of providing services.
In the SMC, RMS applies this payment method in situations where the scope of services is relatively
well defined, but there are risks which can be best managed by the contractor, and/or there are risks
which would attract a premium if payment was on a fixed price basis.
However, this payment method also brings significant risks to RMS if not managed well. Firstly, it can
be reasonably expected that a contractor will seek to negotiate the highest possible target cost for the
service. This will create the greatest potential for underspending and hence retention of a portion of
that underspend, or provide an inflated buffer with which the contractor can mitigate losses due to
overspending. To avoid this outcome, RMS needs to have adequate numbers of skilled cost
estimators who can negotiate target costs for services from a strong knowledge and experience base.
Otherwise, the potential efficiency benefit could be lost.
Secondly, the target cost payment method is based on reimbursing the contractor for actual costs
incurred (subject to risk/reward additions or subtractions). As a result, any costs the contractor claims
which are not genuinely attributable to the specific service will provide an improper benefit to the
contractor. While the SMC requires the contractor to provide RMS with complete access to all financial
information, RMS must ensure that it verifies the claimed actual costs to avoid being overcharged.
Source: Audit Office research 2017.
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The second pricing mechanism is moving more work to fixed price payment over time. RMS
can transfer certain types of maintenance work from target cost to fixed price, as the SMC
matures and the contractor becomes more familiar with the road network. This has the effect
of transferring additional risk to the contractor, thereby promoting efficiency. For the initial
12-month works period, fixed price was only used for program management and asset
management services, which represented around eight to nine per cent of the contract value.
In the next (three-year) works period, the routine maintenance and pavement rehabilitation
categories of road maintenance transitioned from target cost to fixed price, with the fixed price
amounts negotiated by RMS and the contractor. This resulted in fixed price payments
increasing to between 38 and 44 per cent of contract value. In the final three-year works
period, due to start in July 2018, the service categories of simple minor improvement works
and event management will also transition from target cost to fixed price.
The final pricing mechanism is an efficiency commitment. The SMC required the contractor to
reduce their prices and rates for services by an agreed percentage for each works period. The
first of these commercial resets occurred in mid-2015. Also, RMS can benchmark a
contractor’s performance against similar services being performed in other zones and in other
jurisdictions. Under the SMC, RMS can use the benchmarking when negotiating target costs
and when categories of maintenance work are transferred from target cost to fixed price.
RMS should consider whether to incorporate stronger sanctions if the contractor
provides incorrect data
RMS uses data provided by the contractor to measure performance and calculate payments
to the contractor. The SMC includes a specific sanction if RMS finds that the contractor
provided incorrect performance data, but no specific sanction if the contractor provides
incorrect financial data. If RMS finds that the contactor provided incorrect performance or
financial data, RMS can only recover over-payments which may have been made using the
incorrect data.
In the previous section, we explain how the target cost payment can drive efficiency
improvements. This relies on the quality of financial data the contractor provides to RMS. It is
important that the RMS considers what additional incentives for the contractor to provide
accurate financial data to RMS may be needed, as this can affect both the negotiated target
cost and the actual payment for the work.
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2.

RMS' contract management approach and benefits realisation
RMS has established a contract management framework which includes most elements of good
practice, including governance and dispute resolution mechanisms. However, RMS' management of
the SMC has key elements missing which reduces its effectiveness. RMS realised some benefits in
the first year of the SMC, including savings in service delivery costs. However, RMS has not tracked
its achievement of benefits since then.
RMS does not have SMC specific contract procedures to guide its contract managers. Consequently,
RMS has not exercised several significant SMC requirements, such as having the contractors account
for an efficiency dividend in their pricing at the start of each three-year works period. Effective contract
management should be supported by contract specific procedures, with explanations of, and allocation
of responsibility for, the various interventions that RMS may be required to exercise in the SMC.
Performance and financial reporting under the SMC is based on a mix of RMS and contractor provided
data. While there are a range of audits of the contractor provided performance and financial data that
RMS can conduct each year under the SMC, it does not have a schedule of audits it will conduct and
when. During the first year of the SMC, RMS commissioned some limited audits of financial data. In
the first three years of the SMC, RMS did not conduct any audits of performance data. Had there been
SMC specific procedures in place, this would have reduced the risk of RMS not implementing a
systematic audit program to give it reasonable assurance on the quality of the data that the contractor
has provided. This is important because the data is used to measure performance and calculate
contractor payments. RMS has been aware of data quality issues since 2015. While RMS advised that
it commenced addressing some data quality issues in response to a series of reviews conducted in
2015, a recent internal audit report indicates that RMS has not resolved the data quality issues.
In 2015, a benchmarking study commissioned by RMS found that it had achieved 80 per cent of the
expected recurrent cost savings and other benefits in the first full year of the SMC. However, there
was no clear baseline to measure non-financial performance. During the course of the audit, RMS
advised that it intends to repeat this type of study to determine whether it has achieved all expected
benefits (and their value), and that it would use the results to inform its negotiation with the SMC
contractors as part of the commercial reset due in mid-2018.
Recommendations
RMS should, by September 2017:
2.

3.

review its contract management framework for SMCs to ensure that all authorities and
accountabilities of contract managers are clearly defined, including:
a)

accountability and procedures for exercising all operational clauses in the SMC where RMS
may opt to, or be required to intervene, or make a decision

b)

authority to approve or initiate the interventions RMS is required to, or may, exercise under
the SMC

c)

the audits that RMS will conduct to systematically validate the performance and financial data
that the SMC contractors provide

d)

the accountabilities of RMS contract managers to systematically review audits and quality
reviews that the SMC contractors must conduct to demonstrate compliance with their service
plans

e)

the accountabilities of RMS contract managers to check that the monthly and annual reports
provided by SMC contractors do not contain errors, omissions or inaccuracies.

improve its management of benefits realisation by:
a)

initiating a further benefits realisation review and record the benefits delivered against those
estimated following the tender process, including one-off transition costs

b)

identify any benefits, including savings, not yet attained and develop strategies to address the
shortfalls

c)

establish a tool to track the ongoing realisation of benefits.
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2.1 Contract performance and financial monitoring
Financial and performance reporting is based on a mix of RMS and contractor provided
data
The contractor reports to RMS monthly on its progressive KPI performance, and annually on
its overall performance score which determines the margin payable. To determine the
payments the contractor receives for providing services under the target cost method, RMS
can access data supporting the contractor’s target cost estimates and actual costs incurred.
The SMC requires the contractor to have an integrated contract management system that
includes operational plans, processes and procedures. The contractor must give RMS access
to this system for monitoring and auditing.
The integrated contract management system contains 25 service plans detailing how the
contractor will carry out its service delivery obligations. The service plans must use RMS
standard specifications for general and technical requirements. The contractor warrants that
the service plans comply with RMS requirements and are fit for purpose, and RMS relies on
this warranty.
Transparency is one of the principles in the SMC to embed trust and to ensure that RMS
remains an informed asset owner. All key contractual information, including financial and
performance data, is to be fully transparent and conducted on an 'open book' basis between
RMS and the contractor. This is particularly important as contractor provided data impacts on
around half of the overall performance score which determines margins and performance
incentive payments and on around half of overall contractor payments.
The SMC enables RMS to effectively audit and oversee contractor performance
The SMC gives RMS the authority to audit and oversee the contractor’s performance,
including:
•
•
•

•

monthly meetings with the contractor to discuss performance and to reach agreement
on KPI scores for the month
annual performance reviews with the contractor to discuss performance and to reach
agreement on the overall performance score
access to the contractor’s workplaces, information, records and personnel to review,
conduct surveillance and audit the contractor’s procedures, activities and compliance
with SMC requirements
auditing, inspecting and carrying out surveillance of the contractor’s:
−

performance against KPIs and KRAs

−

compliance with systems, processes and procedures specified in the SMC

−

records and data to verify accuracy of any data, reports and payment claims
provided to RMS.

RMS has not done enough to validate the performance and financial data provided by
the contractors
RMS conducted some limited audits of financial data supporting payments made to the
contractor in the first year of the SMC, but no audits of performance data to date. Several
financial audits reported that contractor provided data did not meet quality standards. Internal
audits of RMS’ contract management practices for the SMC also identified data quality issues.
While RMS commenced addressing some data issues, these have yet to be fully resolved.
This is important because the data is used to measure performance and calculate contractor
payments.
RMS commissioned two internal audits of its SMC contract management practices.
Two key issues identified in the first report (March 2015) were that a contract management
framework was yet to be documented, and that RMS should improve its document
management practices. During the course of the audit, RMS advised us that it had completed
the management actions to address these findings.
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The second report (December 2016) identified the following issues:
•
•
•
•

45 per cent (125 out of 280) of projects were commenced before an agreed target cost
had been recorded
the quality of milestone and financial data in the integrated contract management
system, used to prepare monthly reports, was deficient
there was no clarity regarding what processes had been undertaken by RMS contract
managers to independently verify the accuracy of reported KPI scores
RMS contract and commercial managers did not closely review monthly invoices
submitted by contractors to identify anomalies or overcharging.

RMS advised that it plans to address the issues raised in the December 2016 report by
30 June 2017. The outstanding issues from these financial and internal audits puts in doubt
the reliability of the data used to measure performance and calculate contractor payments in
the first three years of the SMC.
A key finding in the March 2015 report was that RMS did not have a structured process in
place on how it would assess performance data. In response, RMS agreed to document and
implement a structured process for assessing monthly performance data received from the
contractor. However, in line with the findings in the December 2016 internal audit report, we
found no evidence that RMS systematically verifies the accuracy of reported KPI scores.
Our analysis of documentation and interviews with RMS contract management staff reinforced
many of the findings in the December 2016 internal audit report. While RMS advised it used
external reviews to test the validity of progress claims made by the contractor, these reviews
ceased after the 2014–15 financial year. RMS also does not routinely interrogate the data that
the contractor provides on its monthly performance outcomes. RMS specialist areas provided
some level of verification for KPIs dealing with environmental management and customer
engagement.
RMS initiated independent reviews to test the veracity of payment claims made by the
contractors for projects completed in 2014–15 financial year under the target cost payment
mechanism. The reviews sampled claimed reimbursable costs made for 54 south zone
projects costing around $30 million, and 53 west zone projects costing around $40 million.
The west zone review found that nothing had come to the attention of the review to indicate
that, in all material respects, actual costs (in total) were not verified. However, the review did
raise matters that limited its ability to perform and conclude on certain procedures at
transaction detail level, and which raised future risks to project outcomes. These included:
•
•
•

an inability to verify the accuracy and validity of labour charges recorded in the
contractor’s project ledger
lack of transparency of claimed overhead costs
inconsistent application of calculations and formulas by the contractor.

The south zone review concluded that it had not been provided with sufficient information to
determine that, in all material respects, actual costs were successfully verified for the
contractor’s target cost projects. The key issue was the inability of the contractor to provide
evidence of actual costs incurred.
In response, RMS advised that the south zone contractor was implementing a new financial
management system to address the problems identified. RMS has not indicated when the
contractor will complete this implementation.
As both reviews raised issues with the quality of financial data that the contractor provided,
together with the findings of the RMS December 2016 internal audit report, we conclude that
RMS has yet to effectively resolve the data quality issues first identified in 2015.
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2.2 RMS' contract management framework
RMS' management of the SMC has key elements missing which reduces its
effectiveness
Effective contract management requires a contract management framework that addresses
governance arrangements, skills, roles and responsibilities, and policies and procedures. It
should promote accountability for decision making and expenditure of public funds. Our
research identified nine key elements that we first published as a better practice contract
management framework in ‘Managing IT Services contracts’ (February 2012). Details of the
better practice contract management framework are in Appendix 2.
RMS has a contract management framework that includes most elements of the better
practice contract management framework, including:
•
•
•
•
•

appropriate reporting and oversight practices are in place
independent monitoring of contracts to check compliance and identify weaknesses
roles and responsibilities of RMS and the contractor are clear
a whole of agency procurement manual with policies and procedures
established capability to manage the contract.

However, key elements of the better practice contract management framework are missing.
Effective contract management should be supported by contract specific procedures, with
explanations of, and allocation of responsibility for, the various interventions RMS may be
required to exercise in the SMC.
RMS does not have SMC specific procedures to guide its contract managers.
RMS’ accreditation under the Agency Accreditation Scheme for Construction enables it to
carry out most procurement without oversight from the Department of Finance, Services and
Innovation. A key condition of accreditation is that it must have contract administration
procedures in place.
The SMC is relatively new and very complex and RMS does not provide clear guidance to its
contract managers explaining how, when and who can deal with the many mandatory and
optional interventions (over 90 in the general conditions alone) RMS may exercise in
managing the SMC. There are many other potential interventions in the 24 schedules that
make up the SMC. While RMS has implemented a maintenance contract management
framework, its framework does not include SMC specific procedures.
SMC specific contract management procedures may have prevented the following failure by
RMS to exercise significant requirements in the SMC. The SMC includes a provision to
promote efficiency by requiring the contractor to tender specific percentage reductions in its
pricing for services for each of the three-year works period following the initial works period.
This is called the 'efficiency commitment'. The contractor needs to demonstrate to RMS how it
has accounted for the efficiency commitment when pricing its services for the upcoming threeyear works period. This is important because the contractor sets the service pricing at the
beginning of each works period.
However, when pricing services for the first three-year works period, which commenced in
July 2015, RMS did not require either contractor to demonstrate how it had accounted for the
efficiency commitment. Contrary to the intent of the SMC, RMS advised it will conduct this
process at the end of the current works period ending in June 2018. This approach presents a
risk that RMS will not know whether the contractor had reduced its prices in line with its
efficiency commitment. RMS is waiting three years to find out and will then have to recover
any price reductions for that works period.
Having SMC specific procedures in place would also have reduced the risk of RMS not
implementing a systematic audit program to validate the data that the contractor provided to
support performance outcomes and payment claims.
In line with the better practice contract management framework, we also expected that RMS
would have contract specific allocation of responsibilities to exercise key clauses in the SMC.
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RMS provided a copy of its corporate financial delegations, but these were high level and did
not reference the SMC. The consequence is that accountability for initiating audits of the data
that the contractors provide to RMS is unclear and increases the risk that audits will not be
systematically conducted.
There are other areas where RMS should improve its contract management practices. The
SMC contractor must prepare and comply with 25 service plans defining required services.
The plans include contractor initiated quality assurance audits. While this is good practice,
RMS has not systematically reviewed whether either contractor conducted these audits, and
whether they had effectively addressed any issues raised.
The annual report, prepared by the contractor, is a key document which supports RMS’
annual review of individual KPIs and the overall performance scores. The monthly report, also
prepared by the contractor, acts as a record of agreement between the contractor and RMS
on the progressive assessment of KPI scores. We found that some reports contained obvious
inaccuracies or omissions, and RMS had not validated the performance information reported,
despite endorsement by RMS’ contract manager.
RMS has not done enough to validate overall performance scores
Under the performance framework, RMS and the contractor agree on the overall performance
score at the end of each year financial year. The SMC includes a performance incentive
regime which puts up to 75 per cent of the contractor’s overall margin at risk if the contractor
does not achieve a specified overall performance score. If the overall performance score
exceeds the specified threshold, RMS can make bonus payments. To further drive
effectiveness, the threshold score for bonus payments increased at the end of the initial works
period.
For the at-risk margin, RMS pays the full margin if the overall performance score reaches the
threshold of 70 points or more. If the score is below 30, then RMS does not pay 75 per cent of
the margin. Scores between 30 and 70 result in a pro-rata adjustment to the at-risk margin. To
promote performance improvements over time, the threshold score was set at 70 in year one,
and 75 in subsequent years.
In each of the two completed years of the SMC, both contractors achieved overall
performance scores greater than the specified thresholds at which their margins are reduced.
Exhibit 5: Overall performance scores
Year

South zone

West zone

Threshold

2014–15

85.61

87.32

70

2015–16

81.39

88.26

75

Source: Roads and Maritime Services 2017.

Despite the overall performance score results, the contractors have reported, and addressed
performance deficiencies progressively as they occurred. This is in line with the way RMS
incorporated performance incentives in the SMCs. These incentives act to encourage the
contractor to report, and respond quickly to, performance shortcomings, minimising the need
for RMS to intervene.
However, the underlying risk remains that the overall performance score is only as good as
the quality of the data used to calculate the individual KPI scores. With the issues around the
quality of contractor supplied data being unresolved, RMS cannot assure us that a
contractor’s overall performance scores are robust.
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2.3 Benefits realisation
RMS achieved benefits in the first year, but has not tracked benefits since then
A benchmarking study that RMS commissioned for the 2014–15 financial year showed that it
had achieved cost savings for service delivery in the first year, and these were around
80 per cent of cost savings estimated by RMS following the completion of the tender process.
The SMCs had achieved a 5.5 per cent recurrent cost reduction compared to expected net
savings of 6.9 per cent. RMS has not tracked benefits since then.
In calculating the savings for direct cost items, the study acknowledged that there were gaps
in available data which resulted in elements of work either being excluded, or relying on data
sampling.
The study was not able to assess the non-cost benefits outlined in the business case, as RMS
had not establish a comparative baseline pre-SMC. These benefits were:
•
•
•
•
•

improved customer service
improved asset performance
quality data to enhance decision making
improved road maintenance delivery
cultivating innovation.

The study also did not compare the actual one-off transition costs to those outlined in the
business case.
In the business case, RMS proposed to monitor success and assign ownership of the
benefits. This included establishing a benefits tracking tool. To date, RMS has not
implemented the proposed benefits tracking tool.
The benchmarking study also reviewed whether the SMC effectively achieved:
•
innovation and change implementation
•
information availability and accuracy
•
Transport Management Centre satisfaction (RMS client)
•
Journey Management satisfaction (RMS client)
•
KPI performance.
Overall, the study found that the SMC delivered improved performance. However, the
improvements related to either the contract structure (having a comprehensive set of KPIs)
and improvements on performance from the start of the SMC to the time of the study, rather
than being compared to the previous operating model. The only KPI the review was able to
compare to pre-SMC was for safety. This showed marked improvement in the total recordable
injury frequency rate by the two zone contractors in 2014–15, when compared to not only
Sydney region, but also to Hunter and Southern regions on RMS performed road
maintenance in 2012–13.
Exhibit 6: Total Recordable Injury Frequency Rate score comparison
Measure

South
zone

West
zone

Sydney
region

2014–15
TRIFR

19.6

Hunter
region

Southern
region

2012–13
5.11

56.59

45.31

57.25

Source: Roads and Maritime Services 2015.

During the course of the audit, RMS advised that it intends to repeat this type of study to
determine whether it has achieved all expected benefits (and their value), and that it would
use the results to inform its negotiation with the SMC contractors as part of the commercial
reset due in mid-2018.

18
NSW Auditor-General's Report to Parliament ∣ Sydney region road maintenance contracts ∣ Key findings

542

E18_0281 AS-25-001-PR-0001

Appendices
Appendix 1: Response from Roads and Maritime Services
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Appendix 2: Better practice contract management framework
Effective contract management requires an appropriate contract management framework that
addresses governance arrangements, skills, roles and responsibilities, and policies and
procedures. It should promote accountability for decision making and expenditure of public
funds. Our research identified nine key elements that we first published as a better practice
contract management framework in ‘Managing IT Services contracts February’ 2012.
Better practice
element

Comment: What is required and why

Governance

Define oversight, financial and management controls

Agencies’ contract
management
delegations are
clear and
consistent with
general financial
delegations

•

Agencies’ general financial delegations should take precedence over
contract management delegations, such as signing the contract.

•

Contract management delegations should escalate based on the risks,
value and/or duration of the contracts being managed.

•

Contract management delegations should provide clarity and control the
exercise of key decisions such as contract variations and time extensions.

Intent
It is important that contract management delegations are clear and consistent
with general financial delegations. General financial delegations are designed to
ensure that any new financial commitments are approved at appropriate levels.
While general financial delegations give authority to making financial
commitments, contract management delegations give authority to undertaking
administrative tasks, such as signing contracts. These functions should be
segregated.
Long term services contracts, particularly for IT, typically may have an initial
duration, with several options to extend which can be unilaterally exercised by
the agency. This gives the agency flexibility to either remain with the original
supplier if performing well, or return to the marketplace. This arrangement can
save the agency costs associated in bringing on board a different supplier.
However, if the option to extend is to be exercised, a value-for-money
assessment should be completed. A further approval is required under financial
delegation if such an action commits the agency to new expenditure.
Appropriate
reporting and
oversight
practices for
contract
management are
in place

•

Defines who reports what to whom and how often, and must be based on
contract risk, volume, value, and duration of contracts being managed.

•

The reporting must recognise critical changes/exceptions to approved
budget value and duration (traffic lights), such as cumulative variations
above preset thresholds of contract value.

•

Greater skilling, training, and independent expert support available for
members of agency steering committees and others with management
oversight responsibilities for IT services contracts.

•

At least once per year the Audit and Risk Committee should review the
contract register.

Intent
Appropriate reporting and oversight should be in place for contract management,
which includes oversight outside the business unit that ‘owns’ the contract.
Well structured and targeted reporting on contract and supplier performance
ensures appropriate key agency personnel are provided with the necessary
information for decision making. For example, how a supplier is performing in
meeting its service level obligations is a key performance indicator of the health
of a contract, which would be of interest not only to personnel closely associated
with the contract but also to senior management outside the business unit. The
way the contract and supplier are performing would also be of interest to
management, particularly when considering proposals to renew or extend
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Better practice
element

Comment: What is required and why
existing contracts. Financial information such as predicted cash flows, estimated
final cost and approved variations should be reported on regularly.
The SCCB would also have an interest in both supplier and contract
performance where it relates to agency contracts for purchases from State
contracts.

The investment
required to
manage contracts
is assessed and
committed

•

Agencies need to decide how to organise procurement and contract
management functions based on the structure of the organisation, and
whether procurement activities will be centralised or decentralised, or a
combination.

•

Agencies have completed an assessment of capability and how to acquire
and maintain skills and capability to ensure the right people are in place to
carry out contract management activities.

•

Agencies capability assessment addresses the structure of the organisation,
and the volume and risk profile of current and planned contract
management activities. This may be centralised vs decentralised and from
where contract management capability is to be sourced (in-house, external).

•

Agencies have the ability to capture key data on contractor performance and
lessons learnt from previous experience, and respond accordingly in
improving contract management arrangements.

Intent
Agencies must establish the capability required to effectively manage contracts.
This means that agencies review the types, value and number of contracts that
need to be managed and the risk to the agency of poor contract management.
Agencies then assess the resources required to adequately manage their
procurement and contract management activities, which include:
•

performance monitoring and management

•

fulfilling contractual obligations

•

supplier relationship management

•

risk assessment and management.

Industry benchmarks estimate that organisations should invest between three
and seven per cent of the contract value to manage complex contracts where
there are high switching costs or time to switch, and where there is low market
competition for the services provided.
In some agencies this will mean establishing a specialised procurement group.
This group would be responsible for developing, and monitoring compliance with
agency procurement policies and procedures, as well as centrally managing
major contracts and monitoring industry benchmarks. In other agencies the
investment will be in skills and capabilities of selected positions to manage
specific contracts.
Agencies regularly
review their
contract
management
framework for
relevance and that
it is operating as
intended

•

Agencies regularly review the governance framework and policies for
compliance with government and agency procurement policies. This could
be a role for the Audit and Risk Committee.

•

Performance against procurement function strategy and procurement
management plan.

Intent
Agencies should regularly review their contract management framework for
relevance and to ensure that it is operating as intended. Agency structures and
government policies governing procurement change over time and the
framework must be updated in line with these changes to ensure contracts
continue to be appropriately managed and controlled.
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Better practice
element

Comment: What is required and why
IT services contracts can be complex and long-term arrangements.
Circumstances may change over time, such as governance and management
arrangements, and staff changes in the agency. Agencies may be moving from
simple purchase of goods to more complex and long term services contracting
arrangements. They will need to ensure their framework is adequate to respond
to this transition.
This is an appropriate role for Audit and Risk Committees.

There is
independent
internal monitoring
of individual
contracts to check
compliance

•

Ensure independent internal monitoring to ensure that individual contracts
are managed effectively. This should be a role for the internal audit function.

Intent
There should be independent monitoring of contracts to check compliance with
contractual obligations and agencies’ contract management framework in order
to identify weaknesses. This is an appropriate role for agencies’ internal audit
programs.
Through agency Audit and Risk Committees and internal audit programs,
independent monitoring can provide an objective process to ensure contract
management frameworks comply with government, agency and business unit
policies and procedures. They can also provide guidance on the effectiveness of
such frameworks which can result in improvements over time.

Roles and
responsibilities

Define who does what

Roles and
responsibilities
are determined
and assigned

•

Agencies have determined and assigned the various tasks and
responsibilities required for contract management and allocated these to the
appropriate roles: For example, who manages the supplier relationship, who
reports to senior management, what is reported to the Audit and Risk
Committee.

•

Agencies have determined and assigned the various roles required for
contract management. For example, contract owner, contract manager,
contract administrator, etc.

•

Agencies may use resources, such as the ANAO Better Practice Guide or
PACCER Contract Management Self Assessment tool, as a checklist for
identifying contract management tasks.

Intent
Agencies must ensure that contract management roles and responsibilities are
clear. This means understanding the responsibilities and tasks required to
effectively manage contracts, and assigning these responsibilities to the
appropriate positions.
Appropriately skilled people and the right management structure, supported by
comprehensive contract specific guidance material, can strengthen compliance
with agency governance frameworks, and better manage gaps in agency policies
and guidance. Technical expertise alone is not sufficient to provide the capability
required for managing complex services contracts, which typically also require
commercial and contractual skills.
The skills and
experience
required to
manage each
contract are
assessed and
sourced

•

Agencies must match and source the contract management skills and
competencies required to manage each contract based on the assessed
contract risk (see policies and procedures).

Intent
Agencies must assess the skills and experience required to manage each
contract. Each contract should be matched to the level of contract management
skills that is needed to manage it effectively and achieve value for money.
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Better practice
element

Comment: What is required and why
Typical contract management skills
Contract specific skills
•

Specific subject matter/industry knowledge

•

Involvement in similar contracts

•

Knowledge of specific client groups.

General contract management skills
•

Project management

•

Interpersonal and liaison

•

Supplier relationship management

•

Negotiation

•

Business acumen

•

Performance monitoring and analysis

•

Risk management

•

Problem resolution/problem solving

•

Team management/team motivation

•

Secretariat support

•

Visual presentation – graphs and diagrams

•

Budgeting, financial management

•

Legal aspects of contracting and procurement

•

Document management.

Having skilled and competent personnel with defined responsibilities managing
legally and technically complex, long term and high value IT services contracts is
essential to extract optimum performance and value for money.
Policies and
procedures

Define what is done, how it is done and when it is done

There is a whole
of agency
procurement
manual that
includes contract
management
policies and
procedures

•

Developed and promulgated by the owner of procurement policy in
agencies.

•

Complies with NSW Government Procurement policies, the Public Finance
and Audit Act 1983, the NSW Government Procurement Goods and
Services framework, and the agency’s internal policies and procedures
(governance, management, reporting, etc).

•

The manual should cover contract management processes, such as:
-

maintaining a contract register

-

assessing and managing risk

-

keeping appropriate records

-

complying with government procurement policies and the Public
Finance and Audit Act

-

effective and timely performance monitoring

-

effective and timely reporting

-

preparing value for money assessments, including business needs
analyses and market testing, to justify contract renewals, extensions,
exercising options, new contract with same supplier for the same
service, or where ever there is to be direct negotiations

-

dispute management

-

transitional arrangements and starting/ending the contract.
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Better practice
element

Comment: What is required and why
•

Major business units may also need to develop their own procurement
manual that complies with the whole of agency procurement manual.

Intent
Agencies should develop comprehensive procurement guidance material that
includes contract management policies and procedures at the agency and
business unit level. The guidance should set out the rules for managing
contracts, the minimum standards expected of contract managers and how to
achieve value for money.
Issues such as access to complete contract documents and the need to maintain
comprehensive records of actions and approvals need to be covered.
Each contract has
a risk based
contract
management plan

•

A contract management plan should be developed whether buying off state
contracts or where the agency has established its own contracts.

•

A risk based contract management plan will customise its content and level
of detail based on the agency’s risk assessment of the contract, its contract
management capabilities, and its risk management framework.

•

A contract management plan contains information, such as:
-

key information about how a contract will be resourced and managed to
comply with contract management policies and procedures

-

risk assessment and risk management strategy

-

transitional arrangements: starting, ending and extending or renewing
the contract

-

a commentary or guide explaining operational clauses

-

systems and processes to ensure that the agency and the contractor
complies with the terms and conditions during the performance of the
contract

-

roles and responsibilities of both the agency and contractor

-

reporting requirements and oversight arrangements

-

actions to be taken at periodic contract review points, and at decision
points to extend or renew contracts, to assess changing business
needs, service delivery and value for money

-

detail on how to effectively monitor and manage performance against
the contract objectives, service delivery standards and KPIs.

Intent
Each contract should have a contract management plan. This sets out key
information about contract obligations and milestone dates, as well as the
process for managing specific contract clauses. This should assist contract
managers to understand the intent and operation of the contract and ensure that
contract managers are not left to interpret contract clauses. This will support
consistent and correct actions over time, particularly where staff changes occur.
A contract management plan will also incorporate information such as how the
contract will be resourced and managed, assessing and managing risks, roles
and responsibilities of the contracting parties and reporting requirements.
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Appendix 3: About the audit
Audit objective
This audit assessed whether Roads and Maritime Services (RMS) has realised the expected
benefits of outsourcing road maintenance for the Sydney region south and west zones under
Stewardship Maintenance Contracts (SMC). This objective covers:
Effectiveness:
•
•

do SMC KPIs and performance incentives achieve RMS’ and the NSW Government’s
objectives?
have SMC KPI targets been achieved?

Efficiency and economy:
•

has the net cost of road maintenance for Sydney region south and west zones fallen?

Audit criteria
We addressed the audit objective by assessing whether:
RMS justified the decision to adopt the SMC model
SMCs include performance indicators and incentives which promote efficiency and
effectiveness
RMS collects high quality information on contractor performance and takes action to
correct performance deficiencies
expected net benefits are being achieved.

Audit scope and focus
The scope was limited to RMS’ actions regarding the outsourcing of road maintenance
services under the SMC for the Sydney region south and west zones, from October 2012 to
the present.
A key focus of the audit was the extent to which RMS achieved the expected benefits, net of
the costs of implementation. That is, the extent to which road maintenance has improved and
costs have fallen compared to previous road maintenance arrangements through Road and
Fleet Services and RMS targets.

Audit exclusions
The audit did not:
•
•
•

examine the market testing process used by RMS to select the two consortia to provide
road maintenance services under the SMC
examine the internal efficiency of the private sector consortia delivering the services
under the SMCs (this is beyond mandate)
question the merits of NSW Government policy objectives.

Audit approach
Our procedures included:
Interviewing:
•
relevant RMS personnel involved in the development of, and decision to adopt,
the SMC model for Sydney region south and west zones
•
relevant RMS personnel involved in developing and managing the SMC for the
Sydney region south and west zones
•
relevant Sydney region south and west zones contractor personnel involved in
managing the SMC.
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Examining
•
relevant documentation which outlines RMS' justification for adopting the SMC
model for Sydney region south and west zones
•
RMS' rationale used to develop performance indicators and incentives
incorporated in the SMC
•
RMS documentation, including procedures, for managing the SMC contractor's
performance
•
RMS reports on the SMC contractor performance
•
the RMS business case, and related documents (including Cabinet documents)
used to justify the decision to outsource road maintenance and define the costs
and benefits expected.
The audit approach was complemented by quality assurance processes within the Audit
Office to ensure compliance with professional standards.

Audit methodology
Our performance audit methodology is designed to satisfy Australian Audit Standards ASAE
3500 on performance auditing. The Standard requires the audit team to comply with relevant
ethical requirements and plan and perform the audit to obtain reasonable assurance and draw
a conclusion on the audit objective. Our processes have also been designed to comply with
the auditing requirements specified in the Public Finance and Audit Act 1983.

Acknowledgements
We gratefully acknowledge the cooperation and assistance provided by staff from Roads and
Maritime Services, the south and west zone contractors and other people interviewed as part
of the audit.

Audit team
Ed Shestovsky conducted the audit. Giulia Vitetta and Kathrina Lo provided direction and
quality assurance.

Audit cost
Including staff costs, travel and overheads, the estimated cost of the audit is $180,000.
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Performance auditing
What are performance audits?
Performance audits determine whether an agency is carrying out its activities effectively, and doing so
economically and efficiently and in compliance with all relevant laws.
The activities examined by a performance audit may include a government program, all or part of a
government agency or consider particular issues which affect the whole public sector. They cannot
question the merits of government policy objectives.
The Auditor-General’s mandate to undertake performance audits is set out in the Public Finance and
Audit Act 1983.
Why do we conduct performance audits?
Performance audits provide independent assurance to parliament and the public.
Through their recommendations, performance audits seek to improve the efficiency and effectiveness of
government agencies so that the community receives value for money from government services.
Performance audits also focus on assisting accountability processes by holding managers to account for
agency performance.
Performance audits are selected at the discretion of the Auditor-General who seeks input from
parliamentarians, the public, agencies and Audit Office research.
What happens during the phases of a performance audit?
Performance audits have three key phases: planning, fieldwork and report writing. They can take up to
nine months to complete, depending on the audit’s scope.
During the planning phase the audit team develops an understanding of agency activities and defines
the objective and scope of the audit.
The planning phase also identifies the audit criteria. These are standards of performance against which
the agency or program activities are assessed. Criteria may be based on best practice, government
targets, benchmarks or published guidelines.
At the completion of fieldwork the audit team meets with agency management to discuss all significant
matters arising out of the audit. Following this, a draft performance audit report is prepared.
The audit team then meets with agency management to check that facts presented in the draft report are
accurate and that recommendations are practical and appropriate.
A final report is then provided to the CEO for comment. The relevant minister and the Treasurer are also
provided with a copy of the final report. The report tabled in parliament includes a response from the
CEO on the report’s conclusion and recommendations. In multiple agency performance audits there may
be responses from more than one agency or from a nominated coordinating agency.
Do we check to see if recommendations have been implemented?
Following the tabling of the report in parliament, agencies are requested to advise the Audit Office on
action taken, or proposed, against each of the report’s recommendations. It is usual for agency audit
committees to monitor progress with the implementation of recommendations.
In addition, it is the practice of Parliament’s Public Accounts Committee (PAC) to conduct reviews or
hold inquiries into matters raised in performance audit reports. The reviews and inquiries are usually
held 12 months after the report is tabled. These reports are available on the parliamentary website.
Who audits the auditors?
Our performance audits are subject to internal and external quality reviews against relevant Australian
and international standards.
Internal quality control review of each audit ensures compliance with Australian assurance standards.
Periodic review by other Audit Offices tests our activities against best practice.
The PAC is also responsible for overseeing the performance of the Audit Office and conducts a review
of our operations every four years. The review’s report is tabled in parliament and available on its
website.
Who pays for performance audits?
No fee is charged for performance audits. Our performance audit services are funded by the NSW
Parliament.
Further information and copies of reports
For further information, including copies of performance audit reports and a list of audits currently in
progress, please see our website www.audit.nsw.gov.au or contact us on 9275 7100.
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Our vision
Making a difference through audit excellence.

Our mission
To help parliament hold government
accountable for its use of public resources.

Our values
Purpose – we have an impact, are
accountable, and work as a team.
People – we trust and respect others
and have a balanced approach to work.
Professionalism – we are recognised
for our independence and integrity
and the value we deliver.

Professional people with purpose
audit.nsw.gov.au
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Professional people with purpose
Making a difference through audit excellence.
Level 15, 1 Margaret Street
Sydney NSW 2000 Australia
7100
7200
e mail@
office hours 8.30 am–5.00 pm
audit.nsw.gov.au

554

E18-0281-AS-02-083-PR-0001 D10558444

'''11
MEMO
TO:

Paul Hayes

FROM:

Tender Evaluation Committee

SUBJECT:

Tender Evaluation of Contract No. 17.0000302935.1100.
17.0000302935.1100 - Panel for Maintenance of Heavy Vehicle
Enforcement Programs

DATE:

12 October 2017

1. PURPOSE
The purpose of this memo is to report on the tender eval_uation for Contract No.
17.0000302935.1100 - Panel for Maintenance of Heavy Vehicle Enforcement Programs.

2. BACKGROUND
This is a Standing Offer Contract based on non-price criteria. The works in this contract
involves maintenance of Heavy Vehicles Branch assets. These assets include Heavy Vehicle
Safety Stations and on-road HV enforcement sites, Safe-T-Cam Sites, Average Speed Camera
Sites and Over Height Detection Sites. The work was divided into two categories, as follows:
Category A
Civil works
Electrical work
Steel fabrication and installation
Signage installation
Category B
Weigh-in-Motion systems
Portable weighing scales
W eighbridges
Brake testing equipment
The Contract is for an initial period of 3 years, with the option to extend for an additional 2
years.

3. ESTIMATE OF COST
It is anticipated that this panel would serve approximately 6 million dollars' worth of work
over the term of the contract covering multiple Heavy Vehicle enforcement programs.

Level 27, 680 George Street
Sydney NSW 2000
GPO Box 5394
Sydney NSW 2001
Tel : +61 2 9272 5100
Fax: +61 2 9272 5101
www.wsp .com
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4. OPEN TENDERING
The advertisement was posted on the RMS eTender site on 25/9/2017 .

5. PRE-TENDER MEETING
No pre-tender meeting was held.

6. TENDERS RECEIVED AND EXAMINED
The tender closed at 2:30pm on Friday, October 6, 2017. Tenders were opened on the
morning of October 9, 2017 by Alex Dubois of Heavy Vehicles Branch, and Nathan Chehoud
ofWSP.
Thirteen tenders were received. These were checked for conformity with the Request for
Tenders.

7. TENDER EVALUATION COMMITTEE AND
ASSESSMENT CRITERIA
7.1 TENDER EVALUATION COMMITTEE
The tender evaluation committee was formed to examine and evaluate the tenders received
based on the criteria stated below. The committee comprised of the following persons:
Alexandre Dubois (RMS - Heavy Vehicle Project & Support Officer)
Craig Steyn (RMS - Heavy Vehicle Project & Support Officer)
Jai Singh (RMS - Business Systems Analyst)
Nathan Chehoud (WSP - Principal Civil Engineer)

7.2 TENDER ASSESSMENT CRITERIA
Since this was a non-price tender, the criteria and weightings used for the tender assessment
were:

CRITERIA

r

EIGHTING

Demonstrated experience in carrying out the specified work

45 %

Responsiveness in carrying out the specified work

30%

Adaptability and flexibility to meet customers' objectives in carrying the
specified work.

25%

1

1

8. ASSESSMENT OF TENDERS
8.1 GENERAL
The tender assessment has been carried out in accordance with the guidelines in ECM 3.6Assessing Tenders.

8.2 CONFORMITY OF TENDERS
Tenders were examined for conformance by the tender evaluation committee on Monday 9
October 2017 using the Conforming Tender Checklist as shown in Appendix C.
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It was noted that because the nature of their work does not typically involve building,
Tenderers for Category B work could not provide evidence of compliance with the Building
Code. The tender evaluation committee did not consider this non-conformity to be a
disqualifying factor.

8.3 PERFORMANCE AGAINST ASSESSMENT CRITERIA
All thirteen tenderers have the capacity to complete works within the contract period
based on similar works successfully completed for the RMS.
Notwithstanding, the quality of tender responses differed, and this was noted by the
tender evaluation committee.
The tender evaluation committee's scoring of the tenders against the assessment criteria is
tabulated in Appendix B.

9. FUNDING
Funding is available under the current ASC, STC ARP and HV Maintenance budgets.

10. COMPANY AND ABN SEARCH
A Company and ABN search has been undertaken as part of the tender assessment process. A
search of the ASIC site has confumed that the:
1.

Entity name as tendered is correct;

2.

Company is registered;

3.

Company is not under administration.

A search of the business.gov.au ABN register site, has confumed that:
1.

ABN number is correct;

2.

ABN status is active;

3.

Entity name as tendered is correct;

4.

The trading name as tendered is listed on the site;

5.

The trading name as listed is current;

6.

GST status is active.

Copies of the search results are contained in Appendix D.

11. CONFLICT OF INTEREST
We individually declare that there was no actual or potential conflict or incompatibility
between our personal or corporate interests and the impartial fulfilment of our duties in
carrying out this tender assessment.

12. ADHERENCE TO TENDER PROCEDURES
We certify that all aspects of the tender process have been conducted in accordance with
tender assessment procedures and there are no deviations from the procedures.
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13. RECOMMENDATION
It is recommended by the tender evaluation committee that approval be given in accordance
with the RMS Delegation Manual 5220 to include all thirteen tenderers on the Panel for
Maintenance of Heavy Vehicle Enforcement Programs.

Insert signature

Alexandre Dubois

Craig Steyn

Title: HV Maintenance & program
officer

Title: HV Maintenance & program officer

f7/JO/J7

Date

Date

Insert signature

a1

Nathan Chehoud

mg

Title: Business Systems Analyst
Date

{7 /10/ 17

Title: WSP Consultant
Date:

12/fD / 17

Insert signature

Samer Soliman
Title: Manager Heavy Vehicle
Pograms
Date

(7

jio/ /7

Title: Snr Manager Compliance Monitoring

Date
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APPENDIX A

SCHEDULE OF TENDERS RECEIVED
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APPENDIX B

TENDER ANALYSIS
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8.1

CATEGORY A TENDERER SCORES AGAINST ASSESSMENT CRITERIA

Criteria

Weighting LANCOMM CBF Projects Seina Group

Efficient Project Management

Oz corp Civi I P/L EURO Civil & Maintenance

AA Steel Piping P/L CIC Engineering SA Masters

45%
30%

0
0

8
8

8
7.5

8
8.5

7
8

8
8

8
7.5

6.75
0

6.5
0

25%

0

8

7.5

8

8

8

8

0

0

Civil works

y

y

y

Electrical works

y

V
y

y
y
y
y

y

y
y
y

y
y

y

y
y
y

y
y

Steel fabrication & installation

y
y

y

y

Demonstrated experience in carrying out the specified work
Responsiveness in carrying out the specified work
Adaptability and flexibility to meet customers' objectives in carrying the specified
work.

Sign age
Weighted
Demonstrated experience in carrying out the specified work

36

36

36

31.5

36

36

30.375

29.25

24

22.5

25.5

24

24

22.5

0

0

Score

20

18.75

20

20

20

20

0

0

TOTAL

80

77.25

Score
Weighted

Responsiveness in carrying out the speci fied work

Score

Adaptability and flexibility to meet customers' objectives in carrying the specified Weighted
work.

75.5

78.5

.25
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8.2

CATEGORY B TENDERER SCORES AGAINST ASSESSMENT CRITERIA

Criteria

Weighting Novation Engineering P/L

Accuweigh Weigh pack & Electrical P/L

Responsiveness in carrying out th~ specified work

45%
30%

6
0

8.5

Adaptability and flexibility to meet customers' objectives in carrying the specified work .

25%
-

6

8.5

Demonstrated experience in carrying out the specified work

9

l

CIC Engineering j Nepean

7
7

5
0

6

0

t

6
0
0

y
y
y
y

Weigh in Mo~ on
Weighbridg~
PAT and HAEN NI portable scales *Novation is only authorised supplier - not maintainer
MAHA and NEPEAN brake testing

Weighted
Demonstrated experience in carrying out the specified work

27

40.5

0

25.5

Score

15

21.25

TOTAL

42

Score

31.5

22.5

21

0

Weighted
Responsiveness in carrying out the specified work

Score
Weighted

Adaptability and fle xi bility to meet customers' objectives in carrying the specified work .

.

l

27
0

15

0

67.5

27
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APPENDIX C

CONFORMING TENDER CHECKLIST
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Table C.1

Conforming Tender Checklist
Novat1on Engineering P/L

We1ghpack & Electrical P/L Efficient Project Management

EURO Civil & Maintenance AA Steel Piping P/L

Complete the Schedule to the Tender Form (Tender Form Schedule) .
Attach the Tender Form Schedule to the Tender Form.
Sign the Tender Form Schedule in the place provided (or make sure it is signed by
a erson with authority to si non your behalf) .

I

Prepare and sign a hard copy of the Schedule of Compliance with the NSW
Government's Code of Practice for Procurement and Implementation Guidelines

,,;,

(CTS)

~f:

Pre are and make the Statutory Declaration (CTl)
Prepare and sign a hard copy of the Declaration of Compliance with the Building
Code, if a Ii cable (CT4A)
Where Declaration of Compliance with the Building Code is required , prepare and
include the further information outlined in Attachment A to the Declaration of
Compliance
Prepare and sign a Statement as to whether on or after 2 December 2016, the
Tenderer or a Related Entity of the Tenderer submitted a response to an
expression of interest or tender (howsoever described) for Commonwealth
funded Building Work (regardless of whether or not that project was procured by
RMS or whether or not the Tenderer or the Tenderer's Related Entity were
successful)
Prepare and sign Confirmation of Accreditation Status under the Australian
Government WHS Accreditation Scheme, if ap licable (CT4B)
Include advice as to your GST-status if you are not registered for GST or you wish
to enter into a Voluntary Agreement for withholding Pay As You Go Taxation

!r
j,

l

I
,~,~-

f

l
tI

I

I
I,

~

I.

t•

II
I
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RESULTS OF ABN AND ASIC WEBSITES

APPENDIX D

ABN

Name of Tenderer

Status

NOVATION ENGINEERING PTY LTD

50 608 485 409

Active

ACCUCORP PTY LTD

70 060 173 711

Active

LANCOMM PTY LTD

76 096 940 993

Active

CB F PROJECTS PTY LTD

78 159 482 210

Active
Active

SEINA GROUP PTY LTD

--WEIGHPACK & ELECTRICAL PTY LTD

-

-

-

I 72 142 708 745
I

25 614 338 724 , Active

1
---EFFICIENT PROJECT MANAGEMENT AND DELIVERIES PTY LTD
93 161 841
--OZCORP CIVIL PTY LTD
1 37 607 800
EURO CIVIL & MAINTENANCE PTY LTD
26 604 934
A A STEEL PIPING PTY LTD
94 108 082

407

Active

895
698

Active

953

Active

C.I.C. ENGINEERING PTY . LIMITED
S.A. MASTERS ELECTRICAL SERVICES

98 077 463 373

Active

79 261 723 977

Active

NEPEAN TRANSPORT EQUIPMENT PTY LTD

30 061 444 880

Active

Active
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DUBOIS Alexandre
From:

Dan Cleary < Dan.Cleary@
>
Wednesday, 11 October 2017 10:59 AM
DUBOIS Alexandre
Tracking of tender submission by NEPEAN 17.0000302935 .1100

Sent:
To:

Subject:

Fil<

Edrt

0

"'

Danwc1040D

Fa o,rte,

1 col_

•<• Home Page

Hd~

'1. TracPlus Web - Nepean_A.. .

[l HSBC dcleary1040_Dwc%... P

Login to Pronto Xi

= CASA Self Service - Danw...

[] AW Customer Portal X311... -, NAIPS Dcl eary1040 Dwc10...

IC Visa Dwc%1040!

••• Asana is the easiest way f.. ,

»

•

.,..

§J • ~ ~ .,. Page: .., Safety .,.. Tools ,.

24/7 parcel
collection

-

Enter tracking number

48500139550099
You

can enter up to 10 t,acking umbers

separat&d by

a space or comma

Pick up your parcels where
and when 1t surts you with
24/7 Parcel Loc kars

Learn more

>

Related FAQs
• Vi.'hen tracking my item.
what does 'Invalid
tracking ID' mean?

Status

•

Time & date

0

Locat10n

• V-.'here can I find my
tracking number?
• Can I track the delivery

Delivered

3 33am Fri 6 Oct

Delivered

Parram atta NSW

of my parcel or letter?
View more FAQs

Awaiting collection
Awa11tng Collection at

8 33am Fn 6 Oct

Pa rramatta NSW

In transit

) 40arn Fn 6 Oct

Rydalmere NSW

In transit
With Australia P st for delivery
today

13 40am Fn 6 Oct

Rydalmere NS\\'

>

PARRAMATTA CBD POST
OFFICE

In transit

Servi e

Express Post

Questions? Learn more about our tracking service

Get more delivery opt ions wit h MyPost
Learn more

Log in

II

Sign up for f ree

'

https://auspost.com .au/parcels-mail/track.html#/track?id=48500139550099
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Inherent Limitations
The Services provided are advisory in nature and have not been conducted in accordance with the standards issued by the Australian Auditing and
Assurance Standards Board and consequently no opinions or conclusions under these standards are expressed.
Because of the inherent limitations of any internal control structure, it is possible that errors or irregularities may occur and not be detected. The
matters raised in this report are only those which came to our attention during the course of performing our procedures and are not necessarily a
comprehensive statement of all the weaknesses that exist or improvements that might be made.
Our work is performed on a sample basis; we cannot, in practice, examine every activity and procedure, nor can we be a substitute for management’s
responsibility to maintain adequate controls over all levels of operations and their responsibility to prevent and detect irregularities, including fraud.
Any projection of the evaluation of the control procedures to future periods is subject to the risk that the systems may become inadequate because
of changes in conditions, or that the degree of compliance with them may deteriorate.
Recommendations and suggestions for improvement should be assessed by management for their full commercial impact before they are
implemented.
We believe that the statements made in this report are accurate, but no warranty of completeness, accuracy, or reliability is given in relation to the
statements and representations made by, and the information and documentation provided by Roads and Maritime Services personnel. We have not
attempted to verify these sources independently unless otherwise noted within the report.

Limitation of Use
This report is intended solely for the information and internal use of Roads and Maritime Services in accordance with the Terms of Reference dated
17th July 2017, and is not intended to be and should not be used by any other person or entity. No other person or entity is entitled to rely, in any
manner, or for any purpose, on this report. We do not accept or assume responsibility to anyone other than Roads and Maritime Services for our
work, for this report, or for any reliance which may be placed on this report by any party other than Roads and Maritime Services.
Confidential - this document and the information contained in it are confidential and should not be used or disclosed in any way without our prior
consent.
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1. Executive summary
1.1 Introduction
In accordance with the 2016–17 RMS Internal Audit Plan, Deloitte Touche Tohmatsu (Deloitte) has
undertaken an internal audit of the engagement and management of professional service contractors
(PSCs) and labour hire.
For PSCs, the scope of the audit focused on the risks associated with the engagement and management of
external labour resources as de facto employees rather than the procurement of organisations to deliver
contracted works and/or work packages. This report details the results of the internal audit.

1.2 Background
RMS engagement of external resources
PSCs are organisations or individuals engaged to provide specialist skills or capability to deliver a specific
outcome or to enhance the service delivery of a business unit. PSCs are normally engaged for a fixed term
or to deliver a specific output.
Labour hire (also commonly referred to as temp, skill hire or contingent labour) are external resources
engaged to replace or augment the workforce in the core service delivery of the business unit. Labour hire
should only be engaged for a limited period of time against an established position. Under a labour hire
arrangement, RMS does not have a direct employment or contractor relationship with the labour hire
personnel. RMS pays all associated costs directly to the recruitment agency.
Transport cluster agencies are mandated to use the whole-of-government prequalification schemes,
namely the Performance and Management Services Scheme (SCM0005) and ICT Services Scheme
(SCM0020) for PSCs, and the Contingent Workforce Scheme (SCM0007) for labour hire. Outside of wholeof government prequalification schemes, RMS has set up over forty additional panels of PSCs to provide
specialist technical and project related services. These panels are managed by the Engineering Services
Branch to help RMS deliver discrete work packages.
Summary of PSC and labour hire usage for 2016/17
Assuming GL code 510000 in Transport Equip is only used to record PSC purchase orders, RMS spent
approximately $1 billion on 6,309 PSC engagements in 2016/17 (including extensions and variations)1. Of
these engagements, the majority (4,099) of PSCs were engaged through whole-of-government
prequalification schemes (SCM0005 and SCM0020) and/or RMS panel arrangements. Although difficult to
determine, approximately 551 PSC engagements appear to relate to individuals (as opposed to
organisations) that may constitute de facto employment. By Division, these include:

This information was obtained by extracting the unique PSC engagements based on POs and totalling all paid invoices allocated to that PO
(noting that there were 2,918 PSC related POs which did not have associated invoices (e.g. ‘not found on spend report’).
1
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Assuming GL code 505000 in Transport Equip is only used to record labour hire purchase orders, RMS
spent approximately $69 million on 1,672 labour hire engagements in 2016/17 (including extensions and
variations) with the largest spend (37%) incurred by Regional and Freight2.. The vast majority of labour hire
were engaged using the Contingent Workforce Scheme (SCM0007).

1.3 Internal audit objective and scope

The objective of the internal audit was to assess the adequacy and effectiveness of controls in place that
ensure:
a) Appropriate levels of governance and oversight over PSC and labour hire engagement and
management;
b) PSCs that appear to have been engaged as de facto employees have been engaged fairly,
transparently, achieve value for money, and work performed is for the intended purpose; and
c) Labour hire contract establishments and extensions are appropriately authorised and administered
in accordance with the key procurement aspects of the Labour Hire Engagement and Management
Procedure.
The detailed scope and associated risk focus areas are contained in the Internal Audit scope document
agreed with the Executive Director, Business Services on 17 July 2017. The internal audit focused on the
following areas:




Governance and oversight of PSCs and labour hire
Procurement and management of PSCs that appear to have been engaged as de facto employees
(from 1 July 2016)
Procurement and management of labour hire (from 1 July 2016).

The audit did not evaluate:





End-to-end procurement compliance except those items contained in the audit scope;
The establishment, maintenance and usage of RMS panels for PSCs engaged to deliver contracted
works and/or work packages;
The engagement of PSCs by Regional Maintenance; and
The engagement of Pacific Complete as the deliver partner for the Woolgoolga to Ballina project.

This information was obtained by extracting the unique labour hire engagements based on POs and totalling all paid invoices allocated to that PO
(noting that there were 1,731 labour hire related POs which did not have associated invoices (e.g. ‘not found on spend report’).
2
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1.4 Overall assessment
Based on the audit procedures undertaken and evidence gathered, the overall assessment in relation to the
adequacy and effectiveness of controls has been assessed as:
Overall assessment (1)
Satisfactory

Minor
improvement
required

Moderate
improvement
required

Major
improvement
required

Unsatisfactory

(1) Refer Appendix A for details of overall assessment classification.

Context to the findings
In April 2017, the NSW Audit Office released a Performance Audit report regarding procurement and
management of the contingent workforce (labour hire) in the Department of Education, Transport for NSW
(TfNSW) and the Department of Industry. Key findings included:
a) The use of contingent labour neither informs nor is informed by agency level workforce plans
b) Contingent workforce data is not always reliable or accurate
c) Long tenure of contingent workers is an issue in agencies
d) On and off-boarding processes could be strengthened
e) Risk that agencies are being overcharged when engaging contingent labour
f) No system in place to monitor the performance of contingent workers.
It is important to note that both the Departments of Education and Industry had recently implemented
‘Contractor Central’ (a vendor management system and managed service provider) which the report noted
would address many of the identified issues. It is unclear whether TfNSW are currently investigating
Contractor Central as a possible solution.
Overall, many of the findings identified during our internal audit are similar in nature to the above and apply
equally to the management of labour hire and PSCs engaged to provide short term services that may
otherwise be provided by staff. Managing the outsourcing of services through PSCs without appropriate
systems to manage performance exposes RMS to financial and operating risk that procurement policies are
designed to mitigate.
Since fieldwork has been completed, some areas of RMS have undertaken further work regarding PSC and
labour hire usage. In the IT Branch for example, a reform activity is currently in progress which is expected
to result in a significant reduction in PSC usage as roles are filled with permanent/temporary employees
and/or strategic sourcing of IT services. In addition, RMS has also recently engaged Boston Consulting
Group to develop a roadmap for further reducing the usage of PSC and labour hire resources across RMS
(excluding day labour, the IT Branch and PSCs engaged on major capital projects). This roadmap requires
RMS management to ‘self-identify’ existing PSC and labour hire engagements rather than rely upon
existing data which may result in differences in identified PSC and labour hire resource numbers.
The detailed findings and agreed management actions are contained in section 2 of the report. The
summary of findings against each scope item and residual risk ratings assessed by the internal audit are
contained in Appendix B and C respectively.

1.5 Management response
The Business Services Division has agreed with the internal audit findings and will implement agreed
actions as provided in section 2 of the report to address the associated risks.
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2. Detailed findings and agreed management actions
This section details the internal audit findings that require attention (presented in order of scope area and/or
significance) and the action plans that have been agreed with the business to address risk.

2.1 Inability to demonstrate value for money in PSC and labour
hire engagements
Internal audit finding
Background:
Following the abolition of the Business Review Unit (BRU) in 2016/17, RMS has adopted a more
decentralised approach to the engagement and management of PSCs and labour hires. From a
reporting point of view, PSC and labour hire information is extracted from two General Ledger (GL)
codes in Transport Equip: 510000 for PSCs and 505000 for labour hire. These GL codes are
considered to be the source of truth by RMS in relation to current PSC and labour hire volumes/spend
and their usage is mandated in the TfNSW Contractor Definitions Factsheet.
Some business areas have implemented manual processes to establish a separate single source of
truth for PSC and labour hire engagements (outside of the GL codes).
Observation:
Although there are controls in place to ensure the appropriateness of PSC and labour hire engagements
at a transactional level, there is an absence of analysis and oversight on the usage of PSC and labour
hire vendors at an organisational level to ensure value for money is demonstrated (especially for
extensions and variations) and engagements of PSCs satisfies procurement policy requirements. This is
further exacerbated by data integrity issues with both PSC and labour hire GL code usage. Our analysis
of Transport Equip data for the 2016/17 financial year identified:
PSC specific:








There are no indicators in place to identify the engagement and tenure of individuals engaged
under PSC arrangements. Despite this, our analysis of purchase order (PO) descriptions
identified a total of 551 possible PSC engagements that may relate to individuals engaged to
perform functions that may otherwise be performed by staff, of which the vast majority (446)
appear to still be current.
There appears to be some general classification issues between PSCs and labour hires based
on PO short text. For example, 12 unique POs under the labour hire GL code appear to be
PSCs. A further 95 unique POs under the PSC GL code appear to be for labour hire. When the
names of current PSC and labour hire individuals were examined, 39 duplicates were identified
between the two classifications.
In 282 instances, the PSC GL code contained engagements that do not appear to meet the
definition of a PSC e.g. labour hire or may relate to engagement of other goods and services.
In 82 instances, the PSC GL code was not used however, the engagement appears to be meet
the definition of a PSC. These GL codes relate to contractor payments, labour hire etc.
For 34 unique PSC engagements, the PO short text indicated them to possibly be a consultancy
engagement instead.

Labour hire specific:



In 16 instances, the labour hire GL code contained engagements that do not appear to meet the
definition of a labour hire e.g. PSC, consultant, employee from another government agency etc.
In 124 instances, the labour hire GL code was not used however the engagement appears to
meet the definition of a labour hire. These GL codes relate to contractor payments, PSC etc.
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Internal audit finding






In 408 instances, RMS labour hire engagements did not reconcile to NSW Procurement data
obtained from the Department of Finance, Services and Innovation. In addition, 799 labour hire
engagements as per NSW Procurement data did not appear in the RMS labour hire GL code.
The tenure of labour hire is difficult to determine. For example:
o A total of 1,792 instances (comprising 3,369 POs) were identified in 2016/17 GL data
where multiple POs appear to be used relating to the same engagement based on the
PO short text.
o TSS do not currently provide a report identifying accurate labour hire tenure however we
were able to identify at least 2 instances where a labour hire had been engaged by RMS
for over 5 years.
o The classification of some contractors tends to frequently change (e.g. PSC to labour
hire and vice versa) which also impacts the ability of RMS to determine tenure.
Discussions with People and Culture management indicated there was some uncertainty
regarding the accuracy of the established position that the labour hire was currently recorded
against as RMS tends to use existing labour hire resources on other jobs without updating the
original established position in the system.

Root cause




Business rules and responsibilities for reviewing and validating PSC and labour hire
classification and GL code usage have not been formally established.
RMS-wide workforce planning is currently underway. This includes an assessment of the
required numbers of PSC individuals and labour hires for each Division.
There are no specific RMS systems (or modules in Transport Equip) available to specifically
manage the PSC and labour hire engagement process and whether value for money has been
achieved.

Impact to business
Due to data integrity and availability issues identified, there is a risk that RMS is unable to effectively
monitor PSC and labour hire engagements and readily identify non-compliance with established rules
and guidelines (refer Finding 2.3). This could result in financial mismanagement and reputational
damage from:






An inability to demonstrate value for money and transparency in PSC and labour hire
engagements/extensions
Unnecessarily engaging PSC and labour hire resources
Inappropriately extending or re-engaging PSCs and/or labour hire (e.g. under duress)
Avoidable loss of corporate knowledge (e.g. where PSCs/labour hire leave the organisation
without warning), and
Non-compliance with obligations under the WHS Act 2011 regarding inadvertent treatment of
PSCs/labour hire as employees.
Consequence

Likelihood

Risk rating

Moderate

Likely

Medium

Agreed management action

Target date

Responsibility

1. Clear business rules and responsibilities for the
engagement of PSCs and monitoring the
appropriate usage of the PSC GL code will be
established.

30-Jun-2018

Albert Bass (A/Chief
Procurement Officer)
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Agreed management action

Target date

Responsibility

2. The Chief Procurement Officer will establish
appropriate processes to monitor compliance with
procurement policies for engaging PSCs that may
include:
a. Periodically reviewing a sample of PSC
engagements where prequalification panels
have not been used
b. Periodically reviewing a sample of variations
and extension of PSC contracts
c. Periodically reviewing a sample of PSC
engagements to ensure value for money has
been achieved
d. Reporting the results of reviews to
appropriate governance forums
3. Clear business rules and responsibilities for
monitoring the appropriate usage of the labour hire
GL code will be established.
4. A process for monitoring and validating any
changes to established position IDs for labour hire
engagements will be established.

30-Jun-2018

Albert Bass (A/Chief
Procurement Officer)

30-Jun-2018

Trudi Mares (Director,
People and Culture)

30-Jun-2018

Trudi Mares (Director,
People and Culture)

5. Formal consideration of insourcing/outsourcing
strategies will be established for labour, and the
volume and nature of PSC and labour hire
requirements as part of Divisional workforce
planning.

30-Jun-2018

Trudi Mares (Director,
People and Culture)

6. The possibility and feasibility of using a separate
module in Transport Equip to specifically record and
manage performance information for PSC
engagements will be investigated.

31-May-2018

Albert Bass (A/Chief
Procurement Officer)
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2.2 Insufficient documentation/record keeping
Internal audit finding
Background:
Prior to engaging a PSC or a labour hire, RMS Divisions should formally document:
The justification for engaging the PSC or labour hire
The reasons why the selected PSC or labour hire is being engaged outside of a prequalification
scheme or panel (if applicable)
 The completion of conflict of interest checks (and risk mitigation strategies, if applicable)
 The satisfactory completion of employment pre-screening checks (labour hire only).
Once approval for engagement and selection of a PSC or labour hire has been obtained, the relevant
documentation is provided to Transport Shared Services (TSS) for processing in Transport Equip
(standard templates are available). Following completion of the engagement, contractor performance
should be formally assessed by the respective Division (there are compulsory external performance
reporting requirements for individual or aggregate engagements over $150,000).



Observation:
From our sample testing of 15 PSCs and 15 labour hire, we identified the following issues:
PSC Exceptions (these samples related to possible engagements of individuals as PSCs rather than the
procurement of organisations to deliver contracted works and/or work packages):








In 5 instances, documentation could not be provided to evidence that the PSC engagement had
been approved by an authorised delegate.
In 11 instances, documentation could not be provided to evidence that conflicts of interest had
been considered prior to PSC engagement.
In 3 instances, documentation could not be provided to justify the decision to engage a PSC
outside of a prequalification scheme (e.g. SCM0005) or panel.
In 5 instances, an approved contract could not be provided for engagement of the PSC
(accordingly, we were unable to determine if the contractor had been paid at the correct rates in
all instances3).
In 6 instances, it was unclear if the PSC engagement had been extended and appropriately
approved.
In 3 instances, documentation could not be provided to evidence that contractor performance
had been formally assessed even though the engagement was over $150,000.

Labour Hire Exceptions:
In 5 instances, documentation could not be provided to justify the decision to engage the labour
hire.
 In 8 instances, documentation could not be provided to evidence that a pre-employment
screening check had been performed.
Refer Appendix H for details of all sample testing exceptions.


Root cause
 Some documentation could not be located following the abolition of the BRU.
 There are no specific RMS systems (or modules in Transport Equip) available to manage the
PSC and labour hire engagement process.

2 out of 15 instances were also identified where a copy of an invoice could not be located. As a result, we were unable to determine if the PSCs
were being paid the correct rates at the time of internal audit fieldwork.
3
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Root cause
 Ownership of business rules for PSC and labour hire engagement and management have not
been formally re-allocated since the abolition of the BRU.
Impact to business
An inability to locate PSC and labour hire governing documents might suggest poor/inconsistent
practices which could lead to improper engagement of PSCs and labour hire, financial mismanagement
and reputational damage. This also impacts the transparency of the process.
Consequence

Likelihood

Risk rating

Moderate

Likely

Medium

Agreed management action

Target date

Responsibility

1. Clear business rules will be developed in liaison
with TSS (where appropriate) to ensure that the
following supporting records are provided/
maintained as part of PSC and labour hire
engagement/extension requests:
a) The justification for engaging the PSC or labour
hire
b) The reasons why the selected PSC or labour
hire is being engaged outside of a pre-qualified
scheme or panel (if applicable)
c) The completion of conflict of interest checks
(and risk mitigation strategies, if applicable)
d) The satisfactory completion of employment prescreening checks (labour hire only).
This may include development of a standard email
template for RMS to provide to TSS (for record
keeping) for each transaction confirming that the
above processes have been satisfactorily
completed.

31-May-2018

Albert Bass (A/Chief
Procurement Officer)
&
Trudi Mares (Director
People & Culture)
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2.3 Lack of clarity on PSC and labour hire business rules
Internal audit finding
Background:
There are a number of rules in various guidance documents relating to PSC and labour hire
engagement and management outside of the RMS Delegations Manual and the TfNSW Employment
and Industrial Relations Delegations of Authority. This includes (but is not limited to):










RMS Procurement Manual (2017)
TfNSW Contractor Definitions Factsheet (undated)
RMS Labour Hire Engagement and Management Procedure (2016)
RMS PSC Procurement Technical Procedure (2016)
RMS Engaging PSCs and Major Suppliers Fact Sheet (2016)
Department of Finance, Services and Innovation: SCM0005 Agency Guidelines – Full
Prequalified Providers (2017)
TfNSW Guideline for Professional Services Contractor Performance Reporting (2014)
TfNSW Guideline for Construction Contractor Performance Reporting (2014)
Public Service Commission Contingent Workforce Management Guidelines (2014).

Observation:
There is no overarching policy (or policies) within RMS that consolidates the various business rules that
must be adhered to when engaging or managing PSCs and/or labour hire. In addition, the existence
and/or ownership of some previously imposed RMS business rules is unclear (especially where these
related to the former BRU). For example:




An additional approval was previously required by the former BRU for engagement of PSCs
above $150,000 or a major supplier above $50,000 to ensure compliance with Procurement
Board Direction (PBD) 2015-044. It is unclear whether an additional approval for these
engagements is still required or how compliance with PBD 2015-04 is currently enforced within
RMS.
BRU and General Manager Human Resources approval was previously required for
engagement/extension of labour hires for more than 2 years or at a rate greater than 140% of
the equivalent pay grade for the established position. It is unclear whether an additional approval
is still required for these scenarios or how compliance with this rule is monitored. As identified in
Appendix H, preliminary analysis undertaken by People and Culture identified 70 instances
where the labour hire was being paid greater than 140% of the equivalent established rate.

Root cause
Ownership of business rules for PSC and labour hire engagement and management have not been
formally re-allocated since the abolition of the BRU.
Impact to business
Without clear rules in place (and responsibilities for monitoring compliance), there is a risk of noncompliance going undetected, resulting in possible financial mismanagement (e.g. engagement of a
labour hire at an excessive rate) and reputational damage for failure to adhere to business rules,
government directives and reporting requirements.

PBD 2015-04 requires an agency when procuring any service valued over $50,000 (including GST) from a major supplier of consultancy and other
professional services to:

Have the agency head or chief financial officer personally approve the engagement, but only once satisfied that either no similar work has
been purchased by the government since 1 December 2015 or if work has been purchased by the government that a significant discount
has been given

Report information about the engagement and its outcome through the Procurement Board’s Major Supplier's Portal.
4
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Consequence

Likelihood

Risk rating

Minor

Unlikely

Low

Agreed management action

Target date

Responsibility

1. An overarching policy (or policies) will be developed
to guide staff engaging PSC and labour hire. This
may include:
a) Consolidating and clarifying the various
internally and externally imposed rules and
requirements that must be followed by RMS
b) Outlining responsible parties for monitoring
compliance with these rules (especially where
external reporting requirements are imposed).

30-Jun-2018

Albert Bass (A/Chief
Procurement Officer)
&
Trudi Mares (Director
People and Culture)
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3. Appendix A: Overall assessment classification
The overall assessment represents Internal Audit’s evaluation of the processes, functions, or systems
reviewed. This subjective assessment is based upon the audit procedures performed and consideration of
test results. The evaluation is presented using a sliding scale as defined in the following table.
Overall assessment

Description / guide

Satisfactory

Controls evaluated are adequate, appropriate, and effective to ensure
risks are being managed and objectives are met. No internal audit
findings noted.

Minor improvement
required

Generally, controls evaluated are adequate, appropriate, and effective
to ensure risks are being managed and objectives are met. One or
more low/medium risk findings noted, with minor or moderate impact
on the overall system of internal controls.

Moderate improvement
required

Generally, controls evaluated are adequate, appropriate, and effective
to ensure risks are being managed and objectives are met. Multiple
medium risk findings noted, with moderate impact on the overall
system of internal controls.

Major improvement
required

A high risk and/or systemic issues exist in a major scope or risk area.
The controls evaluated are unlikely to manage risks and meet
objectives.

Unsatisfactory

High/very high risk and/or systemic issues exists in two or more major
scope or risk areas. Controls evaluated do not manage risks and
objectives are not met.
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4. Appendix B: Summary of findings
The following table provides a summary of internal audit findings against each internal audit scope item.
Summary of findings

Section
ref.

1. Governance and oversight of PSCs and labour hire
Robust and cohesive governance structures and reporting exists to oversee RMSwide PSC and labour hire spend, usage patterns, and realisation of value
Although some RMS Divisions have implemented manual processes to establish a
source of truth for PSC and labour hire engagement information, there is little to no
central oversight to validate the appropriateness of engagement/extension and
demonstrate value for money.

2.1

Roles and responsibilities for the procurement and management of PSCs and
labour hire are clearly defined and communicated, including delineation between
the support (e.g. procurement, HR) and customer divisions
Roles and responsibilities for the majority of PSC and labour hire processes are clearly
defined in a variety of factsheet and procedural documents. There are unclear roles and
responsibilities for reviewing PSC/labour hire classification, GL code usage and
enforcing some business rules.

2.1, 2.2
and 2.3

Adequacy of policies and procedures, business rules and guidelines to govern
the procurement and management of external resources, and linkage to NSW
Government and Transport cluster directives
There are a number of rules in various guidance documents relating to PSC and labour
hire engagement and management which align to NSW Government and Transport
cluster directives. There is no overarching policy (or policies) within RMS that
consolidates the various business rules that must be adhered to when engaging or
managing PSCs and/or labour hire.

2.3

Rigour of workforce planning and long-term resourcing strategies to address the
sustainability of relatively high PSC and labour hire spend in certain business
areas
RMS-wide workforce planning is not currently established or embedded within each
Division. There is limited visibility on future PSC and labour hire needs (although a
process is currently underway to develop workforce plans).

2.1

2. Procurement and management of PSCs (from 1 July 2016)
The engagement of PSCs is supported by a procurement strategy/business case
(or equivalent), considers value for money (e.g. PSC vs. labour hire vs.
recruitment), and is appropriately approved without duress of time
Sample testing identified some instances where documentation could not be provided to
evidence an appropriate planning process behind the engagement of a PSC (e.g.
demonstration of value for money).

2.2

PSCs are engaged through established RMS panel arrangements or through the
relevant NSW Government prequalification scheme
Sample testing identified some instances where documentation could not be provided to
justify a decision to engage a PSC outside of a prequalified PSC scheme (e.g.
SCM0005) or panel. Our data analysis also identified a significant number of instances
where PSCs were engaged outside of a recognised scheme or panel.

2.2
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Summary of findings
Reasons/rationale for direct negotiations or other departures from competitive
procurement processes or panel conditions are documented in the procurement
strategy/business case (or equivalent) and approved by the Chief Executive
Appropriate reasons/rationale and approvals for direct negotiation or other departures
were in place for the sample of PSC engagements tested.

Section
ref.

-

Evidence that evaluation criteria and PSC selection comprised a consideration of
value for money
Sample testing identified some instances where documentation could not be provided to
evidence planning processes or completion of conflict of interest checks/declarations.

2.2

A valid and current contract exists with engaged PSCs, and any extensions are
appropriately approved without duress of time
Sample testing identified some instances where an approved contract could not be
provided for engagement of the PSC (accordingly, we were unable to determine if the
contractor had been paid at the correct rates in these instances). In addition, some
instances were identified where it was unclear if the PSC engagement had been
extended and appropriately approved.

2.2

Assurance over the accuracy of classification as a PSC in Transport Equip,
assignment of cost as capex or opex, and specific timeframe for the engagement
(start and end date)
Our data analysis identified a number of instances where PSCs had been incorrectly
classified (e.g. labour hires etc.).

2.1

Assurance that payments made to PSCs are for the time spent on the agreed
services at the contracted rate
Although PSC payments sample tested reconciled to the agreed upon rates and
services, some contracts could not be located so we were unable to determine if the
appropriate contractual rates had been used in these instances (noting that an RMS
delegate is required to approve invoice payments prior to processing by TSS).

2.2

Assurance that PSCs are not used as defacto employees to perform core work
There is uncertainty on the number of PSCs engaged by RMS (and their tenure) based
on our data analysis. Accordingly, there is little to no assurance in place that PSCs are
not used as defacto employees.

2.1

PSC performance is evaluated and appropriately recorded
Sample testing identified some instances where documentation could not be provided to
evidence that contractor performance had been formally assessed even though value of
the engagement required this.

2.2

3. Procurement and management of labour hire (from 1 July 2016)
Labour hire engagements are supported by a procurement strategy/business
case/HR approval form (or equivalent), and are appropriately approved without
duress of time
Sample testing identified some instances where documentation could not be provided to
evidence an appropriate planning process (e.g. justification for engaging the labour
hire).

2.2
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Summary of findings

Section
ref.

Labour hire are sourced from prequalified vendors under the Contingent
Workforce Scheme, with any exemptions being appropriately approved
Our data analysis also identified some instances where labour hire were engaged
outside of a recognised scheme or panel.

2.1

Evidence that appropriate qualification checks, criminal record checking and
other employment screening activities have been conducted including
declarations of pecuniary and other conflicts of interest
Sample testing identified some instances where documentation could not be provided to
evidence completion of pre-employment screening checks.

2.2

A valid and current contract and/or engagement form exists with engaged labour
hire within the allowable pay rate
Contracts and/or engagement forms could be located for all labour hire engagements
sample tested.

-

Assurance over the accuracy of classification as a labour hire in Transport Equip,
assignment of cost as capex or opex, and specific timeframe for the engagement
(start and end date)
Our data analysis identified some instances where labour hire had been incorrectly
classified (e.g. labour hires etc.).

2.1

Assurance that payments made to labour hire are for the time spent on the
assigned work at the contracted rate
Although sample testing indicated that labour hires were being paid in accordance with
contract rates, preliminary analysis undertaken by People and Culture identified 70
instances where labour hire was being paid greater than 140% of the equivalent
established rate.

2.3

Assurance that engagement period including extensions adheres to the
prescribed maximum two-year period. Any extensions beyond the maximum
period are appropriately justified and approved without duress of time
BRU and General Manager Human Resources approval was previously required for
engagement/extension of labour hires for more than 2 years or at a rate greater than
140% of the equivalent pay grade for the established position. It is unclear whether an
additional approval is still required for these scenarios or how compliance with this rule
is monitored.

2.1 and
2.3
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5. Appendix C: Key risks examined

2. Procurement and management of PSCs (from 1 July
2016)

1. Governance and oversight of PSCs and labour
hire

Scope
area

Key risks examined

Control
effectiveness (1)

Risk
rating (2)

Section
ref.

(a) Robust and cohesive governance structures
and reporting exists to oversee RMS-wide
PSC and labour hire spend, usage patterns,
and realisation of value;

Largely
ineffective

Medium

2.1

(b) Roles and responsibilities for the
procurement and management of PSCs and
labour hire are clearly defined and
communicated, including delineation
between the support (e.g. procurement, HR)
and customer divisions;

Partially
effective

Medium

2.1, 2.2
and 2.3

(c) Adequacy of policies and procedures,
business rules and guidelines to govern the
procurement and management of external
resources, and linkage to NSW Government
and Transport cluster directives; and

Substantially
effective

Low

2.3

(d) Rigour of workforce planning and long-term
resourcing strategies to address the
sustainability of relatively high PSC and
labour hire spend in certain business areas.

Largely
ineffective

Medium

2.1

(a) The engagement of PSCs is supported by a
procurement strategy/business case (or
equivalent), considers value for money (e.g.
PSC vs. labour hire vs. recruitment), and is
appropriately approved without duress of
time;

Substantially
effective

Medium

2.2

(b) PSCs are engaged through established
RMS panel arrangements or through the
relevant NSW Government prequalification
scheme;

Substantially
effective

Medium

2.1

(c) Reasons/rationale for direct negotiations or
other departures from competitive
procurement processes or panel conditions
are documented in the procurement
strategy/business case (or equivalent) and
approved by the Chief Executive;

Highly
effective

Low

-

(d) Evidence that evaluation criteria and PSC
selection comprised a consideration of value
for money;

Substantially
effective

Medium

2.2

(e) A valid and current contract exists with
engaged PSCs, and any extensions are
appropriately approved without duress of
time;

Substantially
effective

Medium

2.2
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3. Procurement and management of labour hire (from 1 July 2016)

2. Procurement and
management of PSCs (from 1
July 2016)

Scope
area

Key risks examined

Control
effectiveness (1)

Risk
rating (2)

Section
ref.

(f) Assurance over the accuracy of
classification as a PSC in Transport Equip,
assignment of cost as capex or opex, and
specific timeframe for the engagement (start
and end date);

Partially
effective

Medium

2.1

(g) Assurance that payments made to PSCs are
for the time spent on the agreed services at
the contracted rate;

Substantially
effective

Low

2.2

Partially
effective

Medium

2.1

(i) PSC performance is evaluated and
appropriately recorded.

Substantially
effective

Low

2.2

(a) Labour hire engagements are supported by
a procurement strategy/business case/HR
approval form (or equivalent), and are
appropriately approved without duress of
time;

Substantially
effective

Medium

2.2

(b) Labour hire are sourced from prequalified
vendors under the Contingent Workforce
Scheme, with any exemptions being
appropriately approved;

Substantially
effective

Low

2.1

(c) Evidence that appropriate qualification
checks, criminal record checking and other
employment screening activities have been
conducted including declarations of
pecuniary and other conflicts of interest;

Substantially
effective

Medium

2.2

(d) A valid and current contract and/or
engagement form exists with engaged
labour hire within the allowable pay rate;

Highly
effective

Low

-

(e) Assurance over the accuracy of
classification as a labour hire in Transport
Equip, assignment of cost as capex or opex,
and specific timeframe for the engagement
(start and end date);

Partially
effective

Medium

2.1

Substantially
effective

Low

2.3

Partially
effective

Medium

2.1 and
2.3

(h) Assurance that PSCs are not used as
defacto employees to perform core work;
and

(f) Assurance that payments made to labour
hire are for the time spent on the assigned
work at the contracted rate; and
(g) Assurance that engagement period
including extensions adheres to the
prescribed maximum two-year period. Any
extensions beyond the maximum period are
appropriately justified and approved without
duress of time.

(1) Refer Appendix D for details of control effectiveness classification.
(2) Refer Appendix E for risk rating classification and methodology used to assess the level of risk associated with the audit findings if agreed
actions are not implemented as intended.
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6. Appendix D: Control effectiveness classification
Assessments of control effectiveness are provided in Appendix C of this report. The control effectiveness
assessment is based on the actual level of control that is currently present and effective, compared with
what is reasonably achievable and expected.
The guide for estimating the qualitative rating for control effectiveness is tabled below and is based on AS
HB 158:2010 ‘Delivering assurance based on ISO 31000:2009 Risk Management’.
Control effectiveness

Description / guide

Highly effective

Controls are well designed for the risk, address the root causes and is
effective and reliable. Management should continue to review and
monitor existing controls to ensure they remain adequate and
effective.

Substantially effective

Most controls are designed correctly and are in place and effective.
Some more work to be done to improve operating effectiveness
and/or reliability.

Partially effective

While the design of controls may be largely correct in that they treat
most of the root causes of the risk, they are not currently very
effective. Alternatively, some of the controls do not seem correctly
designed in that they do not treat root causes, those that are correctly
designed are operating effectively.

Largely ineffective

Significant control gaps. Either controls do not treat root causes or
they do not operate at all effectively.

Totally ineffective

Virtually no credible control. The auditor has no assurance that any
degree of control is being achieved due to poor control design and/or
very limited operational effectiveness.
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7. Appendix E: Classification of audit findings
The risk rating for audit findings raised in this report is described in the following table.

VH

H

M

L

Risk level

Definition

Indicative action required

Very high

Issue represents a control
breakdown which could have or is
having a severe or catastrophic
effect on RMS’ ability to achieve its
core objectives

High

Issue represents a control
weakness which could have or is
having a serious or major adverse
effect on RMS’ ability to achieve its
core objectives

The agreed management action plan is to be
implemented within one month from the date of
this report. In the interim period, appropriate
mitigating controls must be implemented. These
will be documented in the audit report prior to
issuance.

Medium

Low

Audit and Assurance Branch may follow-up on
the agreed actions within one month after
issuance of the final report, which will include
substantive testing.

Issue represents a control
weakness which could have or is
having a moderate or major
adverse effect on RMS’ ability to
achieve its core objectives

The agreed management action plan is to be
implemented within 3 months from the date of
this report. In the interim period, appropriate
mitigating controls should be considered and
implemented where required.

Issue represents a minor control
weakness with minimal but
reportable impact on RMS’ ability to
achieve its core objectives

The agreed management action plan is to be
implemented within a reasonable timeframe.

The risk rating above is consistent with the RMS Risk Management Framework which is used for reviewing
and ranking of risks across all areas of the business.

Likelihood

Consequence
Insignificant

Minor

Moderate

Major

Severe

Catastrophic

C6

C5

C4

C3

C2

C1

Almost certain

L1

Medium

High

High

Very high

Very high

Very high

Very likely

L2

Medium

Medium

High

High

Very high

Very high

Likely

L3

Low

Medium

Medium

High

High

Very high

Unlikely

L4

Low

Low

Medium

Medium

High

High

Very unlikely

L5

Low

Low

Low

Medium

Medium

High

Low

Low

Low

Low

Medium

Medium

Almost

L6

unprecedented

23 | Internal audit report – Engagement and Management of PSCs and Labour Hire

591

E180281AS-25-001PR-0001 D10529095

8. Appendix F: Stakeholders consulted
Name

Title

Sarah Collins

Former Chief Procurement Officer

Albert Bass

Acting Chief Procurement Officer

Rob Putter

Chief Information Officer

Trudi Mares

Director, People and Culture

Sarah Jordan

Senior Manager, Workforce Planning

Donna Willis

Senior Procurement Specialist

Devaki Parthasarathy

Procurement Analyst

Jason Gordon

Director, Technical Operations and Support

Alison Mendham

Manager, Technical Contracts Strategy

Steven Mitchelhill

Engineering Services Manager Northern

Sana Farhat

A/Compliance Coordinator (TSS)

Morgan Woods

Procurement Performance and Controls Analyst (TSS)

Rebecca Nikqi

Lead HR Business Partner – Finance & Investment

Naly Saad

HR Business Partner

Zoe Suciu

Director Commercial (IT)

Patrick Carr

Finance Manager Financial Policy

9. Appendix G: Internal audit timeline
Milestone

Date

Project sponsor acceptance of internal audit scope document

17 July 2017

Commencement of fieldwork

24 July 2017

Completion of fieldwork

29 November 2017

Exit meeting

19 December 2017

Initial draft report issued to Audit and Assurance for quality review

21 December 2017

Initial draft report issued to management for review and agreement

22 December 2017

Final report cleared with project sponsor

23 February 2018
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10.Appendix H: Sample testing exceptions
Labour hire:
#

Last name

Position
No.

PO Number

Last PO amount
(GST excl.)

Comments


1

Pedri

50016144

2

Norton

50012475

4000026859

$30,824.40

3

Lupish

51006083

4000036057

$81,653.40

4

Birch

50009004

4000018959

$56,481.60

4000036459

$176,833.41








5

Simmonds

50008595

4000035779

$28,711.20




6

Hosie

50011613

4000039927

$72,635.00

7

Golding

51005302

4000025025

$82,624.09

8

Gorrie

50008939

4000019066

9

Killiby

-

RM10394989

$174,600.00

10

Ganderton

51005547

4000029036
RM10395297

$437,768.75

$190,235.74







Documentation could not be provided to justify the decision to
engage the labour hire
Documentation could not be provided to evidence that a preemployment screening check had been performed.
Documentation could not be provided to justify the decision to
engage the labour hire
Documentation could not be provided to evidence that a preemployment screening check had been performed.
Documentation could not be provided to justify the decision to
engage the labour hire.
Documentation could not be provided to justify the decision to
engage the labour hire.
Documentation could not be provided to justify the decision to
engage the labour hire
Documentation could not be provided to evidence that a preemployment screening check had been performed.
Documentation could not be provided to justify the decision to
engage the labour hire
Documentation could not be provided to evidence that a preemployment screening check had been performed.
Documentation could not be provided to evidence that a preemployment screening check had been performed.
Documentation could not be provided to evidence that a preemployment screening check had been performed.
Documentation could not be provided to evidence that a preemployment screening check had been performed.
Documentation could not be provided to evidence that a preemployment screening check had been performed.

PSC:
#

PO short text

PO Number

PO Date

PO amount
(GST excl.)

Comments



1

PSC - Terry
Hickey

RM10398836

29/06/2016

$324,378.63





2

Vicki Davidson Consultant on
RAC Board

RM10398677

29/06/2016

$31,680.00




3

Ismet Huseyin

4000018602

28/09/2016

$68,000.00



Documentation could not be provided to evidence that the
PSC engagement had been approved by an authorised
delegate
Documentation could not be provided to evidence that
conflicts of interest had been considered prior to PSC
engagement
An approved contract could not be provided for engagement
of the PSC, as a result we were unable to determine if the
contractor had been paid at the correct rates
It was unclear if the PSC engagement had been extended
and appropriately approved
Documentation could not be provided to evidence that
contractor performance had been formally assessed even
though the engagement was over $150,000.
An approved contract could not be provided for engagement
of the PSC.
Documentation could not be provided to evidence that the
PSC engagement had been approved by an authorised
delegate
Documentation could not be provided to evidence that
conflicts of interest had been considered prior to PSC
engagement
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#

PO short text

PO Number

PO Date

PO amount
(GST excl.)

Comments




4

12.2611.10320070 Variations
02 & 03


4200002149

19/08/2016

$446,185.45




5

Easing Sydney's
Congestion D.Burrows


RM10394022

29/06/2016

$402,800.00




6

Service
ItemRMS
operating model
review


4000018193

23/09/2016

$337,000.00






7

Sourcingandcolla
tionofRMSMariti
meAsset


4200003761

4/10/2016

$18,240




8

Proj Man Supp M Bourke-

4200002209

22/08/2016

$136,000.00

9

Will van der
Merwe

4000017699

19/09/2016

$75,000.00






10

Ian Smith Variation

4000023188

24/11/2016

$380,400.00

11

Ian Reid
Extension

4000021047

27/10/2016

$330,624.00

12

FELSTEAD
Fiona -Ext
1/4/17~31/12/17.

4000012341

13/07/2016

$212,800.00

13

TIM SULLIVAN

4000024626

14/12/2016

$135,000.00









An approved contract could not be provided for engagement
of the PSC, as a result we were unable to determine if the
contractor had been paid at the correct rates
It was unclear if the PSC engagement had been extended
and appropriately approved.
Documentation could not be provided to evidence that the
PSC engagement had been approved by an authorised
delegate
Documentation could not be provided to evidence that
conflicts of interest had been considered prior to PSC
engagement
An approved contract could not be provided for engagement
of the PSC, as a result we were unable to determine if the
contractor had been paid at the correct rates
It was unclear if the PSC engagement had been extended
and appropriately approved.
Documentation could not be provided to evidence that the
PSC engagement had been approved by an authorised
delegate
It was unclear if the PSC engagement had been extended
and appropriately approved.
Documentation could not be provided to evidence that the
PSC engagement had been approved by an authorised
delegate
Documentation could not be provided to evidence that
conflicts of interest had been considered prior to PSC
engagement
It was unclear if the PSC engagement had been extended
and appropriately approved
Documentation could not be provided to evidence that
contractor performance had been formally assessed even
though the engagement was over $150,000.
Documentation could not be provided to evidence that
conflicts of interest had been considered prior to PSC
engagement
Documentation could not be provided to justify the decision
to engage a PSC outside of a prequalified PSC scheme (e.g.
SCM0005) or panel
An approved contract could not be provided for engagement
of the PSC, as a result we were unable to determine if the
contractor had been paid at the correct rates
It was unclear if the PSC engagement had been extended
and appropriately approved.
Documentation could not be provided to evidence that
conflicts of interest had been considered prior to PSC
engagement.
Documentation could not be provided to evidence that
conflicts of interest had been considered prior to PSC
engagement.
Documentation could not be provided to evidence that
conflicts of interest had been considered prior to PSC
engagement
Documentation could not be provided to evidence that
contractor performance had been formally assessed even
though the engagement was over $150,000.
Documentation could not be provided to evidence that
conflicts of interest had been considered prior to PSC
engagement.
Documentation could not be provided to evidence that
conflicts of interest had been considered prior to PSC
engagement.
Documentation could not be provided to justify the decision
to engage a PSC outside of a prequalified PSC scheme (e.g.
SCM0005) or panel.
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Financial8Budget8Management8- Lean8Review
1. Executive summary
1.1 Scope and Objective

1.3 Context

As part of the 2016–17 Roads and Maritime Services (RMS) Internal Audit Plan, approved by
the Chief Executive, KPMG has undertaken a Lean review of financial budget management.
This report details the results of the review.
The objective of this engagement was to assess the key processes and controls in relation to
internal financial budgeting and monitoring. A Lean workshop was held to document the endto-end process and controls, identify and agree the requirements of the customers of the
process and generate ideas to improve the way the internal financial budgeting and
monitoring process operates. The workshop focused on capital expenditure processes and
controls and was held with team members from the Finance and Investment Division (a full
listing of attendees is included in Appendix 5).
Lean is a systematic proven approach to improve efficiency and productivity by providing an
alternative lens through which to see a business problem – “through focusing upon delivering
customer value.” Further detail on Lean is included in Appendix 4.

1.2 Background
The Finance and Investment Division leads whole of portfolio funding prioritisation, having
regard to all capital and operating funding across assets. The division plays a key role in
ensuring effective budget allocation, reporting and analysis to manage financial risk and
provide sound financial stewardship. Effective engagement with the business is pivotal to
ensuring a rigorous budget management framework is established and maintained.

The objective of the Lean workshop was to walkthrough current ways of working, map
the process, identify key customers to the process and identify potential opportunities for
improvement.
Customer requirements
To assist management in identifying opportunities to further enhance the efficiency of the
financial budget management process, management were asked to identify their
customers and respective requirements:

Customers
1

Treasury

2

Minister’s Office

3

Transport for NSW
(TfNSW)

4

Federal Government

5

Gateway
coordination agencies

6

RMS divisions

The key functions of Finance and Investment are depicted in the diagram below:
Finance8Business8
Partners

• Support8to8RMS8
divisions8on8financial8
budget8management

Group8Finance

• External8reporting
• Financial8systems8
management
• Financial8project8
management

Financial8Planning8and8
Analysis

• Financial8strategies8
and8evaluation
• Performance8
reporting8and8
budgeting8activities

Investment
• Investment8
prioritisation8and8
planning
• Investment8
management
• Asset8maintenance8
planning
• Portfolio8
management

Finance and Investment are responsible for coordination of the end to end budget process
and reporting to Treasury and TfNSW on the budget position, with support from the customer
divisions and Finance business partners.

Requirements
Universal
requirements across
all customers:
— Accurate8view8on8
under8/8over8spend8
against8budgets
— Visibility8of8
opportunity8cost
— Greater8
transparency8over8
budget8amounts,8
contingency8and8
forecasts
— Delivery8of8
initiatives8as8per8
agreed8scope,8on8
time8and8within8
budget

1
— Timely,8visible8and8
accurate8view8on8
RMS8spend88

3

6
— Access8to8budgets8
on8time8to8allow8
accurate8planning8

1.4 Overall result
The Finance and Investment Division has recognised the need to streamline the end to
end financial budget management process in line with the implementation of Transport
Equip in 2016 to improve financial reporting to TfNSW and NSW Treasury.
While the move to Equip has provided an increased ability to capture costs and improve
data integrity, localised practices are still being followed by the divisions and project
teams. This has resulted in significant manual reconciliations and time investment by
Central Finance to ensure data accuracy when reporting to RMS’ customers.
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1. Executive summary (cont.)
The recent organisation changes and bringing together of the Finance and Investment
teams provides further opportunity to streamline and enhance the end to end financial
budget management process.

As part of the workshop process an analysis was undertaken over the nature of controls
used within the financial budget management process. A snapshot is provided below (Refer
Appendix 3):

Nature of Controls

A number of improvement initiatives have already been established to address the control
environment and improve the level of accountability and overall governance of the
financial budget management process to promote a ‘cost control’ culture.
During the workshop, process owners identified a total of 15 good ideas including 7
Strategic and 8 Tactical (low effort/ high value) ideas as detailed on the following page.

0

Divisions inadvertently amending budget figures within Equip, impacting the central
view over budget positions; and

•

Inconsistent practices being adopted for setting, using and reporting contingency and
budget forecasts, impacting Central Finance’s ability to accurately report on project
cost and budget use.

Improving Equip system controls to prevent unnecessary amendments throughout the
year and to increase the level of transparency over budget changes for reporting
purposes;

•

Enhancing the awareness and understanding of reporting and declaration requirements
for contingency management to improve the level of control and consistency;

•

Identifying opportunities to streamline existing processes to limit the level of manual
manipulation and improve overall data integrity and reporting accuracy.

6

9

12

15

In8this8case,8there8are8significantly8more8manual8controls8mainly8due8to8the8ineffective8use8
of8Equip8and8a8reliance8on8localised,8manual8practices8within8RMS8divisions8and8projects.
By8enhancing8the8level8of8accountability8and8focus8from8divisions8in8utilising8Equip8as8a8tool8
to8support8cost8control,8efficiency8and8automation8will8be8improved8across8the8end8to8end8
process.

The financial budget management process was also mapped to identify opportunities for
improvement (as highlighted below). The details are included in Appendix 1.

To support this, opportunity exists for Finance and Investment to improve the other
divisions understanding of their role and accountability in driving consistency in the
financial budget management process, including:
•

3

The8balance8of8automated8and8manual8controls8is8important8as8manual8controls8are8prone8
to8human8error8and8tend8to8require8a8larger8time8investment.8Automated8controls8are8
generally8more8reliant8and8important8for8process8efficiency.8The8balance8is8ideally8more8
automated8controls8and8less8manual8controls.

A number of the matters identified stem from the lack of formally established and
communicated expectations and minimum requirements in relation to contingency
management, budget revisions, forecasting and divisional responsibilities, which has
resulted in:
•

Manual

Automated

Financial Budget Management

Value assessment

[PERCEN
TAGE]
Value
Add
[PERCEN
TAGE]
Enabling
[PERCEN
TAGE]
Opportu
nity

Management8also8considered8each8identified8process8
step8against8the8following8criteria:
•

•
•

Would8the8customer8pay8for8that8step8to8be8
performed8or8is8it8required8for8
regulatory/compliance8reasons8(an8‘enabling’8
step)?
Does8the8step8add value to8the8service8in8any8
way?8
Is8the8step8right8the8first8time8or8is8it8rework8(i.e.8
is8there8opportunity to8enhance8this8step)?

Activity Key

Value Add
Enabling
Opportunity
The8chart8to8the8left8depicts8the8percentage8of8Value8
Add8activities8compared8to8Enabling8and8
Opportunity,8based8on8the8count8of8key8process8
steps.8
More8than8708percent8of8the8activities8are8
considered8‘opportunity’,8which8should8be8explored8
for8improvement8or8elimination8within8the8process.8
Less8than8a8quarter8of8activities8are8considered8to8
add8value8to8the8customer.8Approximately8118
percent8of8process8steps8are8considered8‘non-value8
add8but8necessary’8to8customers,8meaning8activities8
do8not8add8value8to8the8customer,8but8are8necessary8
to8produce8the8desired8outcome.8
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1. Executive summary (cont.)
A8summary8of8the8“Good8Ideas”8identified8during8the8workshop8to8improve8the8overall8financial8budget8management8process8is8provided8below8along8with8a8summary8of8
where8control8gaps8are8flagged.8Further8details8are8outlined8in8Section 2.
Ref
Description
Priority
Ref

Description

Priority

Control
gap

Cost Control
1

Enhance visibility over funding approval milestones to
enable the business to better plan and understand
their budget position

Tactical

2

Introduce a policy to govern budget revisions in
Equip, including variations

Tactical

3

Create a central capital pool of funding to
accommodate ‘urgent ministerial requests’ and
develop a related procedure

Strategic

4

Only allow purchase orders to be raised against
approved and allocated budgets within Equip

Strategic





Contingency

5

Educate the customer divisions on the carry forwards
process, specifically regarding early disclosure of
underspend which can be accessed in subsequent
periods if required

Tactical

6

Project/Program Managers to provide budget
dashboards to Central Finance, including forecast and
contingency data which is consistent with Equip
uploaded data

Tactical

7

Establish8a8policy8position8on8contingency8
management

11

Develop a8TAM-like8Opex8plan8and8load8into8Equip8to8enhance8
visibility8over8future8Opex8spend8requirements

Strategic

12

Streamline the monthly moderation process within Equip to allow
for enhanced corporate reporting automation and reduce the
reliance on manual intervention

Strategic

Control
gap

Accountability

13

Develop8a8RACI,8including8end8to8end8process8documentation,8
which8outlines accountabilities8and8responsibilities8across8core8
Finance8processes8(e.g.8contingency8management,8budget8
allocation)

14

Establish8a8RMS8Team8equivalent8to8TfNSW8Federal8Government8
Team

Strategic

15

Implement8training8on8the8use8of8Equip

Strategic

Tactical



1.5 Overall Management response:
Management have considered the ‘good ideas’ outlined within this report and have commenced a
number of initiatives to improve the level of ‘cost control’ and the understanding of financial budget
management responsibilities across the customer divisions.

Strategic

Key initiatives include:
•

Post budget process review to identify learnings and opportunities for improvement to incorporate
into the next budget cycle;

•

Development of an integrated budget calendar to ensure a single ‘source of truth’ on key dates and
improve the visibility over budget planning process;

•

Budget ‘road shows’ to provide clarity over key roles and responsibilities across the budget lifecycle;

•

Enhancing the policy framework over contingency management, budget variations, forecasts and
investment prioritisation; and

•

Educating the business on the use of Equip to minimise the use of ‘off-line’ processes and improve
the consistency and accuracy of reported information.



Forecasting

8

Load8the8Total Asset8Management8(TAM)8plan8into8
Equip8to8enhance8long8term8visibility8over8Capex8
spend8requirements

Tactical

9

Educate the8Business8on8the8Parameter8Technical8
Adjustment8(PTA)8process,8including8required8level8of8
commentary8for8budget8revisions

Tactical

10

Introduce8the8use8of8trending8analysis8to8challenge8
budget8forecast8changes8during8the Half8Year8review

Tactical

Overall Responsibility: Chief Financial Officer
Due Date: By8the8end8of8the82018-198budget8cycle

© 2018 KPMG, an Australian partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity.
All rights reserved. The KPMG name and logo are registered trademarks or trademarks of KPMG International. Liability limited by a scheme approved under Professional Standards Legislation.

4

599

E18_0281AS-25-001PR-0001

Financial8Budget8Management8- Lean8Review
2. “Good Ideas”
#

Management Observations

Action Plan

Benefits

Priority/ due date

Control Gap

Cost Control
Good Idea: Enhance visibility over funding approval milestones to enable the business to better plan and understand their budget position

1

Divisional8staff8currently8have8limited8visibility8over8the8funding8
approval8process8and8associated8milestones,8compared8to8Finance8
Business8Partners.8This8has8impacted8the8divisions8ability8to8forward8
plan8and8appropriately8forecast8for8budget8submissions,8potentially8
resulting8in8an8inaccurate8view8of8budget8position8by8Central8Finance.8

Central8Finance8should8consider8developing8a8
budget8calendar8that8captures8funding8
approval8milestones8and8submission8
requirements.

Greater8accuracy8in8
divisional8budget8
position8through8
improved8budget8
planning

Tactical

Good Idea: Introduce a policy to govern budget revisions in Equip, including variations

2

There8is8currently8no8formal8guidance8in8place8to8govern8the8budget8
variation8and8revision8process8in8Equip.8
As8a8result,8divisional8staff’s8understanding8of8the8monthly8
forecasting8and8reporting8cycle8in8Equip8is8limited.8Consequently,8
divisions8inadvertently8override8budget8figures,8impacting8the8central8
view8over8budget8positions.

Central8Finance8should8consider8developing8a8
policy8to8govern8budget8revisions8in8Equip8and8
the8variation8management8process.
Equip8controls8should8also8be8considered8to8
prevent8manipulation8of8the8original8budget8
figure.

Tactical
Increased8budgeting8
consistency



Good Idea: Create a central capital pool of funding to accommodate ‘urgent ministerial requests’ and develop a related procedure

3

In8the8absence8of8a8centrally8managed8capital8funding8pool8to8
accommodate8‘urgent8ministerial8requests’,8RMS8divisions8instead8
rely8on8available8contingency8which8has8been8allocated8to8fund8
specific8projects.8
As8this8process8is8not8governed8by8a8formalised8policy,8there8is8
currently8no8requirement8for8central8approval8/8decision8making8on8
available8funding8allocation.8This8has8resulted8in8limited8central8
transparency8over8‘urgent8ministerial8request’8spend8and8budget8
monitoring.88

In8line8with8establishing8a8policy8position8on8
contingency8management8(Good8Idea85/6),8
Central8Finance8should8consider8creating8a8
central8capital8funding8pool8to8ensure8available8
funding8can8be8allocated8to8accommodate8
urgent8ministerial8requests.8
A8related8procedure8outlining8approval8and8
decision8gates8should8also8be8developed8to8
enhance8spend8monitoring.

Increased8transparency8
and8management8of8
spend8relating8to8
‘urgent8ministerial8
requests’

Strategic
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2. “Good Ideas” (cont.)
#

Management Observations

Action Plan

Benefits

Priority/ due date

Control Gap

Strategic



Good Idea: Only allow purchase orders to be raised against approved and allocated budgets within Equip
The8Equip8system8currently8allows8divisional8staff8to8raise8
Purchase8Orders8(POs)8without8regard8to8whether8there8is8
available8and/or8approved8budget.8

4

Management8indicated8that8in8the8absence8of8a8view8over8
approved8spend8and8the8budget8allocation8(as8highlighted8in8Good8
Idea81),8divisions8will8create8one8dollar8budgets8in8Equip8to8allow8
the8project8to8commence8and8for8POs8to8be8raised8in8the8system.8
Although8project8actuals8will8be8tracked8in8line8with8project8
forecasts8on8a8monthly8basis,8there8is8a8risk8that8anticipated8
budgets8may8not8be8approved,8resulting8in8project8costs8being8
unrecoverable.
In8addition,8the8level8of8transparency8over8project8level8
commitments8against8the8approved8budget8is8limited.88

To8enhance8cost8control8processes,8management8should8
consider8introducing8an8Equip8system8control8to8prevent8
POs8to8be8raised8against8projects8that8do8not8have8an8
approved8and8allocated8budget8in8Equip.8
For8projects8that8are8required8to8commence8immediately8
but8have8no8approved8budget,8centrally8managed8monies8
should8be8accessed8to8fund8these8requests8(as8
highlighted8in8Good8Idea83).
In8line8with8Good8Idea813,8the8accountability8at8the8
project8level8for8raising8POs8and8allocating8approved8
budgets8should8be8defined.8

Reduced8risk8of8
unrecoverable8spend

Increased8
transparency8over8
current8
commitments

Contingency
Good Idea: Educate the customer divisions on the carry forwards process, specifically regarding early disclosure of underspend which can be accessed in
subsequent periods if required

5

Divisions8are8often8reluctant8to8notify8Central8Finance8of8known8
budget8underspend8as8soon8as8it8is8identified8as8there8is8an8
assumption8that8this8unused8budget8cannot8be8accessed8in8
subsequent8periods8when8required.
There8is8a8perception8that8project8teams8must8‘use8it8or8lose8it’,8
which8makes8it8difficult8for8Central8Finance8to8have8a8view8of8true8
project8cost8against8budget.

Central8Finance8should8consider8conducting8a8financial8
budget8management8roadshow8with8the8aim8of8
educating8the8business8on8the8carry8forwards8process8
and8how8it8is8beneficial8for8project8teams8to8disclose8
budget8underspend8early.8This8will8provide8a8level8of8
central8management8and8transparency8over8available8
funds8to8allow8central8allocation8as8required8by8project8
teams.8

Increased8control8
and8consistency8in8
relation8to8managing8
project8underspend

Tactical
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2. “Good Ideas” (cont.)
#

Management Observations

Action Plan

Benefits

Priority/ due date

Control Gap

Good Idea:8Project/Program8Managers8to8provide8budget8dashboards8to8Central8Finance,8including8forecast8and8contingency8data8which8is8consistent8with8
Equip8uploaded8data
Central8Finance8currently8has8limited8visibility8over8divisional8
budgets,8related8contingency8components8and8monthly8
forecasts.
6

This8has8resulted8from8the8inconsistent8use8of8Equip8for8budget8
tracking8and8monitoring.8Divisional8project8teams8instead8rely8on8
budget8tracking8spreadsheets8for8budget8reporting8purposes.8

In8the8longer8term8there8is8a8need8to8improve8the8use8of8
Equip8for8budget8monitoring8and8tracking8and8enhancing8
data8integrity.8It8is8recognised8that8this8change8in8
divisional8approach8won’t8occur8immediately.8
As8an8interim8measure8to8improve8Central8Finance’s8
transparency8over8divisional8budgets8and8spend,8
management8should8introduce8the8requirement8for8
divisional8financial8controllers8to8provide8the8roll-forward8
forecast8(dashboards),8including8contingency8to8Central8
Finance8on8a8monthly8basis.

Tactical
Increased8visibility8
over8divisional8
budget8status

Good Idea:8Establish8a8policy8position8on8contingency8management

7

There8is8currently8no8formalised8financial8management8guidance8
to8govern8the8use8of8contingency8funds8across8the8business.8As8a8
result,8inconsistent8practices8have8been8adopted8for8setting,8
using8and8reporting8contingency.8

A8contingency8management8policy8should8be8developed8
by8Central8Finance8which8clarifies8the8roles8and8
responsibilities8in8managing8contingency,8including8
consideration8of8the8following:8

Central8Finance8do8not8currently8have8a8view8of8project8
contingency8spend,8impacting8their8ability8to8accurately8report8on8
project8cost8and8budget8use.8

•

Whether8contingency8should8be8managed8and8
released8centrally8by8Finance8and8Investment;8and

•

Mandating8the8requirement8for8project8teams8to8
manage8to8P508budgets8(per8the8business8case),8with8
P908contingency8being8available8if8required.


Increased8control8
and8consistency8in8
relation8to8managing8
contingency

Strategic
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2. “Good Ideas” (cont.)
#

Management Observations

Action Plan

Benefits

Priority/ due date

Control Gap

Forecasting
Good Idea: Load8the8TAM8plan8into8Equip8to8enhance8long8term8visibility8over8Capex8spend8requirements

8

Currently,8there8is8limited8visibility8over8long8term8Capex8spend8
requirements.8Management8has8a8sound8view8over8Capex8spend8for8
the8current8year,8however8are8aiming8to8improve8the8budget8planning8
process8and8visibility8over8future8year8forecasts8and8spend8to8advise8
the8mid-year8view8of8the8TAM.
Management8advised8that8the8longer8term8aim8is8to8have8a8four8year8
view8of8forecasts8in8Equip8and8a8ten8year8view8of8Capex8spend8
requirements8to8better8inform8the8budget8planning8process8and8
improve8division8visibility.8

Management8should8consider8uploading8the8
complete8TAM8into8Equip8to8allow8a810-year8
Capex8outlook8and8improve8the8divisions8ability8to8
more8accurately8forecast8for8future8year8spend.
In8line8with8this,8a8framework8will8be8developed8
which8provides8guidance8for8divisions8on8the8
requirements8for8capex8forecasting.8888

Increased8visibility8
over8Capex8spend8
requirements

Tactical

Good Idea: Educate the8Business8on8the8Parameter8Technical8Adjustment8(PTA)8process,8including8required8level8of8commentary8for8budget8revisions

9

The8divisions’8understanding8of8the8PTA8process8and8associated8
timelines8is8currently8limited8resulting8in8low8quality8PTAs8being8
prepared8and8submitted8to8Central8Finance.8
Divisions8provide8inconsistent8commentary8to8justify8budget8
adjustments,8which8results8in8increased8administration8by8Central8
Finance8in8liaising8with8divisions8to8determine8reasons8for8budget8
amendments8prior8to8submission8to8Treasury.

In8line8with8Good8Idea85,8Central8Finance8should8
conduct8a8roadshow8on8the8PTA8process8with8the8
aim8of8improving8accountability8within8the8
divisions8for8justification8of8budget8amendments.8

Tactical
Improved8PTA8
quality8
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2. “Good Ideas” (cont.)
#

Management Observations

Action Plan

Benefits

Priority/ due date

Control Gap

Good Idea:8Introduce8the8use8of8trending8analysis8to8challenge8budget8forecast8changes8during8the8Half8Year8review

10

When8Financial8Controllers8and8Central8Finance8are8determining8Half8
Year8forecasts,8only8one8year8of8historical8data8is8currently8used8to8
compare8prior8year8trends,8challenge8forecast8amounts8and8highlight8
shifts8in8forecast8to8budget.8

Financial8Controllers8should8consider8
introducing8trend8analysis8as8part8of8the8
forecasting8process.8This8will8allow8more8
robust8challenge8of8budget8forecast8figures8
and8estimates8compared8to8prior8year8
movements.8

Tactical
Increased8forecast8
accuracy

Good Idea: Develop a8TAM-like8Opex8plan8and8load8into8Equip8to8enhance8visibility8over8future8Opex8spend8requirements

11

Currently,8each8division8plans8Opex8spend8requirements8for8a8oneyear8horizon8and8does8not8take8into8account8the8asset8service8and8
operations8plan,8including8asset8quality,8to8ensure8appropriate8
forecasts8have8been8developed.

Central8Finance8should8implement8a8TAM-like8
process8for8Opex8that8feeds8into8the8asset8
service8and8operations8plan8(i.e.8at8least8a8four8
year8outlook)8and8includes8prioritisation8based8
on8asset8quality.

Increased8robustness8
of8the8Opex8budget8
management8process

Strategic

Good Idea: Streamline8the8monthly8moderation8process8within8Equip8to8allow8for8enhanced8corporate8reporting8automation8and8reduce8the8reliance8on8
manual8intervention

12

There8is8currently8a8misalignment8between8the8format8used8for8
reconciling8and8reporting8of8monthly8budget8forecasts8by8divisions8
and8project8managers8to8that8used8by8Central8Finance8for8Treasury8
reporting8requirements.8
Management8advised8that8the8forecasts8from8the8divisional8project8
management8systems8do8not8currently8integrate8with8the8budget8
figures8in8Equip.8As8a8result,8significant8manual8reconciliations8are8
required8to8be8performed8by8Central8Finance8on8a8monthly8basis.8This8
is8referred8to8as8the8“moderation8process”.

Central8Finance8should8consider8revisiting8the8
moderation8process8to8eliminate8
inefficiencies.8This8includes:
•

•

Investigating8possible8Equip8reconfigurations8to8assist8in8reconciling8the8
budgets8and8forecasts8set8by8divisions8and8
those8initially8set8in8Equip;8and

Strategic
Increased8reporting8
accuracy8and8efficiency.

Educate8the8business8on8forecasting8
requirements,8including8the8distinction8
between8project8risks8vs8forecasts.8
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2. “Good Ideas” (cont.)
#

Management Observations

Action Plan

Benefits

Priority/ due date

Control Gap

Tactical



Accountability
Good Idea:8Develop8a8RACI,8including8end8to8end8process8documentation,8which8outlines accountabilities8and8responsibilities8across8core8Finance8
processes8(e.g.8contingency8management,8budget8allocation)

13

Roles8and8responsibilities8for8components8of8the8end8to8end8financial8
budget8management8process8are8not8defined.8As8a8result,8the8level8of8
accountability8and8overall8governance8of8the8process8is8unclear8which8
has8impacted8the8integrity8and8timeliness8of8information8provided8to8
Central8Finance8for8collation8and8reporting.
In8addition,8no8end8to8end8process8guidance8is8in8place8which8defines8
the8key8milestones,8deliverables8and8requirements8of8the8divisions8in8
the8budgeting8lifecycle.8

Central8Finance8should8develop8a8RACI8which8
defines8roles8and8responsibilities8in8relation8to8
the8core8budget8processes.8This8RACI8should8
support8end8to8end8process8documentation8
and8will8assist8in8driving8accountability8and8
divisional8ownership8in8ensuring8budget8
figures8are8reported8on8accurately.8

Increased8business8
awareness8and8
understanding8of8end8to8
end8financial8budget8
management8
requirements

Good Idea:8Establish8a8RMS8Team8equivalent8to8TfNSW8Federal8Government8Team
TfNSW8has8a8dedicated8team8in8charge8of8liaising8with8Federal8
Government8on8obtaining8federal8funding8required8for8its8operations.8
14

Approximately840%8of8the8Capex8budget8is8funded8through8the8
Federal8budget.8The8Investment8branch8currently8perform8a8
coordination8role8with8the8TfNSW8Federal8Government8team8to8agree8
cash8flows8and8Federal8claim8submissions,8however8there8is8no8
formalised8Federal8role8within8Investment8branch.

Investment8branch8should8consider8
implementing8a8dedicated8Federal8
Government8coordination8role8within8the8team8
to8liaise8with8TfNSW8and8manage8the8cash8
flow8and8claim8submission8for8Federal8budget8
funding.8

Improved8RMS8position8
with8regards8to8federal8
funding8negotiations

Equip8induction8and8refresh8training8should8be8
rolled8out8to8divisional8project8teams8to8
promote8the8use8of8Equip8as8the8‘single8
source8of8truth’8for8budgeting8and8reporting.8

Promoting8Equip8as8the8
single8source8of8truth8

Strategic

Good Idea: Implement8training8on8the8use8of8Equip

15

The8Equip8implementation8team8are8due8to8be8disbanded8early82018.8
As8such,8there8is8a8need8to8revisit8employee8training8needs8on8the8
use8of8Equip.
Management8advised8that8the8uptake8on8the8use8of8Equip8has8been8
varied8with8many8divisions8choosing8to8perform8budget8setting8and8
forecasting8outside8the8system8in8locally8managed8spreadsheets.8

Strategic
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Appendix 1. Financial Budget Management
1.1 Background
On an annual basis, RMS receives funding from TfNSW and Treasury for use on capital expenses to enhance the value of RMS assets, and operating expenses incurred to meet Roads
and Maritime transport objectives. In 2016-17, RMS incurred $2 billion in expenses, including $467 million in employee related/personnel service costs, and in addition $4.2 billion in
capital expenditure. Capital and operating funding across all assets are managed by the Finance and Investment Division who are responsible for the monitoring, prioritisation, allocation
and reporting of the annual budget.
This review focused on the processes conducted by the Finance and Investment Division, including monthly projection reporting cycles and the annual budget cycle.
Monthly projection reporting cycles:
Project Managers utilise Equip to forecast project budgets for the month.
Annual budget cycle:
Treasury and Central Finance are involved in the annual financial budgeting process:
•

Treasury: responsible for the allocation of funds and the publication of the Budget Paper.

•

Central Finance: performs stocktakes to determine actuals and carry forwards, revise budgets in Equip and prioritise expenses.

1.2 Attention
This report was prepared solely for your use per our engagement letter and may not be distributed without our consent. KPMG does not accept responsibility for any third party or
unintended use.

1.3 Process maps (value streams)
As part of the workshop, stakeholders from the Finance and Investment Division were asked to map the financial budget management process, identifying opportunities for
improvement. The output of the mapping exercise is on the following pages.
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Appendix 1. Financial Budget Management (cont.)
Financial Budgeting
Business does not
understand
budgeting
requirements,
timeline and
accountabilities

Period 13 actuals/ carry forwards

Publication of Budget Paper by NSW Treasury

Overall process pain points and good ideas

Central Finance

Develop a RACI,
including end to end
process
documentation

High turnover of
staff/ no process
documentation

Limited visibility over
funding approval
progress and delays
in allocation of
funding

Enhance visibility
over funding
approval milestones

Confusion around
how seed funding
gets accessed

Create a central
capital pool of
funding to
accommodate
‘urgent ministerial
requests’ and
related procedure

Capex/ Opex
initiative
breakdowns loaded
into Equip

RMS divisions / Financial Controllers

Manual upload of
budget information
into Equip by PM
Budgeting following
reconciliation

Central Finance

RMS divisions /
Financial Controllers

Stocktake over carry
forwards to re-profile
unspent expenditure

Revised budget
updated in Equip

Budget forecasts
developed

Reconciliation by
PM Budgeting
between initiative
breakdown in Equip
and divisional
budget data

Stock take to
determine
under/over spend
i.e. carry forward

Approval of carry
forwards in PRIME

No transparency
over contingency
component

Misalignment
between top-down
and bottom-up
budgeting
approaches

Limited comms by
divisions regarding
over / under spend,
therefore unable to
reallocate

Contingency-based
budgeting leads to
potential significant
underspend

Establish a policy
position on
contingency,
controlling the release
and management
centrally

Educate the
Business on the
carry forwards
process

Limited view over
multi-year forecasts
in Equip

Develop an Opex
TAM and load into
Equip to enhance
visibility over future
Opex spend
requirements

Submission of
budget upload files
to Central Finance

Implement training
on the use of Equip

Equip allows a
budget of any
amount >$1 to be
entered, providing
an inaccurate view
over budget

Only allow purchase
orders to be raised
against approved
and allocated
budgets within
Equip

TAM process is
performed outside
Equip leading to
significant manual
reconciliation being
required

Load the TAM plan
into Equip to
enhance long term
visibility over Capex
spend requirements

Offline spreadsheets
used with PMs
before Equip is
updated

END OF JUNE/ JULY

Value Add
Enabling
Opportunity

Project/Program
Managers to provide
budget dashboards to
Central Finance,
including forecast and
contingency data
which is consistent
with Equip uploaded
data

KEY
Who performs the step
Activity Step
Notes pertaining to activity
Control Point
Pain points
Good Ideas

JULY/ AUGUST
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Appendix 1. Financial Budget Management8(cont.)
Financial Budgeting (cont.)
Half Year review (3 months)

Primary PTA & measures budget
submission / approval

P10 Carry
forwards

Commonwealth budget & Urgent
+ Critical adjustments

Investment

Central Finance

TfNSW

RMS divisions /
Financial Controllers

Central Finance

Central Finance /
Treasury

Central Finance

Central Finance

Central Finance

Investment/ TfNSW/
Central Finance
agree new year/
additional budget

Current FY
adjustments and
‘wish list’ developed
for subsequent FY
and provided to
TfNSW

Transport issue to
Treasury

Opex prioritisation
process occurs

Full Year Review
(Similar to half year
review process)

Primary approval
process

April P10 Carry
forwards

May Federal Budget
Adjustments

Critical &
unavoidable “Last
minute” budget
submission

Divisional/ RMS/
TfNSW/ Treasury
TAM (final approval
by Treasury)

Financial Controller
monitors & reviews
forecasts every
month in Equip

Lack of
understanding of
PTA process within
the Business

Lack of RMS
involvement –
currently managed
by TfNSW Federal
Team

RMS and Treasury
approval through
PRIME

TAM Strategy
guides the budget
setting process

Template exists for
explaining budget
adjustments

Low quality PTAs
leads to low chance
of approval by
Treasury

Establish an RMS
Team equivalent to
TfNSW Federal
Government Team

Unclear process
around adjustments
and year-end
stocktake

Opex submissions
have poor quality
logic

Financial Controller
oversight/ approval
of adjustments

Develop a TAM like
Opex document and
load into Equip to
enhance visibility
over future Opex
spend requirements

Asset Management
Committee approval

Limited scrutiny over
divisional forecasts
changes

Educate business
on the PTA
process, including
required level of
commentary for
budget revisions

Manual
reconciliation
performed over
PTAs to ensure
requirements are
met (e.g.
explanations)

Introduce a policy to
govern budget
revisions in Equip,
including variations

Inconsistent
changes to budget
throughout the year

Value Add
Enabling

Introduce the use of
trending analysis to
challenge budget
forecast changes
during Half Year
review

Opportunity

KEY
Who performs the step
Activity Step
Notes pertaining to activity
Control Point
Pain points
Good Ideas
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Appendix 1. Financial Budget Management (cont.)
Monthly Monitoring
Monthly forecasting cycle

Project Managers

Project Managers /
Financial Controllers

Project Managers /
Financial
Controllers

Project Managers
access Equip and
re-profile for current
and following year

Project Managers
access Equip and
re-profile for current
and following year

Capture
commentaries over
budget forecasts

Moderation process
not robust enough

Cost scheduling tool
used for forecasts

Streamline the
monthly moderation
process and reduce
the reliance on
manual intervention

Executive Director
Signoff meeting of
forecasts

Monthly reporting
on end of year
forecast vs revised
budget from Equip

Central Finance
reconciles budgets
submitted by
divisions

Moderation process
not robust enough

Introduce a policy to
govern budget
revisions in Equip,
including variations

Value Add
Enabling
Opportunity

KEY
Who performs the step
Activity Step
Notes pertaining to activity
Control Point
Pain points
Good Ideas
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Appendix 2. “Good Ideas” prioritisation
During the workshop, participants discussed ‘Pain Points” and “Good Ideas” to define and identify
opportunities for improvement. The 16 “Good Ideas” identified are summarised below in terms of
the effort to implement and value added. These are detailed further over the page.

“Good Ideas”

1. Enhance8visibility8over8funding8approval8milestones8to8enable8the8
business8to8better8plan8and8understand8their8budget8position

Tactical
High

14

8
5

10
6

3. Create8a8central8capital8pool8of8funding8to8accommodate8‘urgent8
ministerial8requests’8and8develop8a8related8procedure

12
4

2

1

2. Introduce8a8policy8to8govern8budget8revisions8in8Equip,8including8
variations8

Strategic

3

11

5. Educate8the8customer8divisions8on8the8carry8forwards8process,8
specifically8regarding8early8disclosure8of8underspend8which8can8be8
accessed8in8subsequent8periods8if8required

7

9
13

4. Only8allow8purchase8orders8to8be8raised8against8approved8and8allocated8
budgets8within8Equip

6. Project/Program8Managers8to8provide8budget8dashboards8to8Central8
Finance,8including8forecast8and8contingency8data8which8is8consistent8
with8Equip8uploaded8data

15

7. Establish8a8policy8position8on8contingency8management

Value

8. Load8the8TAM8plan8into8Equip8to8enhance8long8term8visibility8over8
Capex8spend8requirements
9. Educate8the8Business8on8the8PTA8process,8including8required8level8of8
commentary8for8budget8revisions

Low priority

Easy

10. Introduce8the8use8of8trending8analysis8to8challenge8budget8forecast8
changes8during8the8Half8Year8review
11. Develop8a8TAM-like8Opex8plan8and8load8into8Equip8to8enhance8visibility8
over8future8Opex8spend8requirements
12. Streamline8the8monthly8moderation8process8within8Equip8to8allow8for8
enhanced8corporate8reporting8automation8and8reduce8the8reliance8on8
manual8intervention
13. Develop8a8RACI,8including8end8to8end8process8documentation,8which8
outlines8accountabilities8and8responsibilities8across8core8Finance8
processes8(e.g.8contingency8management,8budget8allocation)

Low

Low

Effort to implement

High

14. Establish8a8RMS8Team8equivalent8to8TfNSW8Federal8Government8Team
15. Implement8training8on8the8use8of8Equip
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Appendix 3. Controls Assessment
The8appropriate8control8environment8is8key8to8ensuring8a8process8is8operating8efficiently8and8effectively8to8meet8the8needs8of8customers.8Controls8are8either8preventative8or8detective,8
manual8or8automated.8The8controls8identified8during8the8workshop8are8outlined8below:

Process Area

Risk

Type:

Manual /
Automatic

Detective

Manual

Detective

Manual

Approval8of8carry8forward8amounts8in8PRIME8by8Central8Finance

Preventative

Manual

TAM8Strategy8is8in8place8to8guide8the8budget8setting8process

Preventative

Manual

The8divisions,8RMS8and8TfNSW8prepare8a8TAM8to8report8to8
Treasury8for8approval

Preventative

Manual

Detective

Manual

A8template8is8in8place8for8budget8adjustments,8including8
requirements8for8explanations

Preventative

Manual

Financial8Controller8approves8budget8adjustments8prior8to8
submission8to8Central8Finance

Preventative

Manual

Asset8Management8Committee8approval8is8required8for8any8
adjustments8proposed8to8budgets

Preventative

Manual

Control

Publication of
Misalignment8between8budget8in8Equip8and8
Reconciliation8performed8by8Principal8Manager8Budgeting8
Budget Paper by divisional8budgets,8resulting8in8inaccurate8budget8 between8TAM8initiative8breakdown8in8Equip8and8divisional8budget8
NSW Treasury
figures8being8reported8
data

Period 13
actuals/ carry
forwards

Under/ over8spend8is8not8identified8timely8
resulting8in8inaccurate8forecasting

Inconsistent budget8setting8process8resulting8in8
significant8reconciliations8being8required8

Inaccurate forecasts8are8entered8into8Equip8
resulting8in8inaccurate8monitoring8and8potential8
Half Year review cost8overruns
Unclear8rationale8for8budget8adjustments8
resulting8in8non-approval8by8Treasury

Inaccurate budget8adjustments8are8approved8and8
provided8to8TfNSW8and8Treasury

Stock8take8performed8by8Principal8Manager8Budgeting8to8
determine8under/over8spend8i.e.8carry8forward8amounts

Financial8Controller8monitors8and8reviews8budget8forecasts8every8
month8in8Equip
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Appendix 3. Controls Assessment (cont.)
Process Area

Commonwealth
budget & Urgent /
Critical
adjustments

Manual /
Automatic

Preventative

Automated

Detective

Manual

Forecasts8are8completed8by8Project8Managers8using8a8cost8
scheduling8tool

Preventative

Automated

Executive8Directors8are8required8to8sign8off8on8forecast8prepared8
by8the8divisions

Preventative

Manual

Control

Inaccurate budget8adjustments8are8approved8
resulting8in8inaccurate8monitoring8and8potential8
cost8overruns

Central8Finance8and8Treasury8approve8urgent8and8critical8
adjustments8through8PRIME

Central8Finance8manually8reconcile8the8PTAs8to8ensure8adherence8
PTAs8are8rejected8by8Treasury8due8to8noncompliance8with8requirements8and/or8low8quality8 with8requirements8and8review8the8associated8commentary8for8
commentary
adequacy
Inaccurate forecasts8are8entered8in8Equip,8
resulting8in8incorrect8budget8reporting8

Monthly
forecasting cycle

Type:

Risk

Insufficient visibility8over8budget8and8forecast8
tracking8resulting8in8inaccurate8budget8reporting

A8monthly8reporting8process8is8in8place8to8compare8end8of8year8
forecasts8to8revised8budgets8within8Equip

Detective

Automated

Misalignment of8budgets8submitted8by8divisions8
with8corporate8reporting8requirements8

Central8Finance8reconciles8the8budgets8submitted8by8divisions8to8
initial8budget8amounts8through8review8and8re-allocation8of8
reported8costs

Detective

Manual

Nature of Controls
Preventative

Detective

0

3

6

9

12

Manual

Automated

15

The8balance8of8preventative8and8detective8controls8is8important8as8detective8
controls8are8effective8‘catch-all’8controls,8however8any8errors8identified8usually8
result8in8re-work.8Preventative8controls8are8also8important8for8process8efficiency.8
The8balance8is8ideally8more8preventative8controls8and8less8detective8controls.
In8this8case,8there8are8more8preventative8controls8which8is8expected8given8the8
nature8of8the8process.8However8this8report8highlights8a8number8of8good8ideas8
which8could8significantly8reduce8the8number8of8detective8controls.

0

3

6

9

12

15

The8balance8of8automated8and8manual8controls8is8important8as8manual8controls8
are8prone8to8human8error8and8tend8to8require8a8larger8time8investment.8
Automated8controls8are8more8reliant8and8important8for8process8efficiency.8The8
balance8is8ideally8more8automated8controls8and8less8manual8controls.
In8this8case,8there8are8significantly8more8manual8controls8mainly8due8to8the8
ineffective8use8of8Equip8and8a8reliance8on8localised,8manual8practices8within8RMS8
divisions8and8projects.
By8enhancing8the8level8of8accountability8and8focus8from8divisions8in8utilising8
Equip8as8a8tool8to8support8cost8control,8efficiency8and8automation8will8be8
improved8across8the8end8to8end8process.
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Financial8Budget8Management8Lean8review
Appendix 4. What is Lean?
Lean is a customer oriented business improvement methodology which focuses efforts on getting the right
things, to the right place, at the right time, in the right quantity whilst minimising waste and being flexible and
able to change.

How we apply Lean to a process walk-through
2

1
Define8our8customers8and8
understand8what8they8value

Map8the8current8state8
value8stream

Financial Budget Management

3
Apply8the8Lean8definition8of8value,8
which8considers8customer8
perspective,8to8identify8
opportunities8for8improvement8in8
current8state8processes.
Establishing8Flow8and8Pull8in8a8
process8is8critical8to8the8positive8
implementation8of8future8state8
processes8along8with8embedding8a8
culture8of8continuous8improvement8
to8sustain8the8change.

[PERCENT
AGE]
Value Add
[PERCENT
AGE]
Enabling
[PERCENT
AGE]
Opportuni
ty

Value Add
Enabling
Opportunity
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Financial8Budget8Management8- Lean8Review
Appendix 5. Consultations
The8table8below8outlines8all8personnel8who8were8involved8in8discussions8and8contributed8to8the8“Good8Ideas”8detailed8in8this8Report.
Name

Title

Abhay8Singh

Principal8Analyst

Darren8Moy

Director8Program8Management

Jeff8Seeney8

Financial8Controller8(Sydney)

Jivanka8Perera8

Manager8Investment8Projects8CAPEX

Karen8Johnston

Director8Financial8Management8&8Reporting

Martin8Oaten

Head8of8Investment Portfolio

Ravi8Daivasikhamani

Business8Project8Manager8- PPM/PS8Senior

Rebekah8Bonney

Director8Financial8Planning8and8Analysis

Roger8Shu

Principal8Manager8Budgeting

Sandiya8Devi

Finance8Manager8Budgeting

Yvette8Norris

Finance8Manager8Budgeting

Distribution for Action

Distribution for Information

Rebekah8Bonney,8Director,8Financial8Planning8and8Analysis
Andrew8Maggs,8Director,8Finance8Business8Partnering
Sandra8Roocke,8Director,8Group8Finance
Martin8Oaten,8Head8of8Investment Portfolio
Roger8Shu,8Principal8Manager8Budgeting

Ken8Kanofski,8Chief8Executive
Lyn8Baker,8Chair,8Audit8and8Risk8Committee
Allan8Cook,8Member,8Audit8and8Risk8Committee
Brian8McGlynn,8Member,8Audit8and8Risk8Committee
Fiona8Trussell,8Chief8Financial8Officer
Rebekah8Bonney,8Director,8Financial8Planning8and8Analysis
Andrew8Maggs,8Director,8Finance8Business8Partnering
Sandra8Roocke,8Director,8Group8Finance
Martin8Oaten,8Head8of8Investment Portfolio
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The contacts at KPMG in connection with this Report are:

Margaret Smylie
Engagement8Partner

Leon Tissink
Lean8Specialist

Olivia Huxley
Manager

Tel:88888
Mob:8
msmylie

Tel:
Mob:
ltissink

Tel:
Mob:
ohuxley

587107
88056

89223
58323

589726
58853
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discretion, but without being under any obligation to do so, update, amend or supplement this report.

kpmg.com.au

kpmg.com.au/app

©820188KPMG,8an8Australian8partnership8and8a8member8firm8of8the8KPMG8network8of8independent8member8firms8affiliated8with8KPMG8International8
Cooperative8(“KPMG8International”),8a8Swiss8entity.8All8rights8reserved.8
The8KPMG8name8and8logo8are8registered8trademarks8or8trademarks8of8KPMG8International.
Liability8limited8by8a8scheme8approved8under8Professional8Standards8Legislation.
The8information8contained8in8this8document8is8of8a8general8nature8and8is8not8intended8to8address8the8objectives,8financial8situation8or8needs8of8any8particular8
individual8or8entity.8It8is8provided8for8information8purposes8only8and8does8not8constitute,8nor8should8it8be8regarded8in8any8manner8whatsoever,8as8advice8and8is8
not8intended8to8influence8a8person8in8making8a8decision,8including,8if8applicable,8in8relation8to8any8financial8product8or8an interest8in8a8financial8product.8Although8
we8endeavour8to8provide8accurate8and8timely8information,8there8can8be8no8guarantee8that8such8information8is8accurate8as8of8the8date8it8is8received8or8that8it8will8
continue8to8be8accurate8in8the8future.8No8one8should8act8on8such8information8without8appropriate8professional8advice8after8a8thorough8examination8of8the8
particular8situation.8
To8the8extent8permissible8by8law,8KPMG8and8its8associated8entities8shall8not8be8liable8for8any8errors,8omissions,8defects8or8misrepresentations8in8the8information8
or8for8any8loss8or8damage8suffered8by8persons8who8use8or8rely8on8such8information8(including8for8reasons8of8negligence,8negligent8misstatement8or8otherwise).

Document Classification: KPMG Confidential

615

E18_0281AS-25-001PR-0001

KPMG Review of the Budget Process – RMS Responses
#

Management Observations

Action Plan

Benefits

Priority/ due
date

Control Gap

Updated response

Cost Control

Good Idea: Enhance visibility over funding approval milestones to enable the business to better plan and
understand their budget position

Supported.
To improve the current process, Finance and Investment Division will:

1

Divisional staff currently have limited
visibility over the funding approval process
and associated milestones, compared to
Finance Business Partners. This has impacted
the divisions ability to forward plan and
appropriately forecast for budget
submissions, potentially resulting in an
inaccurate view of budget position by
Finance and Investment Division.

a)
Finance and Investment Division
should consider developing a
budget calendar that captures
funding approval milestones and
submission requirements.

Greater accuracy
in divisional
budget position
through improved
budget planning

Undertake a post-budget process review to identify what worked well, the key pain
points and how to address them.

b) Continue to evolve the integrated planning and budget calendar for the next 2019-20
budget process to provide a single ‘source of truth’ on the budget process by
incorporating the TIP calendar with the Integrated Planning and Budget “mega
calendar”.
Continue to deliver budget process ‘road shows’ and more detailed briefing sessions targeted
at Divisional SMEs well in advance of the due dates in the calendar.. These sessions will provide
details on the context, requirements, roles and responsibilities, how to make success and Q&A
sessions.

Tactical

Good Idea: Introduce a policy to govern budget revisions in Equip, including variations

2

There is currently no formal guidance in
place to govern the budget variation and
revision process in Equip. As a result,
divisional staff’s understanding of the
monthly forecasting and reporting cycle in
Equip is limited. Consequently, divisions
inadvertently override budget figures,
impacting the central view over budget
positions.

Finance and Investment Division
should consider developing a
policy to govern budget
revisions in Equip and the
variation management process.
Equip controls should also be
considered to prevent
manipulation of the original
budget figure.

Supported

Increased
budgeting
consistency

Tactical



Financial Planning and Analysis Branch will publish a formal policy on the budget revision
process by the 2018-19 Half-Yearly Review. This will be done in consultation with the Finance
Business Partners and Divisional representatives to replace the current informal arrangements.
Arrangements. This would also include providing timetables on key windows to update revised
budget throughout the month and key periods of the year where significant changes are
expected (e.g. carry forwards, Parameter and Technical Adjustment and New Policy Proposals
approvals approved in April).
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KPMG Review of the Budget Process – RMS Responses
#

Management Observations

Action Plan

Benefits

Priority/ due
date

Control Gap

Updated response

Good Idea: Create a central capital pool of funding to accommodate ‘urgent ministerial requests’ and
develop a related procedure

3

In the absence of a centrally managed capital
funding pool to accommodate ‘urgent
ministerial requests’, RMS divisions instead
rely on available contingency which has been
allocated to fund specific projects.
As this process is not governed by a
formalised policy, there is currently no
requirement for central approval / decision
making on available funding allocation. This
has resulted in limited central transparency
over ‘urgent ministerial request’ spend and
budget monitoring.

In line with establishing a policy
position on contingency
management (Good Idea 5/6),
Finance and Investment Division
should consider creating a
central capital funding pool to
ensure available funding can be
allocated to accommodate
urgent ministerial requests.
A related procedure outlining
approval and decision gates
should also be developed to
enhance spend monitoring.

Supported

Increased
transparency and
management of
spend relating to
‘urgent ministerial
requests’

As part of OneRMS restructure, Investment branch is established and is now working on
development of an investment prioritisation and portfolio balancing framework. This will
enable balancing the portfolio with focus on priority projects and ministerial commitments.

Strategic

Item 3 is linked to item 7 which deals with the need to manage contingency across RMS.
Central management of contingency would allow funding of cost overruns through savings,
unfunded priorities and planning for high value projects. This is the practical way forward as
NSW Treasury is unlikely to provide capital funding that is not tied to a project/program and
can be allocated at RMS discretion.

Good Idea: Only allow purchase orders to be raised against approved and allocated budgets within Equip

The Equip system currently allows divisional
staff to raise Purchase Orders (POs) without
regard to whether there is available and/or
approved budget.

4

Management indicated that in the absence of
a view over approved spend and the budget
allocation (as highlighted in Good Idea 1),
divisions will create one dollar budgets in
Equip to allow the project to commence and
for POs to be raised in the system.
Although project actuals will be tracked in
line with project forecasts on a monthly basis,
there is a risk that anticipated budgets may
not be approved, resulting in project costs
being unrecoverable.
In addition, the level of transparency over
project level commitments against the
approved budget is limited.

To enhance cost control
processes, management should
consider introducing an Equip
system control to prevent POs
to be raised against projects
that do not have an approved
and allocated budget in Equip.
For projects that are required
to commence immediately but
have no approved budget,
centrally managed monies
should be accessed to fund
these requests (as highlighted
in Good Idea 3).
In line with Good Idea 13, the
accountability at the project
level for raising POs and
allocating approved budgets
should be defined.

Supported.

Reduced risk of
unrecoverable
spend
Increased
transparency over
current
commitments

Strategic



However, to successfully implement ‘budget control’ within RMS the required organisational
changes within the divisions need to be completed, specifically Program Planning & Controls
functions need to be established and fully operational. A transition plan to introduce ‘budget
control’ functionality within Equip will then be required as currently the organisation is not
currently mature enough in business process terms to deal with this change. The required
precursor to implementing ‘budget control’ is for each divisions’ Program Planning & Controls
teams to be in place and operating effectively (as intended per the new OneRMS operating
model). The following points also need to be noted:
1.

The reason for the $1 budget is to enable a forecast to be provided against a project as
existing Equip functionality will not permit a forecast if there is no budget. There could be
legitimate circumstances to forecast expenditure with no budgets – e.g. project pending
approval following Ministerial instruction, or reprioritisation of projects within a program.

Transparency of commitments is dependent upon Purchase Orders being raised in a timely
fashion in Equip and based on progress payment/milestone dates. This is a broader issue across
RMS at present and can be better addressed under ‘Good Idea 15’ below on the training and
use of Equip. Furthermore, we need a roadmap and plan to migrate out of CM21 contract
managing tool on payments milestones into Ariba function in Equip to enable better forward
visibility on purchase orders and cashflow requirements, and reduce manual process. Achieving
this could enable stronger discipline.
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#

Management Observations

Action Plan

Benefits

Priority/ due
date

Control Gap

Updated response

Contingency

Good Idea: Educate the customer divisions on the carry forwards process, specifically regarding early
disclosure of underspend which can be accessed in subsequent periods if required

5

Divisions are often reluctant to notify
Finance and Investment Division of known
budget underspend as soon as it is identified
as there is an assumption that this unused
budget cannot be accessed in subsequent
periods when required.
There is a perception that project teams must
‘use it or lose it’, which makes it difficult for
Finance and Investment Division to have a
view of true project cost against budget.

Finance and Investment
Division should consider
conducting a financial budget
management roadshow with
the aim of educating the
business on the carry forwards
process and how it is beneficial
for project teams to disclose
budget underspend early. This
will provide a level of central
management and transparency
over available funds to allow
central allocation as required
by project teams.

Supported.

Increased control
and consistency in
relation to
managing project
underspend

Tactical

As per Good Idea 1, Finance and Investment Division will continue to evolve the integrated
planning and budget calendar, which will be supported by a budget process ‘road show’. This
will be tailored to Divisional Senior Management Teams.

Good Idea: Project/Program Managers to provide budget dashboards to Finance and Investment Division,
including forecast and contingency data which is consistent with Equip uploaded data

Finance and Investment Division is currently
has limited visibility over divisional budgets,
related capex contingency components and
monthly forecasts.

6

This has resulted from the inconsistent use of
Equip for budget tracking and monitoring.
Divisional project teams instead rely on
budget tracking spreadsheets for budget
reporting purposes.

In the longer term there is a
need to improve the use of
Equip for budget monitoring
and tracking and enhancing
data integrity. It is recognised
that this change in divisional
approach won’t occur
immediately.
As an interim measure to
improve Finance and
Investment Division’s
transparency over divisional
budgets and spend,
management should introduce
the requirement for divisional
financial controllers to provide
the roll-forward forecast
(dashboards), including

Supported
The Finance and Investment Division will continue to work with the business to improve the
use of Equip as the ‘source of truth’ and facilitate a cultural change away from ‘off-line’
materials. This will be an ongoing exercise and is part of the OneRMS project in progress.

Tactical
Increased visibility
over divisional
budget status
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#

Management Observations

Action Plan

Benefits

Priority/ due
date

Control Gap

Updated response

contingency to Finance and
Investment Division on a
monthly basis.

Good Idea: Establish a policy position on contingency management

There is currently no formalised financial
management guidance to govern the use of
contingency funds across the business. As a
result, inconsistent practices have been
adopted for setting, using and reporting
contingency.
Finance and Investment Division do not
currently have a view of project contingency
spend, impacting their ability to accurately
report on project cost and budget use.

7

A contingency management
policy should be developed by
Finance and Investment
Division which clarifies the roles
and responsibilities in managing
contingency, including
consideration of the following:
•

Whether contingency
should be managed
and released centrally
by Finance and
Investment; and

•

Mandating the
requirement for
project teams to
manage to P50
budgets (per the
business case), with
P90 contingency being
available if required.
This point is irrelevant.
A project when
approved is given a
budget that includes a
component for
contingency. That is
what the business
needs to manage to.

Supported
Investment branch is working on a contingency management framework which will be
discussed and agreed with the customer divisions.

Increased control
and consistency in
relation to
managing
contingency

Strategic
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KPMG Review of the Budget Process – RMS Responses
#

Management Observations

Action Plan

Benefits

Priority/ due
date

Control Gap

Updated response

Forecasting

Good Idea: Load the TAM plan into Equip to enhance long term visibility over Capex spend requirements

8

Currently, there is limited visibility over long
term Capex spend requirements.
Management has a sound view over Capex
spend for the current year, however are
aiming to improve the budget planning
process and visibility over future year
forecasts and spend to advise the mid-year
view of the TAM.
Management advised that the longer term
aim is to have a four year view of forecasts in
Equip and a ten year view of Capex spend
requirements to better inform the budget
planning process and improve division
visibility.

Supported
Management should consider
uploading the complete TAM into
Equip to allow a 10-year Capex
outlook and improve the
divisions ability to more
accurately forecast for future
year spend.
In line with this, a framework will
be developed which provides
guidance for divisions on the
requirements for capex
forecasting.

The end-November 2017 Transport Investment Plan (TIP, formerly known as the TAM Plan) was
uploaded into Equip over a 10-year period, following the 2017-18 Half-Year Review process.
Increased
visibility over
Capex spend
requirements

Tactical

The final 10-year TIP will be uploaded into Equip once finalised in the 2018-19 State Budget in
mid-late June.
Additional Equip functionalities are being investigated for “unconstrained / unapproved”
budget (where projects are expected to move to the next stage of approval) in Equip as well in
order to highlight funding gaps up front.

Good Idea: Educate the Business on the Parameter Technical Adjustment (PTA) process, including required
level of commentary for budget revisions

9

The divisions’ understanding of the PTA
process and associated timelines is currently
limited resulting in low quality PTAs being
prepared and submitted to Finance and
Investment Division.
Divisions provide inconsistent commentary
to justify budget adjustments, which results
in increased administration by Finance and
Investment Division in liaising with divisions
to determine reasons for budget
amendments prior to submission to
Treasury.

Supported.

In line with Good Idea 5, Finance
and Investment Division should
conduct a roadshow on the PTA
process with the aim of improving
accountability within the divisions
for justification of budget
amendments.

Tactical
Improved PTA
quality

As per Good Idea 1, Finance and Investment Division will continue to evolve the integrated
planning and budget calendar supported by a budget process ‘road show’ tailored to Divisional
Senior Management Teams.
Increasing “Business” understanding of the process is paramount to enhancing the budget
outputs. Currently, this is predominantly driven through the Finance Business Partners.
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#

Management Observations

Action Plan

Benefits

Priority/ due
date

Control Gap

Updated response

Good Idea: Introduce the use of trending analysis to challenge budget forecast changes during the Half
Year review

Supported.

10

When Financial Controllers and Finance and
Investment Division are determining Half
Year forecasts, only one year of historical
data is currently used to compare prior year
trends, challenge forecast amounts and
highlight shifts in forecast to budget.

Financial Controllers should
consider introducing trend analysis
as part of the forecasting process.
This will allow more robust
challenge of budget forecast figures
and estimates compared to prior
year movements.

Tactical
Increased
forecast
accuracy

However, this is just one of a number of techniques to challenge a forecast. Ideally we need to
promote the use of Equip, i.e. holding project milestones in PPM/PS as associated budgets and
forecasts will then make more sense. As the Program Controls teams in the divisions mature
the quality of information provided should improve.
FPA also conducts its own analysis of forecasts to centrally advise the Executive Committee on
RMS’ budget performance, as part of the Quarterly Performance Review. This includes
adjusting for run-rates, forecasting accuracy and risk assessments. However, ultimately the
forecast is owned by the business. In FY18/19 FID will also introduce a new KPI to drive
stronger focus on forecast accuracy.

Good Idea: Develop a TAM-like Opex plan and load into Equip to enhance visibility over future Opex spend
requirements

Supported
As part of the FY18/19 annual planning and budget cycle FID will create a TIP & TOP for each
Division.

11

Currently, each division plans Opex spend
requirements for a one-year horizon and
does not take into account the asset service
and operations plan, including asset quality,
to ensure appropriate forecasts have been
developed.

Finance and Investment Division
should implement a TAM-like
process for Opex that feeds into the
asset service and operations plan
(i.e. at least a four year outlook)
and includes prioritisation based on
asset quality.

Increased
robustness of
the Opex
budget
management
process

However, quality of output is dependent on inputs from each Division. Noting a ‘bottoms-up’
review of the Divisional Budget composition will be undertaken by Financial Planning and
Analysis Branch with Finance Business Partners in early 2019 as part of the internal budgeting
cycle. This will help align the forward budget with the asset management and services plans.
Strategic
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Action Plan
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Good Idea: Streamline the monthly moderation process within Equip to allow for enhanced corporate
reporting automation and reduce the reliance on manual intervention

12

There is currently a misalignment between
the format used for reconciling and reporting
of monthly budget forecasts by divisions and
project managers to that used by Finance and
Investment Division for Treasury reporting
requirements.
Management advised that the forecasts from
the divisional project management systems
do not currently integrate with the budget
figures in Equip. As a result, significant
manual reconciliations are required to be
performed by Finance and Investment
Division on a monthly basis. This is referred to
as the “moderation process”.
Don’t understand this.

Finance and Investment Division
should consider revisiting the
moderation process to eliminate
inefficiencies. This includes:
•

•

Investigating possible
Equip re-configurations to
assist in reconciling the
budgets and forecasts set
by divisions and those
initially set in Equip; and

Supported

Increased
reporting
accuracy and
efficiency.

Financial Planning and Analysis and Group Finance will investigate means to improve the
moderation process and reduce manual reconciliation workload between internal RMS
forecasts and external forecasts to Treasury. Efforts have been made to reduce the complexity
of the process, provide earlier notice to prepare forecast commentary, staggered deliverables
deadlines and enable more consultation.

Strategic

FP&A currently works with Finance Business Partners to provide guidelines on forecasts that
are real and imminent risk pressures, vs lower level risks which are more remote and should
not be forecasted. Ultimately, the forecasts will be at the judgement of the business and
approved through the Divisional Executive Director.

Educate the business on
forecasting requirements,
including the distinction
between project risks vs
forecasts.

Accountability

Good Idea: Develop a RACI, including end to end process documentation, which outlines accountabilities
and responsibilities across core Finance processes (e.g. contingency management, budget allocation)

Supported.

13

Roles and responsibilities for components of
the end to end financial budget management
process are not defined. As a result, the level
of accountability and overall governance of
the process is unclear which has impacted the
integrity and timeliness of information
provided to Finance and Investment Division
for collation and reporting.
In addition, no end to end process guidance is
in place which defines the key milestones,
deliverables and requirements of the
divisions in the budgeting lifecycle.

Finance and Investment Division
should develop a RACI which
defines roles and responsibilities
in relation to the core budget
processes. This RACI should
support end to end process
documentation and will assist in
driving accountability and
divisional ownership in ensuring
budget figures are reported on
accurately.

The Finance and Investment Division through its annual operating plan cycle, is developing a
RACI for the division which it will formally publish on its intranet page and also socialise
through ‘roadshows’ on the annual budget process.
Increased business
awareness and
understanding of
end to end
financial budget
management
requirements

Tactical
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Good Idea: Establish a RMS Team equivalent to TfNSW Federal Government Team

14

TfNSW has a dedicated team in charge of
liaising with Federal Government on
obtaining federal funding required for its
operations.
Approximately 40% of the Capex budget is
funded through the Federal budget. The
Investment branch currently perform a
coordination role with the TfNSW Federal
Government team to agree cash flows and
Federal claim submissions, however there is
no formalised Federal role within Investment
branch.

Supported
Investment branch should
consider implementing a
dedicated Federal Government
coordination role within the
team to liaise with TfNSW and
manage the cash flow and claim
submission for Federal budget
funding.

Improved RMS
position with
regards to federal
funding
negotiations

Strategic

Investment branch has appointed KPMG to look into the Federal activities in line with OneRMS
operating principles and advise a complying RACI to complete the activities effectively and
efficiently. Based on the RACI adequate resourcing will be planned. This phase is planned to be
completed in the next quarter following which RMS will work with TfNSW to streamline the
processes.

Good Idea: Implement training on the use of Equip

15

The Equip implementation team are due to
be disbanded early 2018. As such, there is a
need to revisit employee training needs on
the use of Equip. Management advised that
the uptake on the use of Equip has been
varied with many divisions choosing to
perform budget setting and forecasting
outside the system in locally managed
spreadsheets.

Equip induction and refresh
training should be rolled out to
divisional project teams to
promote the use of Equip as the
‘single source of truth’ for
budgeting and reporting.

Promoting Equip
as the single
source of truth

Strategic

Supported. Instructor led training modules are provided centrally through TfNSW at a Cluster
level to all RMS employees. Training of Equip continues to be promoted as a core requirement
for financial reporting and management in RMS.
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THE ROLE OF THE AUDITOR-GENERAL
The roles and responsibilities of the AuditorGeneral, and hence the Audit Office, are set
out in the Public Finance and Audit Act 1983
and the Local Government Act 1993.
GPO Box 12
Sydney NSW 2001

We conduct financial or ‘attest’ audits of
State public sector and local government
entities’ financial statements. We also
audit the Total State Sector Accounts, a
consolidation of all agencies’ accounts.
Financial audits are designed to add
credibility to financial statements, enhancing
their value to end-users. Also, the existence
of such audits provides a constant stimulus
to entities to ensure sound financial
management.
Following a financial audit the Audit Office
issues a variety of reports to entities and
reports periodically to parliament. In
combination these reports give opinions on
the truth and fairness of financial statements,
and comment on entity compliance with
certain laws, regulations and government
directives. They may comment on
financial prudence, probity and waste, and
recommend operational improvements.
We also conduct performance audits.
These examine whether an entity is carrying
out its activities effectively and doing
so economically and efficiently and in
compliance with relevant laws. Audits may
cover all or parts of an entity’s operations, or
consider particular issues across a number
of entities.

The Legislative Assembly
Parliament House
Sydney NSW 2000

The Legislative Council
Parliament House
Sydney NSW 2000

In accordance with section 52A of the Public
Finance and Audit Act 1983, I present a report titled
‘Transport 2018’.

Margaret Crawford
Auditor-General
28 November 2018

As well as financial and performance audits,
the Auditor-General carries out special
reviews and compliance engagements.
Performance audits are reported separately,
with all other audits included in one of the
regular volumes of the Auditor-General’s
Reports to Parliament – Financial Audits.
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Section one
Transport 2018
This report analyses the results of our audits of the Transport
cluster agencies for the year ended 30 June 2018.
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Executive summary
This report analyses the results of our audits of financial statements of the Transport cluster for the
year ended 30 June 2018. The table below summarises our key observations.

1.

Financial reporting

Audit opinions

Unqualified audit opinions were issued on the 2017–18 financial
statements of all agencies in the Transport cluster.

Valuation of assets

Asset valuations are complex and continue to create challenges.
The Transport cluster has a large geographically dispersed asset
base, requiring significant resources, judgement and estimation
techniques to determine fair values. Although agencies complied
with the requirements of the accounting standards and Treasury
policies on valuations, we identified some opportunities for
improvements at Roads and Maritime Services (RMS).
RMS incorporated data from its asset condition assessments for the
first time in the valuation methodology which improved the valuation
outcome. Overall, we were satisfied with the valuation methodology
and key assumptions, but we noted some deficiencies in the asset
data in relation to asset component unit rates and old condition data
for some components of assets.
Also, a bypass and tunnel were incorrectly excluded from RMS
records and valuation process since 2013. This resulted in an
increase for these assets’ value by $133 million.

Revenue growth

Transport agencies’ revenue growth increased at a higher rate than
patronage. Public transport passenger revenue increased by
$114 million (8.3 per cent) in 2017–18, and patronage increased by
37.1 million (5.1 per cent) across all modes of transport based on
data provided by Transport for NSW (TfNSW).

Negative Opal Cards

Negative balance Opal Cards resulted in $3.8 million in revenue not
collected in 2017–18 ($7.8 million since the introduction of Opal).

Cost recovery

Overall cost recovery from public transport users (on rail and State
Transit Authority of New South Wales (STA) bus services)
decreased from 23.2 per cent to 22.4 per cent between 2016–17
and 2017–18. The main reason for the decrease is due to
expenditure increasing at a faster rate than revenue in 2017–18.

2.

Audit observations

Internal controls

There was an increase in findings on internal controls across the
Transport cluster. Key themes related to information technology,
employee leave entitlements and asset management.

Write-off of assets

The Transport cluster wrote-off over $200 million of assets which
were replaced by new assets or technology.
Majority of this asset write-off was reported by RMS, with
$199 million relating to the write-off of existing roads, bridges,
maritime assets, traffic signals and controls network replaced during
the year.

1
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Transport Asset Holding Entity
(TAHE)

TAHE has been established to be a dedicated asset manager for
the delivery of public transport asset management. The Transport
Administration Amendment (Transport Entities) Act 2017 will
convert RailCorp into TAHE. RailCorp is expected to transition to
TAHE from 1 July 2019. Several working groups are considering
different aspects of the TAHE transition including its status as a forprofit Public Trading Enterprise and which assets to transfer to
TAHE.

Maintenance

Agencies in the transport cluster do not have a consistent approach
to managing maintenance.
Some transport agencies estimate backlog maintenance while
others do not quantify it. Individual agencies define and report on
backlog maintenance in an inconsistent manner.
A maintenance backlog is the estimated cost to bring infrastructure,
buildings and other structures to a defined standard, measured at a
point in time. Postponing maintenance can lead to more costly and
extensive maintenance.
TfNSW advised it is liaising with Infrastructure NSW to develop a
consistent definition of maintenance backlog across all transport
service providers.
Similarly, not all agencies monitor unplanned maintenance across
the Transport cluster. Unplanned maintenance can be more
expensive than planned maintenance. TfNSW should develop a
consistent approach to define, monitor and track unplanned
maintenance across the cluster.

2
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1. Introduction
This report provides Parliament and other users of the Transport cluster’s financial statements with
the results of our audits, our observations, analysis, conclusions and recommendations in the
following areas:

1.1

•

financial reporting

•

audit observations.

Snapshot of the cluster
Transport for NSW (TfNSW) is the lead agency in the Transport cluster. It is responsible for the
coordination, funding allocation, policy and planning and other delivery functions for transport
services.
TfNSW is controlled by the Department of Transport (the Department). The Department does not
control the Chief Investigator of the Office of Transport Safety Investigations (OTSI) or the Port
Authority of New South Wales.

Department
Total assets: $160 billion

Total revenue: $18.5 billion

Total liabilities: $12.6 billion

Total expenses: $13.0 billion

Agencies

Investigator

Ports

Notes:
1

TfNSW includes Transport Service of New South Wales (Transport Service).

2

All NSW TrainLink services are provided by the NSW Government through an overarching entity: NSW Trains.

3

Total revenue and expenses include gains and losses.

4

The Residual Transport Corporation was also established effective 1 July 2017. Financial statements were not submitted for audit and Transport
advises that the entity did not trade.

3
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1.2

Changes to the cluster
Effective from 1 July 2017, the Transport Administration Amendment (Transport Entities) Act 2017:
•

established a new entity, Residual Transport Corporation New South Wales (RTC), to hold,
manage, operate and maintain transport assets vested in or owned by it. RTC is controlled
by TfNSW

•

established Sydney Trains and NSW Trains as stand-alone entities. Previously Sydney
Trains and NSW Trains were subsidiary corporations of Rail Corporation New South Wales
(RailCorp).

The Transport cluster was also impacted by the Transport Administration Amendment (Sydney
Metro) Act 2018. Effective from 1 July 2018 the amendment established a new entity, Sydney
Metro. Sydney Metro will be responsible for delivering metro passenger services and developing
land around the metro stations, depots and stabling yards.

1.3

Operational snapshot

Notes:
a

Bus passenger journeys and passenger revenue include STA and private bus operators. Government funding represents the net contract
payments to STA and private bus operators. Net assets and total expenses relate to STA only.

b

Total expenses and net assets relate to Sydney Ferries only. Government funding represents the net contract payments to the private operator.
Passenger revenue is retained by the private operator.

c

Relates to Sydney Trains, NSW Trains and RailCorp only, Total expenses exclude inter-rail transactions. Excludes all light rail results. TfNSW
manages some rail assets and metro rail projects. The value of these assets and the associated government funding received is not included.
Government funding includes cash equity injections.

d

Collections consists of license and registration fees, stamp duty, motor vehicle weight tax, and fines and other revenue collected by RMS from
road users which is predominantly paid to NSW Treasury.

Source:
*

Transport agencies' financial statements audited. Total expenses include other losses.

**

Information from transport agencies (unaudited).
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2. Financial reporting
Financial reporting is an important element of good governance. Confidence and transparency in
public sector decision making are enhanced when financial reporting is accurate and timely.
This chapter outlines our audit observations related to the financial reporting of agencies in the
Transport cluster for 2018.
Observation

Conclusions and recommendations

2.1 Quality of financial reporting
Unqualified audit opinions were
issued for all agencies' financial
statements.

Sufficient audit evidence was obtained to conclude the financial
statements were free of material misstatement.

2.2 Key accounting issues
Valuation of assets continues to
create challenges. Although
agencies complied with the
requirements of the accounting
standards and Treasury policies on
valuations, we identified some
opportunities for improvements at
RMS.

RMS incorporated data from its asset condition assessments for
the first time in the valuation methodology which improved the
valuation outcome. Overall, we were satisfied with the valuation
methodology and key assumptions, but we noted some
deficiencies in the asset data in relation to asset component unit
rates and old condition data for some components of assets.
Also, a bypass and tunnel were incorrectly excluded from RMS
records and valuation process since 2013. This resulted in an
increase for these assets’ value by $133 million.
The valuation inputs for Wetlands and Moorings were revised this
year to better reflect the assets' characteristics resulting in a
$98.0 million increase.

2.3 Timeliness of financial reporting
Residual Transport Corporation did
not submit its financial statements
by the statutory reporting deadline.

Residual Transport Corporation remained a dormant entity with no
transactions for the year ended 30 June 2018.

With the exception of Residual
Transport Corporation, all agencies
completed early close procedures
and submitted financial statements
within statutory timeframes.

Early close procedures allow financial reporting issues and risks to
be addressed early in the reporting and audit process.

2.4 Financial sustainability
NSW Trains and the Chief
Investigator of the Office of
Transport Safety Investigations
reported negative net assets of
$75.7 million and $89,000
respectively at 30 June 2018.

NSW Trains and the Chief Investigator of the Office of Transport
Safety Investigations continue to require letters of financial support
to confirm their ability to pay liabilities as they fall due.

2.5 Passenger revenue and patronage
Transport agencies revenue growth
increased at a higher rate than
patronage.

Public transport passenger revenue increased by $114 million
(8.3 per cent) in 2017–18, and patronage increased by 37.1 million
(5.1 per cent) across all modes of transport based on data
provided by TfNSW.

5
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Observation

Conclusions and recommendations

Negative balance Opal Cards
resulted in $3.8 million in revenue
not collected in 2017–18 and
$7.8 million since the introduction of
Opal. A total of 1.1 million Opal
cards issued since its introduction
have negative balances.

Transport for NSW advised it is liaising with the ticketing vendor to
implement system changes and are investigating other ways to
reduce the occurrences.

2.6 Cost recovery from public transport users
Overall cost recovery from users has
decreased.

2.1

Overall cost recovery from public transport users (on rail and bus
services by STA) decreased from 23.2 per cent to 22.4 per cent
between 2016–17 and 2017–18. The main reason for the
decrease is due to expenditure increasing at a faster rate than
revenue in 2017–18.

Quality of financial reporting
Audit opinions
Unqualified audit opinions were issued for all agencies' financial statements
Unqualified audit opinions were issued for all 30 June 2018 financial reports that were submitted for
audit. While financial reporting has improved across the cluster, valuation of assets continues to
create challenges. There were some issues with asset valuations at Roads and Maritime Services
(RMS) as discussed below.

2.2

Key accounting issues
Valuation of Infrastructure Assets
Asset valuations are complex. The Transport cluster has a large, geographically dispersed asset
base, requiring significant resources, judgement and estimation techniques to determine fair
values. Each year agencies perform a full revaluation of specific classes of its assets with all asset
classes subject to a full revaluation over a 5-year period. Although overall agencies complied with
the requirements of the accounting standards and Treasury policies on valuations, we identified
some opportunities for improvements at RMS.
Comprehensive valuation for roads and bridges identified some data limitations
RMS incorporated data from its asset condition assessments for the first time in the valuation
methodology in accordance with the accounting standards and Treasury policy requirements. This
improved the valuation outcome by reflecting improvements in asset condition over the years. It
resulted in an increase in the assets' remaining useful lives and an increment to value of the asset.
We were satisfied with the overall valuation methodology and key assumptions, but we noted some
deficiencies in the asset data in relation to asset component unit rates and old condition data for
some components of assets. Some elements of condition data used in the valuation process dated
back to 2010 and some assets did not have recent unit rates available to calculate replacement
costs.
Also, a bypass and tunnel were incorrectly excluded from RMS records and valuation process
since 2013. This resulted in an increase for these assets’ value by $133 million.
Valuation basis for Wetlands and Moorings changed resulting in a $98 million increase
RMS engaged an independent valuer to perform a revaluation of moorings and wetland assets
using an income approach in 2017–18. Our review of the valuation noted some inputs, including
the projected cash flow periods and the discount rate, did not adequately reflect the assets’
characteristics. Subsequent to our concerns, the valuer revised the valuation resulting in an
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increment of $98 million. RMS further engaged a peer review by a second independent valuer to
ensure wetland and moorings assets were recorded at fair value. The total fair value of Maritime
assets at 30 June 2018 was $801 million.

New accounting standards
The Australian Accounting Standards Board has issued new accounting standards effective in
future financial years and include:
•

AASB 9 Financial instruments

•

AASB 15 Revenue from Contracts with customers

•

AASB 16 Leases

•

AASB 1058 Income of Not-For-Profit Entities

•

AASB 1059 Service Concession Arrangements: Grantors.

Agencies across the cluster have established working groups to prepare for the implementation of
the new accounting standards effective from 1 July 2019. As at 30 June 2018, agencies had not
quantified the impact of these standards.

2.3

Timeliness of financial reporting
Most agencies complied with their statutory financial reporting timeframes
Timely financial reporting is essential for sound financial management, effective decision making
and improving public accountability. All agencies complied with the statutory timeframe for
completion of early close procedures. With the exception of Residual Transport Corporation (RTC),
all Transport cluster agencies submitted financial statements on time in accordance with Treasury
Circular 18-06 'Agency guidelines for the 2017–18 Mandatory Annual Returns to Treasury'.
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Timeliness of financial reporting
Cluster agencies

Early close
procedures

Financial
statements

Audit
report

Principal Department
Department of Transport
Agencies related to the Department
Transport for NSW

^

NSW Trains
Rail Corporation New South Wales
Roads and Maritime Services
State Transit Authority
Sydney Ferries
Sydney Trains
Chief Investigator of the Office of Transport Safety
Investigations
Transport Service of New South Wales

^

Port Authority of New South Wales
Residual Transport Corporation
Key

Statutory reporting deadline was met

#
Statutory reporting deadline was not met

^

The Audit Office did not issue the opinion on the Transport for NSW and Transport Service of New South Wales financial statements by the
statutory deadline. This was due to additional work required to audit the guarantee arrangement and contingent liabilities for the CBD and South
East Light Rail project.

#

An audit opinion for the Residual Transport Corporation was not issued as the financial statements were not prepared.

Residual Transport Corporation did not submit its financial statements by the statutory
reporting deadline
RTC did not submit financial statements. RTC was established on 1 July 2017. The Public Finance
and Audit Act 1983 required RTC to submit financial statements for audit for the year ended
30 June 2018 by 13 August 2018. The RTC did not submit financial statements on the basis that it
remained a dormant entity with no transactions for the year ended 30 June 2018.

2.4

Financial sustainability
Letters of financial support
NSW Trains and Chief Investigator of the Office of Transport Safety Investigations require
letters of financial support to continue to report as a going concern
NSW Trains and OTSI continue to require letters of financial support to confirm their ability to pay
liabilities as they fall due.
NSW Trains and OTSI reported negative net assets of $75.7 million and $89,000 respectively at
30 June 2018 ($64.1 million and $55,000 as at 30 June 2017). These entities receive grants from
TfNSW on a year on year basis.
While not requiring a letter of financial support, Sydney Trains reported an operating loss of
$217 million for the year ended 30 June 2018 ($164 million). Future operating losses may erode its
reported net assets of $480 million at 30 June 2018 ($689 million).
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2.5

Passenger revenue and patronage
Transport agencies revenue growth increased at a higher rate than patronage
Public transport passenger revenue increased by $114 million (8.3 per cent) in 2017–18, and
reported patronage increased by 37.1 million (5.1 per cent) across all modes of transport.
The continuing rise in patronage can increase pressure on public transport punctuality.
Rail continues to be the most used mode of public transport earning 66.0 per cent of total 2017–18
passenger revenue, similar to 2016–17. It also accounted for 53.1 per cent of total public transport
patronage in both 2017–18 and 2016–17.
Passenger revenue and patronage by transport mode
Passenger revenue***
Year ended 30 June

2018

2017

Mode of public transport

$m

$m

Rail

977

Buses*

Movement

Patronage****

Movement

2018

2017

%

million
trips

million
trips

%

896

9.0

405.9

385.9^

5.2

440

409

7.6

332.0

315.6

5.2

Ferries**

52

50

4.0

16.4

16.0

2.5

Light rail

11

11

--

10.3

10.0

3.0

1,480

1,366

8.3

764.6

727.5

5.1

Total passenger revenue
and patronage from
public transport
*

Passenger revenue for STA and private bus operators.

**

Passenger revenue did not include Newcastle Ferries.

^

Rail patronage for 2016–17 did not include 1.7 million trips for NSW Trains Regional patronage.

Source:
***

Financial statements (audited) and information from TfNSW (unaudited). Revenue excludes those collected by private operators where they set
the fares.

****

Information from TfNSW (unaudited).

Negative balance Opal cards resulted in $3.8 million in revenue not collected
The total number of Opal cards with negative balances increased from 776,771 as at 30 June 2017
to 1.1 million as at 30 June 2018. Negative balance Opal cards resulted in $3.8 million in revenue
not collected during 2017–18 ($2.6 million during 2016–17). While this represents less than
0.3 per cent (0.2 per cent) of total annual passenger revenue during 2017–18, the total balance of
lost revenue will continue to grow over time. TfNSW advise the cumulative balance of negative
balance Opal Cards is $7.8 million as at 30 June 2018.
Approximately $200,000, has been recovered from prior year balances.
If a passenger’s card has the minimum value when they tap on they will be able to tap off and the
card will go into a negative balance. Revenue from unregistered Opal cards with negative balances
cannot be recovered unless the passenger tops-up the card.
TfNSW advised it is liaising with the ticketing vendor to implement system changes and are
investigating other ways to reduce the occurrences.
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Opal reader breakdowns are reducing
Data provided by TfNSW indicate there were over 2,500 Opal reader breakdowns during the year.
Over 2,000 of the breakdowns were on buses. The risk of revenue loss is minimised on most
modes of transport as there are multiple readers in each location to use if there is a breakdown.
However, Opal reader breakdowns on buses can lead to loss of revenue as passengers are unable
to tap on these buses.
There has been a reduction in Opal reader breakdowns reported by TfNSW year on year, reducing
from over 14,700 total breakdowns in 2014–15.

2.6

Cost recovery from public transport users
Cost recovery has decreased slightly
The overall cost recovery from public transport users (on rail and bus services provided by STA)
decreased from 23.2 per cent to 22.4 per cent between 2016–17 and 2017–18. This is calculated
based on revenue from customers and the cost to government of providing services. The main
reason for the decrease is due to expenditure increasing at a faster rate than revenue in 2017–18.
The following modes of public transportation have not been included in our analysis as they are
operated under contract by private operators and we have not audited the financial information:
•

bus services operated under private contract

•

light rail services

•

Sydney Ferries.

Cost recoveries for rail and STA bus services are shown below.
Cost recovery
Buses

Rail

(STA only)

Year ended 30 June

2018

2017

2018

2017**

Cost of services per passenger journey ($)

12.8

12.2

3.1

2.9

Passenger revenue per passenger journey ($)

2.5

2.4

1.5

1.5

Net cost per passenger journey ($)*

10.3

9.8

1.6

1.4

Cost recovery from users (%)

19.2

19.7

47.9

51.2

*

The net cost per passenger journey represents the amount subsidised by taxpayers through government contributions. Patronage includes
untapped estimates such as for school students but excludes estimates for fare evasion.

**

Excludes Newcastle services which were privately operated in 2017–18. Includes $43.2 million actuarial adjustment.

Source: Passenger information from TfNSW (unaudited).

2.7

Analysis of financial information
Department of Transport Consolidation
The Department is a not-for-profit NSW Government entity which controls all transport agencies in
the Transport cluster, except OTSI and the Port Authority of New South Wales. The controlled
entities are consolidated in the financial statements of the Department.
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The Department's abridged consolidated financial information is shown below.

Total expenses
Variance%

2018 ($m)

$12,151

2017 ($m)

9.6%

$11,082

Total revenue
Variance%

2018 ($m)

$18,352

2017 ($m)

11.6%

$16,448

Includes:
• increase in depreciation expense of $356
million due to escalation in carrying values
of road and rail infrastructure assets
• increase in grants and subsidies of $151
million due to service roads and bridges
transferred to local councils by RMS
following an increase in construction
activities this year.

Includes:
• increase in grants and contributions
received for Sydney Metro from Urban
Growth ($160 million), RMS Capital Works
and Northern Beaches B Line grants from
Crown Entity ($449 million)
• increase in appropriations due to
additional funding for total RMS grants
($1.2 billion).

Other losses
Variance%

2018 ($m)

$(348)

2017 ($m)

46.5%
11%

$(651)

Other losses decreased due to a one-off
$180 million reduction in the fair value of
finance lease buses recognised in the
net result in 2016–17.

Net result
Variance%

2018 ($m)

$5,852

2017 ($m)

24.1%

$4,715

Total assets
Variance%

2018 ($m)

$159,359

2017 ($m)

11%

$143,561

Net result increased due to an increase
in total revenue of $1.9 billion partially
offset by an increase in expenses of $1.1
billion in 2017–18.

Includes:
• purchase of assets, which included
$4 billion for rail systems and
$4 billion for roads and maritime
system assets.
• increases from asset revaluations
($8.5 billion).

Total liabilities
Variance%

2018 ($m)

$12,272

2017 ($m)

3.5%

$11,855

Increase in total liabilities is mostly
attributed to obligations relating to
compulsory acquisitions by RMS of $137
million.

11
NSW Auditor-General's Report to Parliament | Transport 2018 | Financial reporting

640

E18_0736 AS-10-002-PR-0033

3. Audit observations
Appropriate financial controls help ensure the efficient and effective use of resources and
administration of agency policies. They are essential for quality and timely decision making.
This chapter outlines our observations and insights from:
•

our financial statement audits of agencies in the Transport cluster for 2018

•

the areas of focus identified in the Audit Office Annual Work Program.

The Audit Office Annual Work Program provides a summary of all audits to be conducted within the
proposed time period as well as detailed information on the areas of focus for each of the NSW
Government clusters.
Observation

Conclusions and recommendations

3.1 Internal controls
There was an increase in findings on
internal controls across the
Transport cluster.

Key themes related to information technology, employee leave
entitlements and asset management. Eighteen per cent of all
issues were repeat issues.

3.2 Audit Office Annual Work Program

3.1

The Transport cluster wrote-off over
$200 million of assets which were
replaced by new assets or
technology.

Majority of this write-off was recognised by RMS, with $199 million
relating to the write-off of existing assets which have been
replaced during the year.

RailCorp is expected to convert to
TAHE from 1 July 2019.

Several working groups are considering different aspects of the
TAHE transition including its status as a for-profit Public Trading
Enterprise and which assets to transfer to TAHE. We will continue
to monitor developments on TAHE for any impact to the financial
statements.

RMS' estimated maintenance
backlog at 30 June 2018 of
$3.4 billion is lower than last year.
Sydney Trains' estimated
maintenance backlog at
30 June 2018 increased by
20.6 per cent to $434 million. TfNSW
does not quantify its backlog
maintenance.

TfNSW advised it is liaising with Infrastructure NSW to develop a
consistent definition of maintenance backlog across all transport
service providers.

Not all agencies monitor unplanned
maintenance across the Transport
cluster.

Unplanned maintenance can be more expensive than planned
maintenance. TfNSW should develop a consistent approach to
define, monitor and track unplanned maintenance across the
cluster.

Internal controls
Key themes identified on internal controls related to information technology, employee
leave entitlements and asset management
Breakdowns and weaknesses in internal controls increase the risk of fraud and error. We report
deficiencies in internal controls, matters of governance interest and unresolved issues identified to
management and those charged with governance. We do this through our Management Letters,
which include our observations, related implications, recommendations and risk ratings.
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There were 61 unique management letter findings raised across the cluster, compared to 56 in
2016–17. Eighteen per cent of all issues were repeat issues.
The table below describes the common issues identified in the Transport cluster by category and
risk rating.
Category
Information
technology

Risk rating *
Moderate:
17 new, 5 repeat
Low:
5 new, 3 repeat

Operational
deficiencies or
improvements

Financial reporting

Moderate:
7 new, 1 repeat
Low:
3 new, 1 repeat

Moderate:
5 new
Low:
5 new, 1 repeat

Compliance with key
legislation and/or
policies

Issue
The financial audits identified 30 unique
opportunities for agencies to improve
information technology (IT) processes and
controls that support the integrity of
financial data used to prepare agencies’
financial statements. The audits noted
issues associated with:
•

user access administration

•

privileged user activities.

The financial audits identified internal
control weaknesses across key business
processes, including:
•

delays in capitalising completed capital
works

•

review of capitalised expenditure

•

data entry of timesheets.

The financial audits identified opportunities
for agencies to strengthen financial
reporting, including:
•

completeness of heritage asset
register

•

review of long outstanding accruals.

Moderate:
2 new

The financial audits identified compliance
matters including:

Low:
6 new

•

employee leave issues

•

review of policies.

High risk from the consequence and/or likelihood of an event that has had, or may have a negative impact on the entity.
Moderate risk from the consequence and/or likelihood of an event that has had, or may have a negative impact on the entity.
Low risk from the consequence and/or likelihood of an event that has had, or may have a negative impact on the entity.
Note: Management letter findings are based on final management letters issued to agencies.
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The graph below shows 49 per cent of reported deficiencies were information technology related.
The remaining matters were split between operational (20 per cent), financial reporting
(18 per cent) and non-compliance with key legislation and/or policies (13 per cent).
Management letter points

Operational
12
(20%)

Information
technology
30
(49%)
Compliance
8
(13%)

Reporting
11
(18%)
Source: Audit Office management letters.

Rectifying certain IT deficiencies can take longer than rectifying other control deficiencies. IT fixes
may require program changes, system testing and interruptions to services, However, until they are
addressed, vulnerabilities may be exploited by internal and external parties and pose a threat to
agencies.

3.2

Audit Office Annual Work Program
Each year our financial audits examine a small number of specific topics across agencies. We
determine which topics to consider by looking for opportunities to improve public-sector
accountability, governance and administration. We also consider the risks and challenges to
reporting the true financial position and performance of the State and how these may be addressed
during our audits.
Risks and challenges that may impact on financial reporting of the Transport cluster agencies this
year include:
•

Write-off of assets

•

Transport Asset Holding Entity (TAHE)

•

Project Management

•

Maintenance.

Project management, identified in the work program, has been reported in the Service delivery
chapter.
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Write-off of assets
The Transport cluster wrote-off over $200 million of assets which were replaced by new
assets or technology
Digital and technological advances could disrupt traditional service delivery models and the useful
lives of traditional transport assets. Changing safety expectations and design specifications can
also lead to asset useful lives being shortened. As part of our annual work program, we reviewed
Transport’s identification of impaired assets and remaining useful life assessment in the context of
this changing environment.
RMS recognised a write-off of $199 million for the year ended 30 June 2018 ($263 million at
30 June 2017). The write-off related to roads, bridges, maritime assets, traffic signals and controls
network. These relate to new infrastructure assets constructed that substantially replaced an
existing asset. The capitalised value of the original asset is written off.
RailCorp accelerated the depreciation of some assets on the Epping Chatswood Rail Line to writeoff these assets as part of the conversion to the new automated metro rail system. The assets
included signalling equipment, and certain substation and operational technology assets.
TfNSW recorded a loss on disposal of their intangibles of $22.0 million as a result of the upgrades
to their websites.

Transport Asset Holding Entity (TAHE)
RailCorp will convert to TAHE
TAHE has been established to be a dedicated asset manager for the delivery of public transport
asset management. TAHE was announced in the 2015–16 State Budget. TAHE is proposed to be
a commercial for-profit Public Trading Entity that will provide a commercial return to its
shareholders. The 2015–16 State Budget papers explained the impact of TAHE on the budget.
The Transport Administration Amendment (Transport Entities) Act 2017 will convert RailCorp into
TAHE. RailCorp is expected to transition to TAHE from 1 July 2019. The transfer of public transport
assets to TAHE is expected to occur over the next few years.
There are milestones planned for transferring assets to TAHE. Several working groups are
considering different aspects of the TAHE transition including its status as a for-profit Public
Trading Enterprise, which assets to transfer to TAHE, and which ones to retain in existing transport
agencies.
We will continue to monitor developments on TAHE for any impact to the financial statements.

Maintenance
Our financial audit included a review of maintenance and asset management at RMS, Sydney
Trains, TfNSW and STA. The review included backlog maintenance and levels of unplanned
maintenance. Agencies in the Transport cluster do not have a consistent approach to estimate
backlog maintenance and monitor unplanned maintenance.
TfNSW is currently establishing a consistent definition for backlog maintenance
A maintenance backlog is the estimated cost to bring infrastructure, buildings and other structures
to a defined standard, measured at a point in time.

15
NSW Auditor-General's Report to Parliament | Transport 2018 | Audit observations

644

E18_0736 AS-10-002-PR-0033

Agency 2017–18
Backlog maintenance

Agency 2016–17

RMS

Sydney Trains*

RMS

Sydney Trains*

3.4

0.4

3.7

0.4

Total value of assets requiring
maintenance (gross) ($b)

115.3

62.7

114.8

60.7

Total value of assets requiring
maintenance (net) ($b)

88.4

29.1

78.8

28.1

% Gross

2.9

0.7

3.2

0.6

% Net

3.8

1.5

4.7

1.3

Amount ($b)

Notes:
1

TfNSW does not quantify maintenance backlog.

2

STA did not report any maintenance backlog in 2016–17 and 2017–18.

*

Sydney Trains maintains the network of assets owned by RailCorp and charges NSW Trains for their portion of the cost.

RMS’ estimated maintenance backlog at 30 June 2018 of $3.4 billion is lower than last year. RMS
backlog maintenance remains the highest in the cluster. RMS advises the current level of
pavement backlog is manageable and meets the minimum network condition which has been set to
manage risks to assets and services at an acceptable level.
Sydney Trains’ estimated maintenance backlog at 30 June 2018 increased by 20.6 per cent from
$360 million to $434 million.
STA did not report any maintenance backlog at 30 June 2018 as it does not manage any transport
infrastructure.
TfNSW does not quantify its backlog maintenance, mainly relating to its Country Rail Network
infrastructure assets. It advised it is liaising with:
•

Infrastructure NSW to develop a consistent definition of maintenance backlog across all
transport service providers

•

Transport for Victoria in benchmarking asset management practices.

Individual agencies define and report on backlog maintenance in an inconsistent manner.
Backlog maintenance can indicate that maintenance tasks to repair or prevent equipment failures,
or to maintain asset condition at a defined standard have not been completed. Asset maintenance
is essential to ensure the optimal management of physical assets to maximise value. Postponing
maintenance can lead to more costly and extensive maintenance.
Not all agencies monitor unplanned maintenance across the Transport cluster
The agencies differ in the approach for monitoring unplanned maintenance across the Transport
cluster. Levels of unplanned maintenance are not formally reported on by all Transport cluster
entities (except RMS). TfNSW does not actively monitor levels of unplanned maintenance.
Unplanned maintenance can be more expensive than planned maintenance.
TfNSW should consider developing a consistent approach to define, monitor and track unplanned
maintenance across the cluster.
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4. Service delivery
This chapter outlines certain service delivery outcomes for 2017–18. The data on activity levels and
performance is provided by Cluster agencies. The Audit Office does not have a specific mandate to
audit performance information. Accordingly, the information in this chapter is unaudited.
We report this information on service delivery to provide additional context to understand the
operations of the Transport cluster and to collate and present service information for different
modes of transport in one report.
In our recent performance audit, Progress and measurement of Premier's Priorities, we identified
12 limitations of performance measurement and performance data. We recommended that the
Department of Premier and Cabinet ensure that processes to check and verify data are in place for
all agency data sources.

4.1

Punctuality
Ensuring on-time running of public transport is a NSW Government State Priority. Public transport
services in Sydney are crucial in getting customers to their destinations. Although Sydney is
undergoing significant infrastructure construction, public transport services must continue to be
punctual.
In November 2017, timetable changes were introduced across the public transport network to
address risks arising from patronage growth and potential capacity and punctuality issues. This
change added 8,600 new weekly train, bus and ferry services.
There are various mobile applications available to help the public with real time punctuality
information. For details on these applications, refer to TfNSW's website at
https://transportnsw.info/apps.

Rail
TfNSW considers a train service is punctual if it stops at all stations as specified in the timetable
and arrives at its destination no later than the time shown in the timetable plus an on-time
tolerance. The tolerance is five minutes for suburban services, six minutes for intercity services and
10 minutes for regional services.
The punctuality target is 92 per cent for suburban and intercity services and 78 per cent for regional
services. The targets apply to trains arriving into Sydney CBD during the morning peak (6 am to 10
am) and departing Sydney CBD during the afternoon peak (3 pm to 7 pm).
The 2017 performance audit 'Passenger Rail Punctuality' found rail agencies are well placed to
manage the forecast increase in passengers up to 2019. Based on forecast patronage increases,
the rail agencies will find it hard to maintain punctuality after 2019 unless the capacity of the
network to carry trains and people is increased significantly. If recent higher than forecast
patronage growth continues, the network may struggle to maintain punctuality before 2019.
TfNSW advised it has undertaken work on developing strategies to increase capacity and maintain
punctuality after 2019. Given the likely lead times involved with major infrastructure projects, there
remains a significant risk of poor punctuality after 2019.
Performance results and targets for rail services are shown in the table below.
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Rail punctuality
Target
Percentage Punctuality

Actual

2018

2018

2017

Year ended 30 June

(%)

(%)

(%)

Sydney Trains Suburban

92.0

91.6

93.4

NSW Trains Intercity

92.0

90.0

88.8

NSW Trains Regional

78.0

78.3

74.8

Source: Sydney Trains and NSW Trains (unaudited).

Sydney Trains' average punctuality was below target in 2017–18
Data provided by TfNSW indicate Sydney Trains achieved an average punctuality performance of
91.6 per cent against the target of 92.0 per cent. Sydney Trains report it exceeded the punctuality
target prior to the timetable change with on time running of 93.8 per cent of services. The average
punctuality performance fell to an average of 89.8 per cent after the timetable change.
Prior to the timetable change, three out of four train lines met the punctuality target. After the
timetable change, only one train line out of five met the punctuality target.
The chart below shows the performance of the train lines before and after the November 2017
timetable change against the target.
Punctuality (prior and post timetable change)*
100
90
80
70
60

% 50
40
30
20
10
0
T1 - North Shore, T2 - Inner West
& Leppington Line
Northern &
Western
Prior to timetable change

T3 - Bankstown
Line

T4 - Eastern
Suburbs
& Illawarra Line**

Post timetable change

T8 - Airport &
South Line***
Target

*

T5, T6 and T7 are running loop services that do not pass through Central, and are excluded from the punctuality calculation.

**

T4 did not have a timetable change.

***

T8 was introduced as part of the November 2017 timetable change by splitting the T2 line.

Source: TfNSW (unaudited).

NSW Trains' Intercity services punctuality was below target in 2017–18
Although punctuality improved compared to the previous year, meeting punctuality targets remains
a challenge for NSW Trains’ intercity services. Poor punctuality, especially during peak hours, may
result in overcrowding.
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Data provided by TfNSW indicate Intercity services were below punctuality targets. Intercity
services achieved an average punctuality performance of 90.0 per cent in 2017–18.
See below for the punctuality performance of intercity train services.
Intercity train services punctuality
100
90
80

Punctuality %

70
60
50
40
30
20
10
0
South Coast

Blue
Mountains
2018

Southern
Highlands
2017

2016

Hunter

Newcastle and
Central Coast

Target

Source: TfNSW (unaudited).

Punctuality performance dropped as low as 25 per cent during the year
For Sydney Trains services, data provided by TfNSW indicate morning peak suburban services
achieved an average punctuality performance of 94.0 per cent, which was above the target. The
morning punctuality performance ranged between 61.6 per cent and 100 per cent. Afternoon peak
suburban services achieved an average punctuality performance of 89.0 per cent, with a low of
25.4 per cent.
For NSW Trains intercity services, morning peak services achieved an average punctuality of
92.8 per cent, which was above the target. The morning punctuality performance ranged between
51.4 per cent and 100 per cent. Afternoon peak services achieved an average punctuality
performance of 87.0 per cent, with a low of 30.6 per cent.
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See below for the percentage of days that Suburban and Intercity services met the punctuality
target.
Peak surburban and intercity services performance
100
90
80

% of peaks

70
60
50
40
30
20
10
0
AM Peak

PM Peak
2017-18
Suburban

Percentage of days below target

AM Peak

PM Peak
2017-18
Intercity

Percentage of days above target

Source: TfNSW (unaudited).
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Buses
Three KPIs measure punctuality performance for all bus operators. A bus service is punctual if it is
at the bus stop at the timetabled time in accordance with the Contract parameter for on-time and is
measured at the start, middle and end of the trip.
GPS tracking is used to monitor bus punctuality. Therefore, untracked or cancelled bus services
are not included in the punctuality calculation. This is a change from reporting methodology in
previous years, where a cancelled bus was considered late. TfNSW monitors the data from
operators. Bus performance against cancellation targets are not publicly available.
The punctuality target for bus services is for 95.0 per cent of services to be on time according to
published timetables. With the current bus contracts, financial penalties can be imposed on private
bus operators if they do not meet punctuality targets at the start of the trip, but not if the middle or
end of the trip targets are not met. For contracts that have renewed or new contracts during
2017–18 and onwards, there are penalties for not meeting targets at the middle or end of the trip.
There are also penalties on the cancel rate of services under all private bus contracts.
The bus contracts do not impose financial penalties on STA for poor punctuality performance.
TfNSW advised one private operator incurred a financial penalty for punctuality in 2017–18.
Introduction of B-line buses
B-Line buses were introduced to operate between Mona Vale and Wynyard from November 2017.
Unlike other bus services, this service does not operate to a published timetable. B-Line buses are
considered punctual if they run within a 1.2 minute deviation of the planned frequency (on average
per month). TfNSW advise the results for January to June 2018 were within target.
STA did not meet punctuality targets
There are 14 bus service contracts in the Sydney metropolitan area and 12 bus service contracts in
the outer metropolitan area. STA provided services under four Sydney metropolitan contracts,
operating as Sydney Buses, while all other contracts are serviced by private bus operators.
During 2017–18, STA operated services for Sydney metropolitan contracts:
•

6 (Sydney Olympic Park, Burwood, Ashfield, Leichhardt, Campsie and Rockdale)

•

7 (North Sydney, Chatswood, Macquarie Park, Epping, Ryde and Parramatta)

•

8 (Palm Beach, Brookvale, Manly, Mosman and North Sydney)

•

9 (Bondi Junction, Randwick, Maroubra, Botany, Mascot and Surry Hills).

A private bus operator was awarded the contract to operate Contract 6 (Sydney Olympic Park,
Burwood, Ashfield, Leichhardt, Campsie and Rockdale) in the Sydney metropolitan area, originally
serviced by STA, from 1 July 2018.
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Data provided by TfNSW indicate, on average for the year, STA has not met the punctuality target
in any of its four metropolitan contracts for the last three years. The chart below shows STA's
average punctuality performance over the year for its four metropolitan contracts compared to the
target. While below target, average punctuality improved for three out of four STA contracts.
TfNSW measures punctuality performance monthly and the performance can vary month to month.
TfNSW advise STA has met punctuality targets on some months.
STA Contracts - Punctuality
96
95
94
93
92

%
91
90
89
88
87
Region 6

Region 7
2018

2017

Region 8
2016

Region 9

Target

Note: For details of regions covered by each bus contact refer to Appendix four.
Source: TfNSW (unaudited).

Data provided by TfNSW for the 2017–18 year indicate that except for Contract 2 (covering
Liverpool, Glenfield, Ingleburn, Bringelly and Hoxton Park), all other Sydney Metropolitan Contracts
managed by private bus operators met punctuality targets overall.
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The chart below shows punctuality performance for the last three years for Sydney Metropolitan
Bus Contract regions.
Private bus operators contracts (Sydney metropolitan) - Punctuality
100
98
96
94

%
92
90
88
86
Region 1 Region 2 Region 3 Region 4 Region 5 Region
10
2018

2017

Region
12

2016

Region
13

Region
14

Region
15

Target

Notes:
1

For details of regions covered by each bus contact refer to Appendix four.

2

Contract 11 routes were included in the new Contract 10 when it commenced on 1 January 2013.

3

From 1 July 2017 GPS tracking is used to monitor bus punctuality and cancelled buses are now excluded. As this is a change from the previous
methodology, the results may not be comparable to prior years.

Source: TfNSW (unaudited).

TfNSW advises bus punctuality targets are being met on all but one contract in Outer
Sydney Metropolitan Contracts
Data provided by TfNSW shows that in 2017–18, all contracts were above the target punctuality,
except for Newcastle Integrated Services Contract for bus services servicing the Newcastle area.
The punctuality for the Newcastle services decreased from just under target at 94 per cent in
2016–17 to 91 per cent in 2017–18.
A private bus operator was awarded a 10-year contract to operate Newcastle buses, originally
serviced by STA, from 1 July 2017.

Ferries
A ferry service is considered punctual if it departs from the service origin wharf within five minutes
of the timetable. The target for all services is 98.5 per cent.
Data provided by TfNSW indicates punctuality performance for ferry services in all service areas
has been above target for the past five years. In 2017–18, average performance in all areas was
99 per cent.
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Light rail
Light rail services are considered punctual if they run within a two-minute deviation of the planned
frequency. The target for all services is 90.0 per cent.
Light rail services did not meet punctuality targets in 2017–18
The Inner West Light Rail line provides services across two fare zones, between Central and
Dulwich Hill. Data provided by TfNSW indicate the average punctuality performance has fallen
below target compared to previous years at 87.2 per cent in 2017–18.
The CBD and South East Light Rail is a new light rail network for Sydney, currently under
construction. The new line will extend from Circular Quay along George Street to Central Station
and through Surry Hills to Moore Park. It will then proceed to Kensington and Kingsford via Anzac
Parade and Randwick via Alison Road and High Street.

4.2

Public transport capacity
Rail
Passenger crowding remains an issue in the AM peak
To measure crowding Sydney Trains uses a customer loading benchmark of 135 per cent of
seating capacity for each service. A load above the benchmark is the point beyond which
customers experience crowding and service dwell times (duration of stops at stations) which can
impact on-time-running.
Opal data is used to continuously estimate the customer load for all train services throughout the
year, through a model called ROAM (Rail Opal Assignment Model). This model was first used in
2016–17 and has been refined during the year.
While Opal data can continuously monitor the customer loads, TfNSW focuses on two periods of
the year to assess capacity. These periods are chosen as they represent a typical week and are
not impacted by events such as school holidays or public holidays.
The unaudited data relates to services arriving at Central Station between 8 am to 9 am and
departing between 5 pm to 6 pm in:
•

March 2018

•

September 2017.

In the September 2017 AM peak, two lines reported average passenger crowding above the
benchmark of 135 per cent loading:
•

T1 Northern via Strathfield

•

T1 Western.

This increased from September 2016, where only the T2 Inner West Line reported average
crowding above the benchmark.
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The graph below shows the variation in passenger capacity against the threshold, for
the September periods.
Rail passenger capacity - September AM peak
160
140
120
100

% 80
60
40
20
0

Sep-17

Sep-16

Threshold

Source: TfNSW (unaudited).

The results are publicly available on the Transport Open Data Hub website.
In March 2018, the average loading in the AM peak decreased by one per cent to 125 per cent,
down from 126 per cent in March 2017. Despite this, there were six lines where passenger
crowding was above the 135 per cent benchmark.
TfNSW advised the results for March 2018 are not comparable with March 2017 due to the
changes in the train service lines since the introduction of the new timetable.
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The graph below shows rail passenger capacity against the threshold for March 2018.
Rail passenger capacity - March 2018 AM peak
180
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100
%
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40
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0

Mar-18

Threshold

Source: TfNSW (unaudited).

Buses
Customers can use mobile applications to check capacity
There are no target measures on crowding for bus operators in any bus contract regions. Also, the
crowding information is not published for buses in any contract region.
Since September 2016, bus customers can use smart phone applications to see how full a bus is
before it arrives. This gives them the option to board or wait for the next service. The app uses
Opal data to give customers’ smartphones live information about seating availability when planning
trips.
In our last three Transport reports we recommended TfNSW develop target measures on crowding
for its bus operators in all regions. TfNSW advise that it is difficult for a generic measure to be
applied as crowding on routes where there are frequent bus services should be considered
differently to crowding on a less frequent service.
TfNSW use a model called BOAM (Bus Opal Assignment Model) to identify bus stops and bus
routes which experience high demand based on customer Opal taps. TfNSW advised it uses this to
assess and plan for changed service level (frequency), bus types and routes based on the
patronage demand.
The number of full buses decreased by over 1,100 since 2016–17
In line with 2016–17, TfNSW advises there were no reported capacity issues for Sydney
metropolitan bus service contracts one (Blacktown, Penrith, Richmond and Windsor) and 15
(Campbelltown, Narellan and Camden) during 2017–18. In contract area five (Lakemba, Mortdale,
Punchbowl and Roselands), there were two reported issues, up from none in the previous years.
Bus operators reported 8,801 full buses during 2017–18, down from 9,916 in 2016–17. This
measure means that customers were left behind.
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The graph below shows the number of full bus services per contract area.
Number of full bus services per contract area for year ended 30 June
Number of full bus services

Contract area
0

1,000

2,000

3,000

4,000

5,000

1 - Blacktown, Penrith, Richmond and Windsor
2- Liverpool, Glenfield, Ingleburn, Bringelly and Hoxton
Park
3 - Fairfield, Cabramatta, Liverpool and Wetherill Park
4 - Blacktown, Rouse Hill, Castle Hill, Dural and Parramatta
5 - Lakemba, Mortdale, Punchbowl and Roselands
6 - Sydney Olympic Park, Burwood, Ashfield, Leichhardt,
Campsie and Rockdale
7 - North Sydney, Chatswood, Macquarie Park, Epping,
Ryde and Parramatta
8 - Palm Beach, Brookvale, Manly, Mosman and North
Sydney
9 - Bondi Junction, Randwick, Maroubra, Botany, Mascot
and Surry Hills
10* - Hurstville, Miranda, Menai, Bankstown, Caringbah,
Cronulla and Kurnell
12 - Berowra, Hornsby, Gordon and Chatswood
13 - Parramatta, Burwood, Bankstown and Liverpool
14 - Chatswood, Belrose, Terrey Hills and St Ives
15 - Campbelltown, Narellan and Camden

2018
*

2017

2016

Contract 11 routes were included in the new Contract 10 when it commenced on 1 January 2013.

Source: TfNSW (unaudited).

TfNSW advise that Contract 14 includes one major corridor operating from Terrey Hills and
Frenchs Forest into the Sydney CBD with continued passenger growth. Contract three introduced
additional double decker buses to increase capacity.

Ferries
TfNSW advises that during the week examined in May 2018, ferry services on key routes during
the morning peak were below capacity.

4.3

Customer satisfaction
One of the New South Wales Premier’s Priorities is to improve government services by improving
customer satisfaction with key government services every year. In May 2018, interviewers engaged
by TfNSW gathered information on satisfaction levels by surveying over 16,000 randomly selected
customers on board all modes of public transport. TfNSW performs bi-annual customer satisfaction
surveys across public transport modes. The surveys ask the passenger for their opinion on their
current or most recent trip. The satisfaction levels on each mode rose from May 2017 to May 2018
for all modes of public transportation except for rail.
Between November 2012 and May 2018, the Transport Customer Satisfaction Index (TCSI)
showed overall customer satisfaction with all public transport modes improved from 79.4 per cent
to 87.6 per cent on a patronage-weighted basis. This is based on customer responses as either
partly satisfied, satisfied or highly satisfied.
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However, between May 2017 and May 2018, total satisfaction dropped two percentage points from
89.6 per cent in 2016–17. Due to the large patronage on rail, the decrease in rail satisfaction
impacted the overall patronage weighted results. The TCSI measures the proportion of transport
users partly satisfied to very satisfied with the overall service they received. The target benchmark
is 85.0 per cent of customers satisfied.
Overall customer satisfaction 2012–2018
100
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Source: Customer Satisfaction Index May 2018 (unaudited).

The results of customer satisfaction surveys are shown below.
Customer satisfaction survey results
May 2018

May 2017

Partially to very satisfied

Partially to very satisfied

(%)

(%)

Train:

86

89

•

Sydney Trains

86

90

•

NSW Trains

86

85

Light Rail

92

90

Bus

89

89

Ferry

98

97

Mode

Source: Customer Satisfaction Index May 2018 (unaudited).

Complaints
Complaints data reported by TfNSW does not include feedback and complaints made
through social media
Across the cluster, customers can report complaints through the Transport website
(https://transportnsw.info/contact-us/feedback), 131 500 call-centre and the Feedback2Go App.
Only incidents categorised as ‘complaints’ by the customer are captured as part of the complaints
data reported by TfNSW. Incidents categorised as ‘feedback’ by the customer are not included in
the complaints data.
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Other feedback or complaints reported through social media are excluded from the complaints
data. As online platforms such as social media become increasingly popular platforms for feedback
and complaints, TfNSW should consider assessing the impact received from such channels.
Complaints relating to Sydney Trains services rose by 29.0 per cent
Data provided by TfNSW indicate Sydney Trains complaints rose by 4,824 to 21,477, a 29 per cent
increase from 2016–17 to 2017–18. The complaints data provided only includes data categorised
as complaints by customers on the Transport website and the 131 500 call-centre. These statistics
do not include feedback received through social media or applications.
Most complaints received in 2017–18 related to timeliness, which accounts for 27 per cent of all
complaints in Sydney Trains.

Complaints

Customer complaints for Sydney Trains
9,000
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7,000
6,000
5,000
4,000
3,000
2,000
1,000
0

Category
2017

2018

Source: Sydney Trains (unaudited).

Total complaints received during the year, and per 100,000 passengers are shown below.
Total complaints received
Year ended 30 June

2018

2017

2018

2017

Mode

Number of
complaints

Number of
complaints

Complaints per
100,000
passengers

Complaints per
100,000
passengers

Train:

28,668

24,518

7.1

6.4

•

Sydney Trains

21,477

16,653

6.0

4.9

•

NSW Trains

7,191

7,860

15.4

17.4

770

709

7.5

7.1

57,827

50,495

17.4

16.0

394

334

2.4

2.1

Light Rail
Bus
Ferry
Source: TfNSW (unaudited).

Bus passengers continue to raise the most complaints, and represent the highest percentage of
complaints per passenger, followed by NSW Trains. Ferry customers raised the least amount of
complaints.
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4.4

Project management
The Transport cluster manages eight out of ten major infrastructure projects of the State
Infrastructure NSW issued the Infrastructure Investor Assurance Framework (the framework) in
2016. The framework is designed to ensure the State’s capital projects are effectively developed
and delivered on time, on budget and in accordance with the government’s objectives. The
framework has four Tiers with different levels of reporting and minimum mandatory gateway
reviews. Tier 1 – High Profile/High Risk Projects attract the highest level of reporting and
assurance.
The Transport cluster manages many of the Tier 1 projects reported and monitored under the
framework.
The capital budget for the Transport cluster was $8.8 billion for the year ended 30 June 2018
($7.4 billion in 2016–17) which includes $5.0 billion allocated to major road projects ($4.2 billion in
2016–17) and $941 million to minor works and capital maintenance ($772 million in 2016–17).
We obtained information about five significant ongoing capital projects in the Transport cluster with
a total budgeted cost of $34.9 billion.
We looked at:
•

the approval process for the original project and any subsequent revisions

•

capitalisation of project costs to work in progress and then to depreciable assets

•

the amount and use of budgeted project contingencies

•

monitoring and oversight of the delivery of the project.

This information presents the results of that work. However, this analysis relies on unaudited
information provided by cluster agencies. Where possible the details have been agreed to detail in
the relevant State Budget Papers.
Other major Tier 1 capital projects managed by the Transport cluster but not assessed in this
Report include:
•

Circular Quay Precinct Renewal

•

F6 Extension (Southlink)

•

More Trains, More Services

•

Sydney Gateway

•

Sydney Growth Trains

•

Western Harbour Tunnel and Beaches Link

•

Sydney Metro City and Southwest

•

Sydney Metro West

•

NorthConnex

•

Newcastle Light Rail

•

Parramatta Light Rail

•

Northern Beaches B-Line

•

Northern Beaches Hospital Road Connectivity and Network Enhancement

•

Regional Rail Fleet.
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Major Transport projects
Original
completion
year

Forecast
completion
year

Original
budget
($b)**

Revised
budget
($b)**

WestConnex

2023

2023^

14.9*

16.8^

Sydney Metro
Northwest

2019

2019

8.3

8.3

Woolgoolga to
Ballina - Pacific
Highway upgrade

2019

2020

3.7

4.9

CBD and South East
Light Rail

2019

2019^

1.6

2.1^

New Intercity Fleet

2024

2024

2.8

2.8

Projects

Key

Variation Timeline

Variation
- Budget

Later than original forecast completion date or more costly than original budget

*

Budget Paper 2014–15 refers to a capital cost of $11.5 billion ($14.9 billion in outturn dollars).

**

Source: Budget Papers 2014–15 to 2018–19.

^

Excluding impact of potential claims and delays.

Source: TfNSW (unaudited).

WestConnex
WestConnex is an integrated public transport and road infrastructure solution. Sydney Motorway
Corporation Pty Limited (SMC) was established by the New South Wales Government
in August 2014 to deliver the project on behalf of the client, the Roads and Maritime Services
(RMS).
At 30 June 2018, the project's governance arrangement included the following.

^

Body

Reports

Board of SMC (Delivering Agency)

Treasurer, Minister for WestConnex and Minister for Finance,
Services and Property

RMS (Client Agency)

Minister for Roads, Maritime and Freight, Minister for
WestConnex, Minister for Transport and Infrastructure

Treasurer

Cabinet Committee on Infrastructure

Minister for Roads, Maritime and Freight

Cabinet Committee on Infrastructure

Interdepartmental Steering Committee

Minister for Roads, Maritime and Freight and Minister for
WestConnex

Includes representatives from Transport for NSW, Department of Premier and Cabinet, Roads and Maritime Service, NSW Treasury, Department
of Planning and Environment, Sydney Motorway Corporation and the Commonwealth Government.

On 31 August 2018, the NSW Government announced the sale of 51 per cent of Sydney Motorway
Corporation (SMC) to Sydney Transport Partners for $9.3 billion. The NSW Government will retain
its 49 per cent equity interest in SMC, in a new entity, Roads Retained Interest Pty Ltd. The
governance arrangements of the project may change as a result of the sale.
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The three stages of the project are shown in the table below.

^

Project
Stage

Scope

Responsible
delivery agencies

Status at
30 June 2018

Completion
date

Budget
($b)*

Stage 1

M4 widening and M4 East

SMC

Ongoing

2019

4.3

Stage 2

New M5, King Georges
Road Interchange Upgrade
and Sydney Gateway
contribution (St Peters to
Sydney Airport and Port
Botany)

SMC

Ongoing

2023

5.3^

Stage 3

M4 to M5 link

SMC (M4/M5 Link
Tunnel) / RMS
(Rozelle
Interchange)

Not
Commenced

2023

7.2

Includes $800 million for Sydney Gateway.

Source: * WestConnex Updated Strategic Business Case November 2015.
Source: TfNSW (unaudited).

There were two budget revisions since the original business case in 2014. The project's budget
was updated to $15.4 billion in May 2015 and a further increase of $1.4 billion in October 2015 due
to changes to the scope of work. The scope changes include extension of stage three to Anzac
Bridge and Victoria Road and allow for the future connection of the proposed Western Harbour
Tunnel and Beaches Link. These were included in the updated Business Case published
in November 2015.
In 2017, the Government announced that Sydney Gateway was a separate project from
WestConnex. It aims to provide a new alternative route to enhance connections and reduce travel
times to Sydney Airport and Port Botany. The 2018–19 State Budget notes the WestConnex
budget includes an $800 million contribution towards Sydney Gateway.
The WestConnex project reported total expenses of $6.9 billion at 30 June 2018.
Key risks identified by RMS at 30 June 2018 for the project include:
•

arrangements and co-ordination between multiple government agencies

•

acquiring property required for construction sites

•

post approval modification, claims and contractual disputes.

Management of SMC and RMS monitor the status of the project, including the progress against
milestones, budget, key risks and key issues. However, as the project is in its early stages of
construction, the profiles of existing risks may change and further risks may emerge.
SMC has previously reported it had received claims from its design and construction contractor for
unforeseen planning conditions and planning approval delays. As the validity of the claims are
being assessed, the value of the claims cannot be reliably measured. RMS has been notified of
claims where potential upstream claims exist.
Total claims and variations paid amounted to $172 million (including a $13.3 million provision for
claims relating to delayed approvals).
A performance audit is planned for this project post 30 June 2019.
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Below is the development map of the WestConnex project.

Source: WestConnex (https://www.westconnex.com.au/resources).

Sydney Metro Northwest
Sydney Metro Northwest, formerly the Northwest Rail Link, is the first stage of Sydney Metro and is
proposed to be the first fully-automated metro rail system in Australia. Sydney Metro Northwest
plans to deliver eight new railway stations, 4,000 commuter car parking spaces to Sydney’s
growing North West and ‘turn up and go’ services with a train every four minutes in the peak.
TfNSW was responsible for the delivery of the Sydney Metro Northwest project from
commencement.
On 1 July 2018, Sydney Metro was constituted as a corporation under the Transport Administration
Amendment (Sydney Metro) Act 2018. Its roles include:
•

construct, develop and operate the Sydney Metro

•

deliver safe and reliable metro passenger services

•

development of land in the locality of metro stations.

The project reports total costs of $5.7 billion at 30 June 2018.
As part of the project, the Epping to Chatswood railway line was closed from 30 September 2018 to
enable major upgrades to be performed to accommodate the Sydney Metro. Station Link bus
services commenced from 30 September 2018 to service passengers between the Epping and
Chatswood line. This represented a $49 million investment in over 120 new buses. The completion
of the upgrade is required for the delivery of the Sydney Metro Northwest Project by 2019.
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Below is the development map of the Sydney Metro Northwest Project.

Source: Sydney Metro (https://www.sydneymetro.info/).

Woolgoolga to Ballina - Pacific Highway upgrade
The Woolgoolga to Ballina Project is part of Pacific Highway upgrade project. It will provide a fourlane divided road from Hexham to Queensland. The Woolgoolga to Ballina project involves
upgrading about 155 kilometres of highway.
RMS is responsible for the delivery of the project.
The project starts approximately six kilometres north of Woolgoolga (north of Coffs Harbour) and
ends approximately six kilometres south of Ballina. Major construction work started in June 2015.
Whilst it was initially scheduled to be completed in 2019, the completion date was revised to 2020.
The budget was revised from $3.7 billion to $4.9 billion.
The cost of the project totalled $2.7 billion at 30 June 2018.
TfNSW advised the variation to the budget and schedule are due to:
•

increase in construction costs

•

costs associated with environmental heritage, cultural and land ownership issues.
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Below is the development map Woolgoolga to Ballina - Pacific Highway upgrade project.

Source: Roads and Maritime Services (http://www.rms.nsw.gov.au/projects/northern-nsw/woolgoolga-to-ballina/about-this-project.html).
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CBD and South East Light Rail
The CBD and South East Light Rail project is delayed and over budget
The CBD and South East Light Rail is a 12-kilometre route that will connect passengers from
Circular Quay to Randwick and Kingsford. It will feature 19 stops designed to service major
transport hubs and create interchange points with buses, trains, ferries and the Inner West Light
Rail.
The original completion date was March 2019. Although there is no official revised completion date
for the project, internal documents and discussions with TfNSW management confirm the project is
delayed.
The original budget for the project was $1.6 billion and this was revised upwards by $500 million
in December 2014 to $2.1 billion. TfNSW advised this was mostly due to mispricing and omissions
in the business case. The project also included a contingency fund of $207 million. As at
30 June 2018, the contingency fund balance has been fully used.
TfNSW have not officially revised the budget. However, given the contingency fund is exhausted
and TfNSW is currently in a facilitation process to resolve claims made by the contractor, additional
costs to the project are expected. TfNSW are in the process of preparing a revised forecasted final
cost.
The project governance includes the CBD & South East Light Rail Advisory Board (the Board). The
Board’s role is to provide assurance and strategic oversight of the procurement and delivery stages
so there is an independent, critical review of how TfNSW is managing the project. During our
review of the Board minutes we noted the Board expressed concerns it was not receiving updates
on the final forecasted cost on a timely basis.
TfNSW also paid $6.8 million as at 30 June 2018 to small businesses as part of the Small Business
Assistance Program. The Small Business Assistance Program was established to assist some
small businesses on the light rail alignment impacted by the delays in construction.
TfNSW disclosed contingent liabilities in relation to this project as at 30 June 2018. Management
have not quantified the liability as they believe it cannot be measured reliably due to uncertainties
as to the extent of the future liability. TfNSW are involved in the following disputes:
•

disputes relating to modifications requested by TfNSW and claims made by the contractor

•

a contractor engaged by the ALTRAC Light Rail Consortium has started proceedings in the
Supreme Court of NSW against TfNSW alleging misleading or deceptive conduct. TfNSW
denies that it engaged in any such conduct and is defending the proceedings.

•

a statement of claim was filed in the Supreme Court of NSW alleging public and private
nuisance as a result of the project. The proceedings have been brought as representative
proceedings.

In July 2018, TfNSW entered into an agreement that provides a debt guarantee of up to
$500 million against a borrowing facility provided by two large banks to the consortium constructing
the light rail. The borrowing facility has three tranches totalling $500 million. The first tranche of
$100 million was advanced by those lenders to the consortium on 3 July 2018. The second tranche
of $100 million has been made available to be drawn down by the consortium as it meets certain
construction milestones. The remaining tranche cannot be advanced unless certain conditions are
met, including agreement of TfNSW. These amounts are contingent liabilities for TfNSW.
In addition to the guarantee arrangement, TfNSW advanced $100 million payment on account to
the contractor in October 2017.
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Below is the development map CBD and South East Light Rail Project.

Source: Sydney Light Rail (http://www.sydneylightrail.transport.nsw.gov.au/map).

New Intercity Fleet
The New Intercity Fleet project will introduce a new fleet of trains to replace the trains carrying
customers from Sydney to the Central Coast, Newcastle, the Blue Mountains and the South Coast.
A contract to build and maintain more than 500 new train carriages was awarded to RailConnect as
part of this project.
Modifications and upgrades to existing rail infrastructure were identified at various locations across
the network to accommodate the New Intercity Fleet including:
•

modifications to the Ten Tunnels Deviation

•

platform extensions

•

station and signalling enabling works

•

upgrades to existing maintenance facilities and stabling yards.

The New Intercity Fleet project reported total expenditure of $388 million against a total budget of
$2.8 billion at 30 June 2018.
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Below is an image of the New Intercity Fleet.

Source: Transport for NSW (https://www.transport.nsw.gov.au/projects/current-projects/new-intercity-fleet).

4.5

Fleet ageing and reliability
Rail
Data provided by TfNSW shows that average monthly carriage failures on electric trains increased
by six per month, from 128 carriages in 2016–17 to 134 carriages in 2017–18. This is in the context
of increased fleet utilisation due to additional services introduced through the new timetable. At the
same time, the target decreased, so that the average monthly carriage failures above target was 26
during 2017–18 (24.0 per cent) compared to 12 during 2016–17 (10.3 per cent).
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The chart below shows the actual and targeted reported average monthly electric fleet failures over
the last three years.
Average monthly carriage failure
160
140

No. of carriages

120
100
80
60
40
20
0
2016

2017

2018

Year ended 30 June
Actual

Target

Note: Reported faults data includes incidents of graffiti and vandalism in gross numbers.
Source: Sydney Trains and NSW Trains (unaudited).

The number of incidences rose 46 per cent after the timetable change
The timetable change in November 2017 had a significant impact in the number of incidences, as
shown in the graph below. There were 46 per cent more incidences after the timetable change,
with an average of 156 per month after the change, compared to 106 before the change. The
introduction of the new timetable increased the average fleet utilisation.
Number of incidences per month

Before timetable
change
106

After timetable
change
156

Source: Transport for NSW (unaudited).
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The average age of the electric fleet is 20 years (up from 19) with 30 per cent (up from 27 percent)
over 30 years. The extra demand from the new timetable has resulted in the re-introduction of
previously retired carriages.
The NSW Government ordered 24 new eight-car Waratah-style trains (Waratah Series 2) as part of
the More Trains, More Services Program. The first of the new trains are now in service, with the
remainder expected to be commissioned over the next five to eight months.
The New Intercity Fleet Project will introduce new trains for the NSW Trains services. The
completion date for this project is late 2024 per the 2017–18 Budget Papers.

Buses
Average bus fleet age of 10.5 years is lower than 12-year target
In 2017–18, total bus numbers increased by 144 to 4,067 and the weighted average age increased
from 10.3 to 10.5 years.
The Sydney and Outer Metropolitan Bus Service Contracts (SMBSC and OSMBSC) states that the
bus fleet average age must not exceed 12 years. TfNSW advises all bus operators complied with
their contracts with the maximum average age for a contract region at exactly 12 years.
The SMBSC and OSMBSC also sets targets around major preventable incidents and incidences
due to failure to conduct contract maintenance. During 2017–18, $104,000 of fines were paid by
private bus operators across five contract regions for major defect breaches.
For bus contracts refer Appendix Four.

Ferries
TfNSW’s contract with the private ferry operator does not include performance indicators
for ferry breakdowns
Ferry services are run by a private operator who also perform the maintenance of the ferries under
the contract. The average age of vessels has decreased since last year from 26.5 to 23.6 years.
Three new ferries entered service during the year (Pemulwuy, Bungaree and May Gibbs), in
addition to the three added late in 2016–17.
TfNSW reported total ferry breakdowns of 191 for the year ended 30 June 2018 (230). There are
no specific performance indicators relating to breakdowns in the contract with the private operator.
TfNSW could consider such performance indicators when awarding the next contract.
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Appendix one – Status of 2016 and 2017
recommendations
Recommendation

Current status

The cluster lead agency should:
Implement measures to prevent the loss of revenue
from passengers tapping off with negative Opal cards.

TfNSW is working with its ticketing vendor to implement
system changes to reduce revenue loss due to negative
exits as well as investigating other measures to reduce
the occurrences.

Develop target measures on crowding for bus operators
in all contract regions and publish the results.

TfNSW has key performance indicators in its contracts
with bus operators on crowding which requires the
operator to advise TfNSW of full buses. There are no
current plans to develop targets or publish crowding
results, other than through live crowding apps.

Consider including financial penalties for not meeting
each punctuality KPI in future contracts with bus
operators.

The new region 6 contract (effective from 1 July 2018)
and the Newcastle Integrated Services contract contains
these clauses.

RailCorp and Sydney Trains:
The transparency of operations of signalling priorities
with operators will be improved with the creation of
TAHE and the operation of the new Rail Operations
Centre (ROC) in 2018.

A revised operations protocol was made effective from
1 January 2018. The protocol continues to be based
around ensuring the least number of passengers are
impacted by any issues on the network.
TAHE and ROC are not yet in operation.

NSW Trains and OTSI should:
Continue to focus on strategies to improve financial
sustainability and less reliance on the NSW Government
funding.

NSW Trains advised that management continually
review strategies to improve financial sustainability.
Budget control measures, regional pricing reviews,
benchmarking and outsourcing are all opportunities that
have been implemented to improve cost recovery.
The recommendation was not addressed by OTSI as
the agency remains reliant on NSW Government
funding.

The Transport cluster agencies should:
Remove user access for terminated staff on a timely
basis and ensure all user reviews are completed so
access rights are appropriate.

While most user access issues raised in 2016–17 have
been resolved, there were further user access issues
across the cluster identified as part of our 2017–18
audits.

Continue reviewing the effectiveness of approaches to
managing excessive annual leave.

Agencies advised they have policies to manage
excessive annual leave and leave plans were developed
for employees with excessive leave. There have been
small reductions in excess leave at most agencies.

Fully addressed

Partially addressed

Not addressed

43
NSW Auditor-General's Report to Parliament | Transport 2018 | Appendix one – Status of 2016 and 2017 recommendations

672

E18_0736 AS-10-002-PR-0033

Appendix two – Cluster agencies
Agency

Website

Cluster lead entity
Department of Transport

*

Transport for NSW

www.transport.nsw.gov.au

Transport service providers
NSW Trains

www.transport.nsw.gov.au/nswtrains

Rail Corporation New South Wales

www.transport.nsw.gov.au/railcorp

Roads and Maritime Services

www.rms.nsw.gov.au

State Transit Authority of New South Wales

www.transport.nsw.gov.au/state-transit

Sydney Ferries

*

Sydney Trains

www.transport.nsw.gov.au/sydneytrains

Other agencies
Office of Transport Safety Investigations

www.otsi.nsw.gov.au

Port Authority of New South Wales

www.portauthoritynsw.com.au

Transport Service of New South Wales

*

Residual Transport Corporation

**

*

Entity does not have a website.

**

Residual Transport Corporation commenced from 1 July 2017 but according to TfNSW did not trade and did not submit financial statements for
audit. RTC does not have a website.
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Appendix three – Financial data
Total assets

Total liabilities

Total revenue*

Total expense**

2018

2017

2018

2017

2018

2017

2018

2017

$m

$m

$m

$m

$m

$m

$m

$m

--

--

--

--

1

1

1

1

19,123

15,910

3,252

3,519

17,139

15,411

13,710

12,299

218

234

294

298

812

782

819

810

Rail Corporation New
South Wales

38,067

36,824

2,925

2,868

348

280

1,472

1,254

Roads and Maritime
Services

97,760

86,707

2,621

2,526

8,097

6,869

4,777

4370

State Transit
Authority of New
South Wales

869

894

505

520

641

683

619

599

Sydney Ferries

168

183

3

9

12

50

22

13

3,919

4,002

3,439

3,312

3,497

3,368

3,714

3,532

Office of Transport
Safety Investigations

--

--

--

--

3

3

3

3

Port Authority of New
South Wales

624

607

304

139

169

163

151

141

Transport Service of
New South Wales

503

508

503

508

1,960

1,776

1,967

1,810

Cluster lead entity
Department of
Transport
Transport for NSW

Transport service providers
NSW Trains

Sydney Trains
Other agencies

*

Total revenue includes other gain and gain on disposal which are shown separately on the financial statements.

**

Total expense includes other loss, loss on disposal and income tax expense which are shown separately on the financial statements.

Note: The financial statements for the Residual Transport Corporation were not prepared.
Source: Financial statements (audited).
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Appendix four – Bus contracts regions
Sydney Metropolitan Service Areas
Contract number

Area serviced

1

Blacktown, Penrith, Richmond and Windsor

2

Liverpool, Glenfield, Ingleburn, Bringelly and Hoxton Park

3

Fairfield, Cabramatta, Liverpool and Wetherill Park

4

Blacktown, Rouse Hill, Castle Hill, Dural and Parramatta

5

Lakemba, Mortdale, Punchbowl and Roselands

6

Sydney Olympic Park, Burwood, Ashfield, Leichhardt, Campsie
and Rockdale

7

North Sydney, Chatswood, Macquarie Park, Epping, Ryde and
Parramatta

8

Palm Beach, Brookvale, Manly, Mosman and North Sydney

9

Bondi Junction, Randwick, Maroubra, Botany, Mascot and
Surry Hills

10*

Hurstville, Miranda, Menai, Bankstown, Caringbah, Cronulla
and Kurnell

12

Berowra, Hornsby, Gordon and Chatswood

13

Parramatta, Burwood, Bankstown and Liverpool

14

Chatswood, Belrose, Terrey Hills and St Ives

15

Campbelltown, Narellan and Camden

*

Contract 11 routes were included in the new Contract 10 when it commenced on 1 January 2013.

Outer Sydney Metropolitan Service Areas

*

Contract number

Area serviced

1

Cessnock, Kurri Kurri

2

Maitland, Raymond Terrace

3

Port Stephens

4

Toronto, Wyee, Morisset

Newcastle Integrated Services Contract 1*

Newcastle, Charlestown

6

Wyong, Tuggerah, Gosford

7

Gosford, The Entrance

8

Katoomba, Springwood, Penrith

9

Helensburgh

10

Wollongong, Albion Park

11

Wyong

12

Bulli
NISC 1 was previously OSMBSC 5 operated by STA. From 1 July 2017, it has been privately operated.
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Professional people with purpose

OUR VISION
Our insights inform and challenge
government to improve outcomes
for citizens.

OUR PURPOSE
To help parliament hold
government accountable for its
use of public resources.

OUR VALUES
Purpose – we have an impact, are
accountable, and work as a team.
People – we trust and respect others
and have a balanced approach to work.
Professionalism – we are recognised
for our independence and integrity and
the value we deliver.

audit.nsw.gov.au
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Level 15, 1 Margaret Street
Sydney NSW 2000 Australia

PHONE +61 2 9275 7100
FAX +61 2 9275 7200
mail@audit.nsw.gov.au
Office hours: 8.30am-5.00pm,
Monday to Friday.

audit.nsw.gov.au
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Inherent Limitations

The Services provided are advisory in nature and have not been conducted in accordance with the standards issued by the Australian Auditing and Assurance
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1. Executive summary
1.1 Introduction

At the request of the Director Compliance, Deloitte has undertaken an internal audit of the procurement
practices within Compliance Monitoring section. This report details the results of the internal audit.

1.2 Background
Compliance branch role and function
The Compliance branch within Compliance and Regulatory Services (CaRS) division delivers risk-based
regulatory activities that motivate safe and compliant road user behaviour. Its purpose is to engage,
educate, deter, detect, enforce and prosecute (as appropriate) road users in NSW to improve compliance
with relevant road transport legislation. The Compliance Monitoring section within Compliance branch
operates specific programs that include, but are not limited to, fixed, mobile and red-light speed cameras;
heavy vehicle average speed enforcement; and Safe-T-Cam.
Procurement and contract management arrangements
The Compliance Monitoring section procures goods and services to support service delivery. Under the
RMS decentralised operating model, each division is responsible for its own procurement and contract
management of suppliers and services. All procurement activities are governed by the RMS Procurement
Policy and Delegations Manual and accordingly, the Compliance Monitoring section has accountability for
the development of its procurement strategies, tendering and evaluation activity, contract award and
contract management. The Procurement section within Business Services division advises on the goods
and services procurement process and provides tools and systems that enable the business to reduce cost,
improve performance and mitigate risk.
Panels managed by the Compliance Monitoring section
The following three panels are established and managed by the Compliance Monitoring section:
#

Panel

1

Heavy
Vehicle Unit
Detection &
Enforcement
(HVU)

2

3

Purpose

Members

Duration

This panel was established to engage vendors who
specialise in supplying equipment and services to
support heavy vehicle enforcement operations. This
includes Heavy Vehicle Safety Stations and on-road
enforcement sites, Safe-T-Cam program, Average
Speed Camera program and Over Height Detection
program.

11 panel
members

Commenced
in October
2017 for a 3
year term
(with a 2
year
extension)

Detection
Enforcement
Systems
(DES)

This panel was established to engage contractors to
design, install, test, commission, maintain, and provide
warranty and certification services for all detection and
enforcement systems. This currently includes 300
Fixed Camera Sites (FCS) throughout New South
Wales (red light, fixed speed, point to point and bus
lane sites).

6 panel
members

Commenced
in March
2017 for a 3
year term
(with a 2
year
extension)

Electrical &
Maintenance
(E&M)

This panel was established to engage providers to
complete electrical and minor civil works required to
maintain enforcement fixed camera sites (Fixed Digital
Speed Cameras, Red Light Speed Cameras, Point to
Point, BPES & T-way). The services related to the
scope of work are delivered as ‘work as ordered’ in
accordance with a schedule of rates established in the
panel contract.

7 panel
members

Commenced
in February
2018 for a 2
year term.

Approx.
annual spend*
$6m

$1.3m
(certification
works)
$5.6m
(maintenance)
$3m

* Further details on the usage of each panel member are included in Appendix H.
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1.3 Internal audit objective and scope

The objective of the internal audit was to assess the adequacy and effectiveness of controls that ensure
key procurement activities within the Compliance Monitoring section are performed in a manner that is fair,
transparent and offers best value for money.
The detailed scope and associated risk focus areas are contained in the internal audit scope document
agreed with the Executive Director, Compliance and Regulatory Services on 29 January 2019. The internal
audit focused on the following areas for the three panels in scope (HVU, DES and E&M):


Governance and reporting



Planning and sourcing activities



Contract management.

1.4 Overall assessment

Based on the internal audit procedures undertaken and evidence gathered, the overall assessment in
relation to the adequacy and effectiveness of controls has been assessed as:
Overall assessment (1)
Satisfactory

Minor
improvement
required

Moderate
improvement
required

Major
improvement
required

Unsatisfactory

(1) Refer Appendix A for details of overall assessment classification.

Overall, the three CaRS panels were established following open tenders that were well documented,
applied value for money principles by evaluating price and non-price criteria, and were approved by
authorised delegates in accordance with the RMS Procurement Manual, Engineering Contracts Manual
(ECM) and Delegations Manual. A probity advisor was engaged for the HVU panel procurement.
Although authorised delegates also approve decisions to award work to each panel provider, the
justification for these decisions is not always well documented and subsequently open to challenge from
other panel members regarding its fairness, transparency and ability to demonstrate value for money
principles. This is further exacerbated by the absence of:


Formal panel member performance assessments and monitoring



Periodic reporting on panel member usage



Clear rules governing the decision making process for awarding work to panel providers – each
panel appears to adopt a different set of criteria for awarding work.



A periodic conflict of interest declaration process for staff involved in awarding work to panel
members.

The detailed findings and agreed management actions are contained in section 2 of the report. The
summary of findings against each scope item and residual risk ratings assessed by the audit are contained
in Appendix B and C respectively.

1.5 Management response

Compliance and Regulatory Services division has agreed with the audit findings and will implement agreed
actions as provided in section 2 of the report to address the associated risks. The Director Compliance
advised that a number of measures have already been initiated to improve the procurement governance.
These include a requirement to have an independent member and probity advisor on tender evaluation
committees; work requests are to be submitted to senior managers and approved by the Director
Compliance; and improved reporting on work requests, justification for awarding work and panel
expenditure.
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2. Detailed findings and agreed management actions
This section details the internal audit findings that require attention (presented in order of scope area and/or
significance) and the action plans that have been agreed with the business to address risk.

2.1 Lack of documented justification in awarding work to some
panel members
Internal audit finding
Background:
In accordance with the RMS Procurement Policy, procurement activities are required to be performed in
a manner that is fair, ethical, socially responsible and transparent to ensure a value for money outcome
that manages risk appropriately.
Although direct ordering from panel members is permitted under section 2.4 of the RMS Procurement
Manual, a competitive quotation process is still encouraged to support value for money principles. Full
records of the procurement process (including quote evaluation and direct ordering decisions) must be
retained on an appropriate file in the record management system to support transparent decision
making.
Observation:
The justification for awarding work to some panel members (through quotes or direct ordering) is not
transparent in all instances. In addition, RMS staff involved in awarding work to panel members are not
periodically required to declare that they do not have a conflict of interest in their role. We identified that:
Panel
HVU

DES

E&M

Observations
 Work appears to be awarded to HVU panel members based on submission of the
cheapest quote (20 out of 21 samples audited were awarded to the panel member
who submitted the cheapest quote) however, this was not formally documented as
the justification for awarding the work.
 Non-price criteria (e.g. previous performance, capacity and other value for money
principles) was not formally considered or documented in any of the 21 samples
audited.
 For one out of the 21 samples tested, no documentation could be provided to
support allocation of work (Novation Engineering).
 Work appears to be awarded to DES panel members on a ‘fair and equal basis’ and
price (or non-price) criteria is not always a factor. For example, for the purchase and
installation of 21 red light speed cameras, different quotes were obtained from three
panel members however, they all were awarded seven units each on the basis of
avoiding perceived bias or unfair favouritism.
 Work is awarded to E&M panel members on a direct ordering basis (predominantly
based on geography).
 There was no documentation available in 10 samples audited that support the
decision to direct order from one panel member and not others.

We noted that:
 In all samples tested, an authorised delegate had approved the decision to award work to panel
members.


A conflict of interest declaration process was required as part of the initial panel establishment
process (refer Detailed Finding 2.2).

Root cause
Panel rules have not been formally developed and communicated to support a fair and transparent
process for awarding work that also satisfies value for money principles. In some panels (e.g. HVU),
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panel management team members have changed over time, which has impacted their ability to readily
source relevant documentation.
Impact to business
Without documented justification in place supporting decisions to award work to panel members, the
transparency and fairness of the process can be challenged, potentially leading to complaints and
opportunities for fraud and corruption. Given the current media and ICAC attention on contract award
practices at RMS1, this is likely to result in adverse reputational consequences for RMS.
Achievement of value of money principles and quality of delivery may also be compromised.
Consequence

Likelihood

Risk rating

Moderate

Likely

Medium

Agreed management action

Target date

Responsibility

1. Clear panel rules supporting the fair, transparent
and value for money basis for awarding work will be
formally developed, documented and communicated
to panel members, including a requirement to
document the justification of decisions to award work
to panel members. Where applicable, procurement
templates from ProcureSmart will be used to guide
the procurement activities.

31-Dec-2019

Roger Weeks (Director
Compliance)

2. Briefings for endorsement/approval will include
documented justification of decisions to award work
to panel members. This justification will align to the
panel rules.

31-Aug-2019

Roger Weeks (Director
Compliance)

3. A quarterly conflict of interest declaration process
will be implemented for all staff involved in awarding
work to panel members.

31-Aug-2019

Roger Weeks (Director
Compliance)

https://www.icac.nsw.gov.au/media-centre/media-releases/2019-media-releases/icac-to-hold-public-inquiry-into-allegationsconcerning-rms-employees-awarding-of-contracts
1
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2.2 Panel member capacity, usage and performance is not
formally monitored and reported
Internal audit finding
Background:
Each panel contract contains monthly panel member reporting requirements and/or formal Key
Performance Indicators (KPIs) that RMS can use to assess panel member performance. For example,
the HVU panel includes KPIs that are focused on availability, response time and repair effectiveness.
Observation:
Monitoring of panel member capacity, usage and performance is performed on an infrequent and
informal basis. We identified that:
Panel

Observations
 Panel members are required to provide KPI performance reporting on a monthly
basis to RMS. This process is not enforced.
 Panel expenditure/usage is not formally monitored or reported.
 The financial capacity of panel members to deliver work is not periodically
assessed.

HVU

DES

 Panel members are required to provide performance reporting on a monthly basis to
RMS regarding how minimum service levels have been achieved. This process is
not enforced, however panel member performance is formally monitored through
KPI reporting on the operational performance of cameras.
 Panel expenditure/usage is not formally monitored or reported.
 The financial capacity of panel members to deliver work is not periodically
assessed.

E&M

 Panel members are required to provide performance reporting for all minor civil
works and services valued over $50,000. This requirement is only enforced by RMS
on an ad-hoc basis.
 Panel expenditure/usage is informally monitored on an Excel spreadsheet.
 The financial capacity of panel members to deliver work is not periodically
assessed.

Root cause


Management indicated that the cost, time and resources required to enforce panel member
performance monitoring outweighed the dollar value that would be derived from contractual
penalties.



There is no current requirement to formally monitor panel member financial capacity or usage on a
periodic basis.

Impact to business
Without formal oversight on the capacity, performance and usage of panel members, there is a risk that:
 Poor performance is not factored into contract award decisions


Potential bias in contract award is not identified in a timely manner



Panel competitiveness is not optimised



Panel members are unable to deliver awarded work in accordance with RMS requirements.

This could result in financial and reputational consequences for RMS.
Consequence

Likelihood

Risk rating

Moderate

Unlikely

Medium
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Agreed management action

Target date

Responsibility

1. A structured and centralised reporting process on
panel usage will be developed and implemented.
This reporting will be provided to the Director,
Compliance on a periodic basis.

31-Aug-2019

Roger Weeks (Director
Compliance)

2. A process for formally monitoring panel member
performance will be developed and implemented for
each panel. The results of this process will be
reported to the Director, Compliance on a periodic
basis.

31-Dec-2019

Roger Weeks (Director
Compliance)

3. A process will be established for periodic review of
financial viability/capacity of panel members for
those who are awarded more than $250,000 of work
per annum or are assessed as high risk.

31-Dec-2019

Roger Weeks (Director
Compliance)
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2.3 Non-compliance with tender assessment committee
composition and financial capacity requirements
Internal audit finding
Background:
Following an open expression of interest for membership on each of the panels, a tender assessment
panel was established to evaluate prospective supplier responses. Tender assessment activities for
HVU and E&M panel membership were undertaken in accordance with the Engineering Contracts
Manual (ECM) as management considered these panels to be construction related. Tender assessment
activities for the DES panel were undertaken in accordance with the RMS Procurement Manual (nonconstruction related). Both the RMS Procurement Manual and ECM impose requirements on tender
assessment panel composition and financial capacity assessments of tenderers.
Observation:
We identified the following non-compliance issues relating to the establishment of the panels:
Assessment panel composition:
Panel Requirements
DES Goods or services with an estimated tender value
greater than $2.5 million must include at least
three RMS staff on the assessment panel and
one member who is external to RMS.

Observations
The assessment panel consisted of four
RMS staff members. An external party to
RMS was not included on the
assessment panel.

E&M

The assessment panel only consisted of
two members (one RMS and one
external party).

Works with estimated tender values greater than
$1 million must include at least three people on
the assessment panel (including at least one
external party from RMS).

Financial capacity assessment of tenderers:
Panel Requirements
HVU A financial assessment must be conducted on
suppliers prior to contract award for contract
DES values greater than $250k (including GST) or are
deemed high risk.
E&M

Observations
A financial assessment was not
conducted on prospective suppliers who
were awarded membership on any of the
panels.

Root cause
There is a lack of understanding on which procurement requirements must be applied when establishing
panel arrangements.
Impact to business
Failure to comply with relevant procurement requirements when establishing panels increases the risk
of:
 Challenge or complaints regarding appropriateness of the assessment panel


Suppliers not having the financial capability to deliver on awarded work.

This could result in financial and reputational consequences for RMS.
Consequence

Likelihood

Risk rating

Minor

Unlikely

Low

Agreed management action

Target date

Responsibility

1. Assistance will be sought from Transport Shared
Services Procurement when setting up panels and
guidelines will be developed outlining the:

31-Aug-2019

Roger Weeks (Director
Compliance)
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mandatory requirements for tender assessment
committee composition, and conduct of financial
capacity assessments of panel tenderers; and
performance of comparative analysis of rates to
previous (or similar) panel arrangements.
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3. Appendix A: Overall assessment classification
The overall assessment represents Internal Audit’s evaluation of the processes, functions, or systems
reviewed. This subjective assessment is based upon the audit procedures performed and consideration of
test results. The evaluation is presented using a sliding scale as defined in the following table.
Overall assessment

Description / guide

Satisfactory

Controls evaluated are adequate, appropriate, and effective to ensure
risks are being managed and objectives are met. No internal audit
findings noted.

Minor improvement
required

Generally, controls evaluated are adequate, appropriate, and effective
to ensure risks are being managed and objectives are met. One or
more low/medium risk findings noted, with minor or moderate impact
on the overall system of internal controls.

Moderate improvement
required

Generally, controls evaluated are adequate, appropriate, and effective
to ensure risks are being managed and objectives are met. Multiple
medium risk findings noted, with moderate impact on the overall
system of internal controls.

Major improvement
required

A high risk and/or systemic issues exist in a major scope or risk area.
The controls evaluated are unlikely to manage risks and meet
objectives.

Unsatisfactory

High/very high risk and/or systemic issues exists in two or more major
scope or risk areas. Controls evaluated do not manage risks and
objectives are not met.
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4. Appendix B: Summary of findings
The following table provides a summary of findings against each internal audit scope item.
Summary of findings

Section ref.

1. Governance and reporting
a) Robustness and cohesiveness of governance structures to manage
procurement activities within the Compliance Monitoring section
Each panel has a nominated panel manager from within the Compliance Monitoring
section, reporting to the Director Compliance. These panel managers are responsible
for recommending which panel members should be contacted for quotation (or direct
ordering) and awarding work.

-

b) Clarity and understanding of roles, responsibilities and accountabilities,
including delegations/authorisations and segregation of duties
Each panel manager is supported by CaRS staff to assist in day to day panel activities
e.g. selecting and contacting panel members for quotes, evaluating quotes, informal
analysis of panel usage etc. Interviewed staff members were able to clearly articulate
their roles, responsibilities and accountabilities.

-

(c) Adequacy and currency of fit-for-purpose policies and procedures in support
of RMS procurement rules
Panel establishment is governed by the RMS Procurement Manual, ECM (Section 5 –
Minor Physical works and Services) and RMS Delegations Manual. However, these
documents do not specifically address the procurement requirements for establishing
panels (e.g. assessment panel composition and tenderer financial capacity
assessments).

2.3

(d) Procurement and supplier performance reporting, and use of data analytics
to detect anomalous behaviour in procurement and vendor practice
Panel expenditure/usage is not formally monitored or reported and some minor
purchase order data quality issues were also identified. It is noted that an Excel
spreadsheet had been developed for the E&M panel to monitor expenditure.

2.2

2. Planning and sourcing activities
(a) Development of procurement strategies/business case and their appropriate
approval, where required
In all three panels audited, an authorised RMS delegate has reviewed the business
case to establish the panels. Mandated whole of government contracts and schemes
are required to be used where relevant and existing RMS arrangements should be
used, where available. Any exceptions must demonstrate how value for money will be
delivered through other arrangements.
(b) Use of competitive tender/prequalification scheme/panel, including minimum
quotes to be sought
Although authorised delegates also approve decisions to award work to each panel
member, the justification for these decisions is not always well documented and
subsequently open to challenge from other panel members regarding its fairness,
transparency and ability to demonstrate value for money principles. RMS staff involved
in awarding work to panel members are not periodically required to provide a
declaration of no conflict.
When the DES and E&M panels were established, some minor non-compliances were
identified in relation to assessment panel composition requirements.

-

2.1
2.3
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Summary of findings

Section ref.

c) Chief Executive approval of exemptions where it can be demonstrated that a
departure from normal competitive process should be permitted (e.g. direct
negotiation, contract extension where no such option exists)
The Chief Executive reviews and approves all cases of procurement exemptions and
ensures adequate documentation is available to justify the request to depart from
normal competitive process. Although direct ordering from panel members is permitted
under section 2.4 of the RMS Procurement Manual, a competitive quotation process is
still encouraged to support value for money principles.

-

(d) Conflict of interest declaration by evaluation committee members and the
management of such declarations
A conflict of interest declaration process was completed by each tender assessment
committee member when the panels were initially established.

-

(e) Approval to issue the Rfx
An authorised RMS delegate reviewed and approved the issuance of the Rfx
regarding the initial establishment of all three panels audited.

-

(f) Tender evaluation (incl. minimum quotes obtained, vetting whether tenderers
were bona-fide and/or unrelated parties) and delegate approval
Authorised RMS delegates reviewed and approved the tender evaluation reports
regarding the initial establishment of all three panels audited.
Although authorised delegates also approve decisions to award work to each panel
member, the justification for these decisions is not always well documented and
subsequently open to challenge from other panel members regarding its fairness,
transparency and ability to demonstrate value for money principles. RMS staff involved
in awarding work to panel members are not periodically required to provide a
declaration of no conflict.
A financial assessment was not conducted on all prospective panel members
(required for contract values greater than $250k including GST, or where deemed high
risk).

2.1
2.3

(g) Contract execution (including use of standard form of contract) by delegate,
and public disclosure of contract
An authorised RMS delegate reviewed and approved the execution of the panel
contracts with each member upon establishment.
Contracts were publically disclosed in accordance with GIPA requirements.

-

3. Contract management
(a) Development of contract management and benefits realisation plan
Panel rules have not been formally developed and communicated to support a fair and
transparent process for awarding work that also satisfies value for money principles.

2.1

(b) Contractor performance monitoring and escalation
Each panel contract contains monthly panel member reporting requirements and/or
formal Key Performance Indicators (KPIs) that RMS can use to assess panel member
performance. Completion of these requirements and analysis of performance is
performed on an infrequent an informal basis in all three panels audited. Separate to
the monthly reporting requirements, DES panel member performance is partially
monitored through KPI reporting on the operational performance of fixed cameras.

2.2
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5. Appendix C: Key risks examined

Governance and reporting

Scope
area

Control
effectiveness (1)

Risk
rating (2)

Section
ref.

a) Robustness and cohesiveness of
governance structures to manage
procurement activities within the
Compliance Monitoring section

Effective

Low

-

b) Clarity and understanding of roles,
responsibilities and accountabilities,
including delegations/authorisations
and segregation of duties

Effective

Low

-

c) Adequacy and currency of fit-forpurpose policies and procedures in
support of RMS procurement rules

Substantially effective

Low

2.3

Partially effective

Medium

2.2

Effective

Low

-

b) Use of competitive
tender/prequalification scheme/panel,
including minimum quotes to be sought

Partially effective

Medium

c) Chief Executive approval of
exemptions where it can be
demonstrated that a departure from
normal competitive process should be
permitted (e.g. direct negotiation,
contract extension where no such
option exists)

Effective

Low

-

d) Conflict of interest declaration by
evaluation committee members and
the management of such declarations

Effective

Low

-

e) Approval to issue the Rfx

Effective

Low

-

Partially effective

Medium

Effective

Low

Key risks examined

d) Procurement and supplier performance
reporting, and use of data analytics to
detect anomalous behaviour in
procurement and vendor practice

Planning and sourcing activities

a) Development of procurement
strategies/business case and their
appropriate approval, where required

f) Tender evaluation (incl. minimum
quotes obtained, vetting whether
tenderers were bona-fide and/or
unrelated parties) and delegate
approval
g) Contract execution (including use of
standard form of contract) by delegate,
and public disclosure of contract

2.1
2.3

2.1
2.3

-
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Contract
management

Scope
area

Key risks examined

Control
effectiveness (1)

Risk
rating (2)

Section
ref.

a) Development of contract management
and benefits realisation plan

Partially effective

Medium

2.1

b) Contractor performance monitoring
and escalation

Partially effective

Medium

2.2

(1) Refer Appendix D for details of control effectiveness classification.
(2) Refer Appendix E for risk rating classification and methodology used to assess the level of risk associated with the audit findings if agreed
actions are not implemented as intended.
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6. Appendix D: Control effectiveness classification
Assessments of control effectiveness are provided in Appendix C of this report. The control effectiveness
assessment is based on the actual level of control that is currently present and effective, compared with
what is reasonably achievable and expected.
The guide for estimating the qualitative rating for control effectiveness is tabled below and is based on AS
HB 158:2010 ‘Delivering assurance based on ISO 31000:2009 Risk Management’.
Control effectiveness

Description / guide

Effective

Controls are well designed for the risk, address the root causes and is
effective and reliable. Management should continue to review and
monitor existing controls to ensure they remain adequate and
effective.

Substantially effective

Most controls are designed correctly and are in place and effective.
Some more work to be done to improve operating effectiveness
and/or reliability.

Partially effective

While the design of controls may be largely correct in that they treat
most of the root causes of the risk, they are not currently very
effective. Alternatively, some of the controls do not seem correctly
designed in that they do not treat root causes, those that are correctly
designed are operating effectively.

Largely ineffective

Significant control gaps. Either controls do not treat root causes or
they do not operate at all effectively.

Ineffective

Virtually no credible control. The auditor has no assurance that any
degree of control is being achieved due to poor control design and/or
very limited operational effectiveness.
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7. Appendix E: Classification of audit findings
Risk rating
The following table provides general guidance on how internal audit findings are rated and is aligned with
RMS’ Risk Management Framework.

VH

H

M

L

Risk level

Definition

Indicative action required

Very high

Issue represents a control
breakdown which could have or is
having a severe or catastrophic
effect on RMS’ ability to achieve its
core objectives

High

Issue represents a control
weakness which could have or is
having a serious or major adverse
effect on RMS’ ability to achieve its
core objectives

The agreed management action plan is to be
implemented within one month from the date of
this report. In the interim period, appropriate
mitigating controls must be implemented. These
will be documented in the audit report prior to
issuance.

Medium

Low

Audit and Assurance Branch may follow-up on
the agreed actions within one month after
issuance of the final report, which will include
substantive testing.

Issue represents a control
weakness which could have or is
having a moderate or major
adverse effect on RMS’ ability to
achieve its core objectives

The agreed management action plan is to be
implemented within 3 months from the date of
this report. In the interim period, appropriate
mitigating controls should be considered and
implemented where required.

Issue represents a minor control
weakness with minimal but
reportable impact on RMS’ ability to
achieve its core objectives

The agreed management action plan is to be
implemented within a reasonable timeframe.

RMS matrix

Likelihood

Consequence
Insignificant

Minor

Moderate

Major

Severe

Catastrophic

Almost certain

Medium

High

High

Very High

Very High

Very High

Very likely

Medium

Medium

High

High

Very High

Very High

Likely

Low

Medium

Medium

High

High

Very High

Unlikely

Low

Low

Medium

Medium

High

High

Very unlikely

Low

Low

Low

Medium

Medium

High

Almost
unprecedented

Low

Low

Low

Low

Medium

Medium
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Consequence rating guide
The consequence rating is determined by considering the level to which an event or action (risk) would
impact objectives and should be considered in terms of the impact on RMS as a whole.
Consequence rating

Decision guide

Catastrophic











Multiple fatalities or permanent incapacities
>10% over Capex budget or exceeding $250M
>$50M over Opex budget
Large numbers of unsafe drivers and/or vehicles using the network/waterways
Asset integrity heavily compromised
Criminal prosecution as a result of non-compliance by RMS
Network impact or major service outage over 4 weeks
>12 mth project delay
National adverse media.

Severe











Single fatality or permanent incapacity
5-10% over Capex budget or exceeding $125M
$10M - $50M over Opex budget
Control over unsafe vehicle/vessel usage and/or unlicensed usage heavily compromised
Asset unfit for purpose
Large fines as a result of non-compliance by RMS
Network impact or service outage (2-4 weeks)
9-12 month project delay
Sustained statewide adverse media

Major











Multiple injuries (requiring hospitalisation)
1-5% over Capex budget or exceeding $25M
$1M - $10M over Opex budget
Unsafe vehicle/vessel usage and/or unlicensed usage on a daily basis
Asset integrity requires constant monitoring
Fines as a result of non-compliance by RMS
Network impact or service outage (1-2 weeks)
6-9 month project delay
Statewide adverse media

Moderate











Multiple minor injuries
< 1% over Capex budget or exceeding $2.5M
$100K - $1M over Opex budget
Unsafe vehicle/vessel usage and/or unlicensed usage on a regular basis
Asset integrity requires regular checking but is manageable
Adverse report as a result of non-compliance by RMS
Network impact or service outage (3 days to 1 week)
3-6 month project delay
Region based adverse media

Minor










Minor injuries
< $2.5M over Capex budget
< $100K over Opex budget
Unsafe vehicle/vessel usage and/or unlicensed usage may occur occasionally
Some deterioration in asset integrity but is manageable
Service outage (2 to 3 days)
2-3 month project delay
District / electorate based adverse media

Insignificant









Near miss incident
< $100K over Capex budget
< $10K over Opex budget
Has minimal impact on network safety
Little or no deterioration in asset integrity and safety
Service outage (up to 1 day)
<2 month project delay
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Likelihood rating guide
The likelihood rating is determined by considering the number of times a risk with assigned consequence
may occur within a specified period.
Rating

Semi quantitative description

Qualitative description

Almost Certain

The risk with assigned consequence
could occur multiple times (>10)
during any given year
OR
The risk with assigned consequence
could occur at least 1 in every 4 times
the event or action occurs I.E. > 25%
chance of occurrence. This risk is
known to occur frequently.





Very Likely

Likely

Unlikely

Very Unlikely

The risk with assigned consequence
could occur occasionally (<10) during
any given year
OR
The risk with assigned consequence
could occur between 1 in 4 and 1 in
10 times the event or action occurs.
I.E. 10% to 25% chance of
occurrence.
The risk with assigned consequence
could occur once during any given
year
OR
The risk with assigned consequence
could occur between 1 in 10 and 1 in
100 times the event or action occurs.
I.E. 1% to 10% chance of occurrence.
The risk with assigned consequence
could occur once over 10 years
OR
The risk with assigned consequence
is expected to occur between 1 in 100
and 1 in 1,000 times the event or
action occurs. I.E. 0.1% to 1% chance
of occurrence.

The risk with assigned consequence
could occur once in the next 100
years
OR
The risk with assigned consequence
could occur between 1 in 1,000 and 1
in 10,000 times the event or action
occurs. I.E. 0.01% to 0.1% chance of
occurrence.





























Almost
unprecedented

The risk with assigned consequence
is not expected to occur in the next
100 years
OR
The risk with assigned consequence
may occur less than 1 in 10,000 times
(if ever) the event or action occurs.
I.E. < 0.01% chance of occurrence.








There is a very strong chance of this risk occurring.
History shows that it is something that occurs frequently.
We have little or no faith in the controls to prevent its
occurrence.
No-one will be surprised if and when the risk occurs – in fact
it’s expected to
A reasonable person would consider it obvious and certain
that the risk would occur
You should have seen this risk coming
There is a good chance of this risk occurring.
History shows that the risk occurs unacceptably too often.
Controls may help prevent its occurrence but wouldn’t rely
heavily on them.
Most staff would not be surprised if and when the risk
occurs
Most reasonable people would have expected it to occur on
a semi regular basis
You should have expected this risk to occur
There is a chance of this risk occurring in the current period.
History shows that the risk has occurred on a number of
occasions.
Moderate confidence in the controls, may not work under
certain circumstances
Most staff would have considered the risk was possible
Most reasonable people would have expected it to occur
You should have been watching/monitoring for this risk to
occur
There is a chance of this risk occurring but not very often.
History shows that this risk does happen but not very
frequently.
We have a reasonable level of confidence that the controls
will prevent the risk.
Most staff while surprised, would not be shocked if this risk
occurs
Most reasonable people would have expected the risk to
occur at some time
You should have been anticipating the risk
There is only an unusual chance of this risk occurring.
History shows that this risk rarely happens, usually under
unusual circumstances.
We have a strong level of confidence that the controls will
prevent the risk.
Most staff would understand the risk could happen but
would still be surprised
Most reasonable people would consider it rare or unusual
for the risk to occur
You can be forgiven for not anticipating the risk was about
to occur
There is very little or no real chance of this risk occurring.
History shows that this risk hardly ever happens, if at all.
We have a high level of confidence and faith in the controls
to prevent the risk.
Everyone would be shocked and surprised if this risk occurs
No reasonable person would ever consider that the risk
could occur
No-one would have seen this risk coming
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8. Appendix F: Stakeholders consulted
Name

Title

Melinda Bailey

Executive Director, Compliance and Regulatory Services

Roger Weeks

Director, Compliance

Andrew Graham

A/Executive Director, Business Services

Ethan Nguyen

A/Director, Audit and Assurance

Albert Bass

Chief Procurement Officer

Arnold Jansen

Senior Manager Compliance Monitoring

Saurav Sarkar

A/Principal Manager – National Heavy Vehicle Regulator Transition

Frank Chan

A/Manager Fixed Camera Support

Jeff Jones

A/Manager Camera Infrastructure Support

Donna Willis

Manager, Procurement Strategy & Governance

9. Appendix G: Internal audit timeline
Milestone
Project sponsor acceptance of audit scope document
Commencement of fieldwork
Completion of fieldwork

Date
29 January 2019
11 March 2019
26 April 2019

Exit meeting

-

Initial draft report issued to Audit and Assurance for quality review

3 May 2019

Initial draft report issued to management for review and agreement

9 May 2019

Final report cleared with project sponsor

20 May 2019
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10. Appendix H: Panel usage
The tables below reflect purchase order data extracted from the finance system (Ariba) for the period from
1 Jan 2016 to 12 March 2019.
HVU panel:
Panel spend as detailed below is concentrated on Novation Engineering, Seina Group, and Euro Civil.
However, overall spend is generally allocated evenly across the vendors for the type of services provided.
Row Labels
NOVATION ENGINEERING PTY LTD
EURO CIVIL & MAINTENANCE PTY LTD
SEINA GROUP PTY LTD
C B F PROJECTS PTY LTD
EFFICIENT PROJECT MANAGEMENT AND
OZCORP CIVIL PTY LTD
A A STEEL PIPING PTY LTD
S A MASTERS ELECTRICAL
LANCOMM PTY LTD
C.I.C ENGINEERING PTY LTD
ACCUWEIGH PTY LTD
Grand Total

Sum of Order Value
$1,925,400
$1,228,750
$1,140,370
$914,390
$804,700
$801,000
$396,500
$201,390
$167,000
$165,000
$111,239
$7,855,739

Sum of Invoiced Value
$1,925,400
$1,155,750
$942,370
$914,390
$804,700
$801,000
$273,160
$180,004
$167,000
$130,056
$86,113
$7,379,943

DES panel:
Panel spend as detailed below is concentrated on Redflex Traffic systems. This is primarily because
Redflex has historically held the majority of the camera sites, and consequently collect the majority of
ongoing maintenance fees to maintain its cameras. Over the last 10 years, the market has expanded with
additional vendors and this is largely reflected in the current panel composition.
Row Labels
REDFLEX TRAFFIC SYSTEMS PTY LTD
JENOPTIK AUSTRALIA PTY LTD
SENSYS GATSO AUSTRALIA PTY LTD
TESS SOLUTIONS (AUSTRALIA) PTY LTD
SENSEN NETWORKS GROUP PTY LTD
CEOS INDUSTRIAL PTY LTD
Grand Total

Sum of Order Value
$14,285,519
$4,039,708
$2,195,310
$1,948,133
$273,600
$100,920
$22,843,190

Sum of Invoiced Value
$11,303,478
$3,220,783
$1,236,590
$1,362,514
$159,600
$104,970
$17,387,934

E&M panel
Panel expenditure is shown below and categorised by the type of service each vendor provides under the
panel.
Row Labels
HARDCUT PTY LTD
ELECTROCUT PTY LTD
HIX GROUP PTY LIMITED
G & B SERVICES (NSW) PTY LTD
C.I.C ENGINEERING PTY LTD
CIVX PTY LTD
ELEKMARK INDUSTRIES PTY
LIMITED
Grand Total

Sum of Current Order
Value
$900,000
$650,000
$500,000

Sum of Invoiced
Value
$601,940
$427,616
$210,369

$160,000
$50,000

$63,361
$3,060

$50,000
$50,000
$2,360,000

$9,043
$1,315,389

Type of service
Concreting Services
Concreting Services
Electrical Services
Other Construction Services
n.e.c.
Electrical Services
Other Construction Services
n.e.c.
Electrical Services
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rms.nsw.gov.au
13 22 13
Customer feedback
Roads and Maritime
Locked Bag 928,
North Sydney NSW 2059
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