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scope

Outlinesthe procurement framework

( for publictransportthatreceives
funding from the National Land
Transport Fund and summarises key
In August 2022, the Governmentannounced the establishment of the SPTF changes.
Sustainable PublicTransport Framework (SPTF) asa new policyand |  __________ Section 25 procurement procedure) _________ :

legislative framework forthe planning, procurement, and delivery of
publictransportservices.

Strategic context in
which procurement takes

lace
< P 4

The SPTF is being given effect through the recent passing of the Land
Transport Management (Regulation of Public Transport) Amendment Act
2023 and the development by Waka Kotahi of enabling and supporting
operational policy and guidance.

Proposes new orupdated
requirementsand
considerations for development
of procurement strategies for
sector feedback.

Waka Kotahi has been developing operational policy via cross sector
working groups.

Strategic context

Thisdocument reflects the efforts of two working groups:

1

* Infrastructure and delivery models

*  Partneringand reporting o Delivery models
ctivity )

specific

Proposes new or updated,
> guidance policies and tools for

The documentis structured around the procurement framework as
illustrated on the right. It starts with high-levellegislation changes and
aimsto provide aclearline of sight though to matters that relate to day-
to-day service delivery.

1

procuring, contractingand
delivering publictransport
servicesforsectorfeedback.

procurement
procedure

Supplier selection

The documentincludes engagement questions which seek sector
feedback. Feedback will inform Waka Kotahi’s final operational policy,
requirements and guidance.
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Outlines key changes to legislation relevant
to publictransportinfrastructure, service
delivery and partnering. Defines problems
and objectives forpolicy development.

Scope of discussion
document

---------- Section 25 procurement procedure --------1

Section 1

Context

Legislative change and objectives for
policy development
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Legislative
change

Key legislative changes relating
to infrastructure, operating
models and partnering

(

The following sections summarise key legislative changes
and impacts for procurement. Headings represent links
to the Land Transport Management Amendment Act
2023.

Introduction

Section 115 principles

All persons exercising powers or performing functions
relatingto publictransportregulated underpart 5 of the
LTMA must be guided by the principles defined in section
115.

The new principles emphasise a broad range of
outcomes soughtfrom providing publictransportand
reference attributes required to achieve those outcomes.

In relation to procurement, the principles help inform
what constitutes value formoney and what must be
considered when developing procurement strategies and
detailed procurement procedures.

The principlesalso add further weight to the notion that the
lowest price does notalways equate to the best value formoney
spent. This hasimportantimplications for the designand
execution of procurement procedures.

The principles underpin Waka Kotahi operational policy
developmentand are expanded onin this discussion document.

Section 25 procurement procedures and obtaining best value for
money

Section 25 requires Waka Kotahi to approve procurement
procedures designed to obtain best value formoney (s25(1)).

To provide publictransportauthorities (PTAs) with the flexibility
to deliver publictransportservices in-house, the LTM Amendment
Bill removed explicit requirements from s25for Waka Kotahi to
considerthe desirability of competition and the requirement for
PT activities to be outsourced.

While the amendments to section 25 creates flexibility, the
requirementtoachieve valueformoney spenton publictransport
remains embedded within the act:

e s25still requires procurement procedures to obtain best
value formoney. This applies to all outsourced procurement
scenarios.

*  sl115 retainsthe principle, amongst abroaderset of
principles, thatinvestmentin PTservices should be efficient
and give value formoney. This applies to all procurement
scenarios.

. s124 requiresthat, PTAs must take into accountthe needto
obtain bestvalue for money when adopting regional public
transport plans. This applies to all procurement scenarios.

It is Waka Kotahi policy that enabling fair competition and
encouraging competitive and efficient markets remains the
primary method for obtaining best valuefor money spenton
publictransport.

This underpins the extent and circumstances to which Waka
Kotahi may supportin-house delivery of services and assets. We
expand onthisfurtherinthis document.

5

Link to questions

Section 27 mannerin which certain local authority interestsin

publictransport service must be held

Section 27 definesthe mannerinwhich PTAs can hold aninterest
inpublictransport services and assets.

Previously PTAs could only hold aninterestin publictransportvia
a council-controlled trading organisation (CCTO). A CCTO
undertakes atradingactivity for the purpose of making a profit.

Amendments to section 27 permit PTAs to directly hold interests
in PT services and assets and do not need to do so througha
CCTO. The amended LTMA enables PTservices to be delivered
through both the continued outsourcing to publictransport
operators (PTOs) orthrough in-house delivery by PTAs. The LTMA
alsonow enables PTAsas well as PTOs to provide enabling
infrastructure and assets.

Waka Kotahiand PTAs are now able to consider both approaches
when developing procurement procedures designed to obtain
bestvalue for money.

Viathe development of procurement strategies, PTAs need to
determine circumstances and extent to which services should be
deliveredin-house and who should provide enabling assets.

Section 116 transparency

Section 116 requires planning, procuring, and operating public
transport servicesto be carried outin an open and transparent
manner, irrespective of who operates the service.

Openness and transparency extend to matters such as, operating
costs, service performance, vehicles and vessels, the financial
performance of the person operating services and the aggregate
terms and conditions of the workforce.

While section 116 aims to enable greater transparency, it does not
require commercially sensitive information to be disclosed
publicly.


https://www.legislation.govt.nz/act/public/2023/0056/latest/LMS796287.html
https://www.legislation.govt.nz/act/public/2023/0056/latest/LMS796287.html
https://www.legislation.govt.nz/act/public/2023/0056/latest/LMS796289.html
https://www.legislation.govt.nz/act/public/2023/0056/latest/LMS796289.html
https://www.legislation.govt.nz/act/public/2023/0056/latest/LMS796300.html
https://www.legislation.govt.nz/act/public/2023/0056/latest/LMS796298.html

Overarching
problems and

objectives

Investment logic mapping

Introduction

Link to questions

A key principle of the Waka Kotahi Business Case Approach (BCA)  The SPTF Infrastructure and Delivery Model Working Group
isthe use of informed discussions to ensure that the rationalefor ~ undertook aseries of facilitated ILMworkshops to help define

a potential investmentis adequately understood.

Onetechnique forinformed discussionis investment logic

strategicsector wide context for publictransport delivery.

The output of the ILM workshopsis a set of problem and objective

mapping (ILM), whichisincludedinthe New Zealand Treasury’s statements that reflect the changing dynamics within the sector.

guidelinesforpublicsectorbusiness cases.

ILM ensures ‘that robust discussion and thinking is done up-front,
resultingin asound problem definition, before solutions are

These statements have shaped SPTF work to date and will inform
planned updatesto Waka Kotahi’s procurement manual.

The problems and objectives from the ILM process are outlined

identified and before any investment decisionis made’. ILM uses below with context underpinning the problems outlined on the

facilitated workshops to draw out contextand problem following page.

definitions.
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Link to questions
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Introduction reduced value for money rapid patronagegrowth contracts
The diagram on the right summarises context for '
the problem statements and outlines key drivers of Rapid decarbonisation Rapid patronage growth Context for PT is changing
change for the public transport sector. . o _ )
. ) * NZ's entire economy to be net zero by * To achieve transportemissionand * Asset mix andtypes is changingfrom
The problems and drivers of change in turn 2050 (law) associated targets to reduce vehicle fossil fuel to zero-emission oriented

provide context for objectives and policy - NZ's PT fleet to be zero emission by kilometres travelled (VKT), public capital inputs.
development. 2035 (target) transportnetworks need to: +  Access to energy inoperationally
It is important to note the problems and drivers of «  All new PT buses must be zero ° recover fkr?m gowd-19 by 2024/25 eff|C|th I;)cathns isnow more of a
change exist irrespective of legislative change. emission from 2025 (mandate). (on-track); an strategicfactor:
. Market f * then achievecirca 10% patronage * energy to site
arket forces growth year on year through to

* energy to vehicles

+ Diesel versus battery electricis 2035 (significantchallenge) Diff il 4 biliti
at/closeto costparity now on a total + 10%is a national average, some ' e.rendt skill sets atn caps ! Itlei
; . ’ required across sector participants.
costof ownership basis. Likely to regions would need to achieve much a P P
favour battery electricin near future, higher year on year growth rates.

Implications for supplier market and

building further momentum towards A i
Contracting / operational models competition

decarbonisation.
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The sector needs operational models «  Changes can reduce or increase

v’ Assets & infrastructure that are capableof cost-effective barri
i . rapid expansion duringthelife of arriers toentry
\ l : ;ZZttrrzgzli?:snntgvs éiraobﬁrlgsassfgts-r contracts * Careful consideration required
‘ \ such as vehicles, energy supply, depot *  There arechallenges toachieving *+ Both shortandlong-term implications.
‘ ‘ land and associated facilities. targets, but PT delivery models need /
not be one of them.

* Rapidly provisioninglong-term
enablingassets under existing delivery
models is unlikely to deliver best value
for money.
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Drivers of
change

Considerations for
procurement strategies

Introduction

Procurement strategies define the strategiccontextin which
procurement activity is to take place and outlines how aPTA
intends to procure activitiesin away that obtains bestvalue
for money.

Procurementstrategies should be dynamicand updated at
leastevery three years, ormore frequentlyinresponse to

Procurement strategies should provide a high degree of
certaintyinthe shorterterm (zeroto three-yeartimeframes)
withrespecttohow and when procurement occurs, whilst also
taking a strategicview overlongertimeframes.

What is possible in the near-termis shaped by what has
occurred previously and whatis possible in the longer-term
will be shaped by what happens next.

Drivers of change and achieving best long-term value for
money

There are fourkey near-termdrivers of change that should be
factoredinto forthcoming procurement strategy reviews, in
addition to guidance already outlined within Waka Kotahi’s
procurement manual. The drivers of change include:
1. Legislative change enabling:
» differentassetcontrol arrangements
* eitherin-house oroutsourced service delivery

&

Link to questions

Enabling cost-effective rapid growth of publictransport.

Respondingto achanging procurement environmentand
ensuring fair competition and supporting competitive and
efficient markets bothinthe shortand long-term.

When exploring potential implications associated with the
drivers of change outlined above, the working group identified
many potential scenarios where sector participants (PTAsand
PTOs) will be faced with trade-offs between shorter-term
benefitsand challenges versus achieving longer-term outcomes.

Procurementstrategies must take along-term view to achieving
bestvalue for money. This means, to the maximum extent
practicable, achieving longer-term outcomes must take
precedence.

Infrastructure and assets

The next section of this document outlines implications for
enablingassets and infrastructure. Later sections address
service delivery approaches and enabling the potential for rapid

significant changes to the procurement environment. . _ growth.
2. Decarbonising publictransport.
Time horizons Procurement cycles A
Past Z ? > Future o
Short Improve| Contract
H ;] ~3 years e Review [ ] c
E J Medium .0
[ ~10 years Improve [ Contract ] ..5
Long e Review §
_ [ ~30 years o Improve [ Contract ] i}
Kia Whakatomuri te haere whakamua. Ko te pae tawhiti whaia kia tata, ko te Review
| walk backwards into the future with pae tata whakamaua kia tina. Seek
my eyes fixed on my past. The past out distanthorizons and cherish those )

shapes the future.

Ay WAKA KOTAHI

you attain.

Time
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Questions for feedback

Legislative change and objectives for policy development

LTMA amendments
1. Please provideanyfeedback onthe recentlegislative amendments noting:
* any benefitsthatyou considerthe amended legislation could present to the sector
* any challenges thatyou considerthe amended legislation could present to the sector
* how Waka Kotahi could help to maximiseany benefits and address any challenges.
Problems, objectives and drivers of change
2. Please provide any feedback on the applicability and usefulness of the problem statements and objectives when considering the future delivery of PTservices.

3. Please provide any feedback on the strategic context and drivers of change for consideration by PTAs when preparing procure ment strategies. To what extent are these considerations
useful and what additional guidance, if any, would be helpful from Waka Kotahi?

9 For discussion— not government policy




Outlines key changes to legislation relevant Scope of discussion
to publictransport infrastructure, service document

delivery and partnering.

Outlinesthe procurement framework
for publictransportthatreceives
funding from the National Land
Transport Fund and summarises key

SPTF changes.
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{ Section 25 procurement procedure } —————————

Introduction

The Land Transport Management Act (s25) requires Waka Kotahi
to approve procurement procedures designed to obtain best value
for money foractivities funded from the National Land Transport
Fund (NLTF). Procurement procedures can be summarised into
two key parts.

Part 1 - Procurement Strategy

First, PTAs must assess the strategiccontextin which procurement
activity istotake place. Thisis documented within a procurement
strategy endorsed by Waka Kotahi.

The strategy must take a long-term strategicview and outlines
how an approved organisation will deliver a programme of
activitiesinaway that obtains bestvalue for money spent.

Part 2 — Procurement Procedure

Secondly, specificactivities must be procured in accordance with a
detailed procurement procedure encompassing:

*  definition of the strategic context forthe specificactivity
*  delivery model selection

*  determiningasupplierselection method

e contract formand content.

The four elements are related. The strategic contextinforms the
selection of the delivery model, which in turn informs the choice
of a supplierselection method from which a contractis
established to purchase the required outputs.

The Waka Kotahi Procurement Manual contains procurement
procedures pre-approved unders25suitable for routine activities.

The Procurement Manual also allows for:

*  advanced procurement procedures that can only be used
with approval from Waka Kotahi, and

11

Link to questions

* customised procurement procedures forapproachesthatcan
be demonstrated to deliver best valuefor money but are not
otherwise catered forinthe Procurement Manual.

In essence, Approved Organisations (AOs) can purchase goods and
services utilising funds from the NLTF underthe following
circumstances:

1. theyhaveacurrent procurementstrategy endorsed by Waka
Kotahi

2. theactivityisincluded within the National Land Transport
Programme (NLTP) and has received funding approval, and

3. theactivityis procuredinaccordance with an activity specific
procurement procedure approved by Waka Kotahi.

While the overall approach and framework remains the same,
thereisa needto update components within the framework to
achieve SPTF objectives.

The remainder of this document outlines proposed changestothe
procurementframework for publictransport services for sector
engagement and feedback.

The next page outlines the regulatory classification of public
transportservicesandits relevance to procurement.

- \] — s >
ﬁ;c?:;o;wﬁ'l mlﬁ“f' ‘i ; ( -
e B
p
RQ\CEDURE
itP‘ ‘ / \
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Service

classification

Procurement framework

ntr
I

PTA can provide
subsidy

PTA canprovide
financial assistanceto
reduce fares

PTA canprovide
financial assistance
for services in small
passenger service
vehicles

Must be operated in
accordancewith
objective and policies
ina RPTP

Must be operated in
aunitbyaPTA or
under contract with a
PTA

* Excludingfinancial assistanceto reduce fares or

Yes

Yes

Yes

Yes

Yes

No*

Yes

Yes

No

No

for services in small passenger servicevehicles.

Introduction

Underthe LTMA, publictransportis organisedintothree broad
categoriesas outlined below.

Integral Services

The LTMA requires PTAs toidentify services that are integral to
the publictransport networkinaregional publictransport plan
(RPTP).

PTAs determine what makes aservice ‘integral’—it will vary from
regiontoregionand will be informed by publicconsultation on
RPTPs.

Unless exempt, integral services identified in a RPTP must be
operatedina unitbya PTA or undercontract witha PTA (s116A).

Exemptservices

Exemptservicesare operated by a private sectorenterprise
without asubsidy*.

Certain exemptservices (those that may impact contracted public
transportservices) must be registered with the relevant PTA. A
PTA may decline toregisteran exempt service where the service
could adversely impact the operation of the publictransport
network.

Exemptservices can be identified asintegral to the public
transport network by a PTA andidentified asan exemptunitina
RPTP.

Identifying an exempt service as integral and allocatingitintoa
unitdoes not change its status as an exemptservice. The service,
while exempt, is not subject to the objectives or policies of the
RPTP and are notrequiredtobe operatedina unitbya PTAor
undercontract witha PTA.

However, if a PTA identifies an exempt service as integral, this
signalsanintent to operate that service under contract should the
exemptservicebe deregistered inthe future.

12

Link to questions

Contracted services

Contracted services are services that must be:

* identifiedasintegralinaRPTP

* operatedinaunitbya PTA or undercontract witha PTA

* operatedinaccordance with objectives and policies defined
withinaRPTP.

Unlike exemptservices, contracted services can be subsided.
Subsidy, means any funding from:

* the NLTF, or
* alocal authority (including PTAs).

Subsidy, forthe purpose of determining the exempt status of a
service, does notinclude:

* anythingdone underanagreementbetweenthe relevant PTA
and a PTO toreduce passengerfares, or

* financial assistance provided by the relevant PTAfora

passengerservice identifiedinaRPTP under LTMA section
120(1)(a)(vii).

Contracted servicesthatreceivefundingfromthe NLTF must be
procuredinaccordance with proceduresthat are both:

* deignedtoobtain bestvalue formoney
* approved by Waka Kotahi.

Waka Kotahi's procurement manual contains procurement
procedures for publictransport units.

The allocation of servicesinto unitsis animportant part of
procurement procedures and the broader procurement
framework.



Allocation of
services Into
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Procurement framework

Strategic context in which
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Introduction

Units are a key organising concept forthe procurement of
contracted publictransport services.

A unitisadefined geographicareaof anysize thatis specifiedina
RPTP and for which the PTA has specified how publictransport
services must be operated.

The geographicareaof a unitislargely determined by the services
included within a unit.

The allocation of services into units should be done in away that
contributesto good network outcomes and assists public
transportto be efficientand give value for money.

The following are updated requirements for allocation of services
into contracted units for sectorfeedback. Once finalised and
adopted by Waka Kotahi, PTAs would need to demonstrate
alignmentwith the requirements when developing procurement
strategies andrelated contentin RPTPs. How PTAs align with the
proposed requirements depends on context, which will vary from
regiontoregion.

Proposed contracted unit requirements

1. Units must be effective at meeting network outcomes

Services must be allocated into unitsinamannerthat
supports the wider network, including how servicesintegrate
between each otherand future network changes.

Servicesinthe unit must have similar operational
characteristics. Forexample, aunitcannotinclude a
combination of bus, ferry ortrain services.

On-demand publictransportis avariantto a parent mode
(bus, train, ferry) and may be configured into standalone
units or form part of units with fixed route services of the
same mode.

13
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2. Units must be operationally and financially efficient

Services must be allocated into unitsin amannerthat:

* isattractive to the targetsupplier marketas definedin
procurementstrategies

* minimises out of service operation

* makes bestuse of existingor planned enabling
infrastructure and assets

°* minimisesenergy use
* supports cost-effective service changes.

Efficient operation may be as a stand-alone operation or as
part of a widersuite of services across multiple units
dependingonregional context.

3. Allocation of services into units must supportlong-term

competitive and efficient markets

Units must be configured inamannerthat supports
competitiontothe greatest extent practicable.

In larger markets, units should be organised toenable a
regular programme of procurement over time thatavoids
extended periods of minimal or no procurement activity. This
supports:

* sustainability of the service provider marketand
associated supply chains

* competitive pricingtransparency and benchmarking.

Multiple units may be tendered as part of a group tender

policy and procured as an integrated package where doing so

may deliver bestvalue formoney.

For discussion— not government policy



Link to questions

Procurement

and planning

Procurement framework

The procurement framework includes related planning
processes, in particular RPTPs. LTMA (s120) requires
RPTPs to:

* arrange allintegral publictransportservicesinto
units

* identify the infrastructure necessary to support
services

* indicate the date by which units are expectedto
start operating

* specifyany objectivesand policies thatapply to units
* include policies on:
* the processforestablishing units

* theapproachthat will be takento provide the
servicesinaunit, including;

o howthe procurement of units will be
phasedinovertime, and

o whethertheyare tobe deliveredin-house
or outsourced

* managing, monitoring, and evaluating the
performance of units.

Contentina RPTPrelatingto procurementshould be
informed by strategicelements and analysis that
underpin procurement strategies. RPTPs must be publicly
consulted on. This provides animportant transparency
and engagement mechanism forthe supplier market.

PTAs must gather, analyse and RPTPs must be publicly consulted. The higher-level decisions in a procurement strategy
document information about their This provides an important will inform a PTA’s approach to procurement and
procurement programme and the transparency and engagement provide context and direction when using Part 2
environment in which they operate. mechanism for the supplier market. procurement procedures.
\ Network planning and \ Y
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Questions and feedback

Procurement framework

Classification of PT

4. Please provideanyfeedback onthe classification of PTservices on page 12.
Proposed unit requirements
5. Please provideanyfeedback onthe proposed requirements forthe organisation of services into contracted units outlined on page 13.

Procurement and planning framework

6. Please provideanyfeedback on how applicableand usefulthe framework diagram on page 14 is when considering the planning and procurement of PT services.

15 For discussion— not government policy



Outlines key changes to legislation relevant Scope of discussion
to publictransport infrastructure, service document

delivery and partnering.

Outlines the procurement framework
for publictransportthatreceives
funding fromthe National Land
Transport Fund and summarises key

SPTF changes.
---------- Section 25 procurement procedure ﬁ-'
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which procurement takes
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Section 3

Procurement

Proposes new orupdated
requirementsand
considerations for development
of procurement strategies for
sector feedback.

strategies

Strategic context

Delivery models Proposes new orupdated,

guidance polices and tools for
> procuring, contractingand

delivering publictransport
services forsectorfeedback.
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3.1 Energy and
enabling

assets
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Enabling assets

Context for procurement

PTA provision or PTO provision of infrastructure and assets

The LTMA provides foreither PTO or PTA provision / control
of assetsand infrastructure.

In this contextinfrastructure and assets refers toitems that
enable service delivery such as buses, depots, energy assets
and the equivalentforferry and rail services. We call these
enabling assets.

In some circumstances the control of enabling assets, such as
land and access to energy, caninfluence fair competition and
competitive and efficient markets for the supply of public
transportservices.

Energyisa starting point for considering enabling assets and
theircontrol. Energy type determines vehicle and enabling
assetrequirements as, without energy, nothing works.

Enabling assets

Energy type

Current state busfleet

Currently there are about 2600 publictransportbusesin New
Zealand. About 90% are diesel powered with the balance
beingzero emission. Collectively the fleet travels about 115
million in-service kilometres peryearand consumes an
estimated 40 million litres of diesel, producing about 110,000
tonnes of CO, and otheremissions harmful to human health.

New Zealand's economy is required to be net zero by 2050
(law). The publicbusfleetaimsto be zero emission by 2035
(target) and all new built publictransport buses entering the
fleet must be zero emission from 2025 onwards (mandate).

Battery electricbus operationisat or approaching cost parity
versus diesel powered operations on awhole of life basis.
Hydrogen continuesto develop as a potentially viable option
for publictransport buses.

Future state bus fleet

For the foreseeable future battery electricbuses are likely to
be the main method of decarbonising the national bus fleet as
otheroptionssuch as green hydrogen continue to develop.

If the existing bus fleet of 2600 vehicles, collectively traveling
about 115 millionkm peryear, isto be battery electric, then

Current state

Fossil fuel vehicles Q

assets
Energy to site m
Il

Energy to vehicle

Strategic
enabling
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Link to questions

the fleet would consume over 115,000 megawatt hours of
electricity perannum (assuming an average of 1 kwh perkm
travelled). Thisisroughly equivalent to the power
consumption of 14,300 households.

Actual energy consumption will be significantly higher, as the
busfleetis expectedtogrow overtime, along with rail and
ferryfleets, which are also electrifying.

Proposed procurement manual update

Waka Kothi proposes that the following additional inputs be
included infuture procurement strategies with an assessment
of the implication that each element will have on asset
control, delivery modelselection and procurement decisions:

1. Azero-emissionroad map.

2. Analysis of energy requirements and market context by
operational locality over different time horizons.

3. Anassessmentof whetheraccess tosufficientenergyin
operationally efficient locations could influence fair
competition forservice delivery contracts.

4. A strategyforprovisioning enablingassetsincluding the
extentto which strategicassets may be controlled by the
PTAor by PTOs.

Future state

Zero emission vehicles @

Energy to vehicle EJ EI

Strategic

enabling

assets E ===
Energyto site

Tall
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Asset control &
classification

Context for procurement

for money.

Tier1 and Tier2 assets can be classed as strategicenabling

assets. In developing procurement strategies, PTAs willneed
to outline how theyintendto provision such assetsina
mannerthat enablesfair competition, supports competitive
and efficient markets and helps obtain best long-term value

Circumstances that may warrant PTA control

Circumstances that may warrant PTA control of strategic

Introduction

Assets could be provisioned in many ways (referto diagram).
What is appropriate regarding the configuration of

context, which varies throughout New Zealand.

A decisiononwhois responsible for controlling assets, and
why, should precede decisions regarding the form of asset
control.

Asan inputinto procurementstrategies, PTAs, in consultation
with the broadersectorneed to determine the circumstances
and extenttowhich Tier1and 2 enabling assets should be
controlled by the PTAor a PTO.

Proposed classification of assets

Tier 1 assets: Foundational long-term strategicenabling assets
such as land and access to energy. Lifecycles measuredin
decadesand/orstrategically important forenabling
competitive and efficient markets.

Strategic

enabling
assets

Tier 2 assets: Medium-term enabling assets essential to
service delivery (generally >10-year lifecycles) and the
treatment of which can significantly influence obtaining best
value formoney.

Tier 3 assets: Commodity assets (generally <10-yearlifecycles)
routinely renewed and replaced as part of normal business
processes.

Asset delivery scenarios

assets, include butare notlimited to:

* instances where suitable land for depot facilities is scarce
orislikelytobe become scarce

responsibilities and the form of asset control depends on * where asset control by PTOs represents amaterial barrier
to entry/ credible competition for unit contracts, and/or

Staff
facilities

& = 1 b

Vehicle facilities

S

Vehicles

Q™

Energy to vehicle EJ E

Energy to site

R

Land
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Link to questions

o wherethereisavalue formoney proposition in enabling
two or more PTOs to utilise enabling assets,

o where publiccontrol supports cost effective service change
or expansion overtime.

Al Land Land & Land & Energy Vehicle Al Fixed Al
Assets only energy energy only assets assets assets
1
PTO
PTO
PTO
PTA
PTA
PTA

For discussion— not government policy



Forms of asset
control and
management

Context for procurement

Forms of asset control

Asset control, does not necessarily mean ownership. Forms of
asset controlinclude:

* ownership

* endofterm transfer

* lease

* third party ‘solution as a service’.

The viability, benefits and risks associated with different forms
of asset control depends on contextand will vary throughout
New Zealand.

Whereitis deemedthatbestvalue for money can be obtained
via PTO control of assets, then the optimal form of control can

be established via competitive tender processes and need not

be specifically outlined in procurement strategies.

Whereitis deemedthatbestvalue for money can be obtained
via PTA control of assets, thenthe PTA will need to outline the
intended form of control in procurement strategies.

The intended approach can be reassessed and finalised as part
procurement procedures for specificactivities (Part 2 of a
procurement procedure).

Asset management

In this contextasset control refers to the entity that
determines what happenstoanassetand howit is utilised
overtime. Asset managementreferstothe operationand
maintenance of assets. An entity responsible for control can
be differenttothe entity responsible forasset management.

Where PTAs are to control enabling assets, they willalso need
to outline an approach to management of those assets as part
of procurement strategies.

Proposed procurement manual amendments

Waka Kotahi proposes updating the procurement manual to
treat:

1. Provision, operation and maintenance of strategic
enablingassets by aPTA, includingviaathird party
‘solutionasaservice’ orotherthird party offering, asan
approach that requires an advanced procurement
procedure approval.

This meansitwould only be considered on a case-by-case
basisand would need explicit agreement from Waka
Kotahi. To obtain agreementaPTA would need to
demonstrate that both:

* theapproachwouldachieve bestlong-termvalue for
money, and

* the PTA hasa robustasset management planandthe
necessary skills and capabilities.

2. Provision, operation and maintenance of strategic
enablingassets by aPTO will continue to be partofa
standard procurement procedure.

20

Link to questions

This means Waka Kotahi agreementis notrequired on a case-
by-case basis, provided the procurement programme has been
endorsed by Waka Kotahi.

This may include PTA asset control through the specification of
end of term asset transferarrangementsin whichthe PTOs
remain responsibleforthe delivery, operation and
maintenance of strategicenabling assets butthe asset
transferstothe PTA's nominee atthe end of the contract
term.

.. B % A Ga
{2

Vehicle facilities

Tier
2
Vehicles Q a
Strategic W A e
enabling
assets
Energy to vehicle E_J EI
Energyto site
Tier
1

Land
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Asset delivery
models

Context for procurement

Assetdelivery models
Delivery models help defineboth the:

* form of relationship and allocation of responsibilities
betweenthe purchaserand suppliers

* allocation of riskand control to the most appropriate
parties to manage and mitigate those risks.

How strategicenablingassets are provisioned and controlled
isa critical componentof apublictransportservices delivery

model.

The specification and choice of the right delivery modelfora

procurementactivityisanimportantcomponentofa
procurementstrategy. This sets the scene for supplier
selection methods along with the form and content of
contracts.

Proposed procurement manual update

Waka Kotahi proposes updating the procurement manual to
include three broad asset delivery models as follows:

1.

2.

3.

PTO provided: whereall enabling assets are provided by a
PTO.

Mixed: where some enablingassets are provided by a

PTO, some by a PTA. Within a mixed asset delivery model,

responsibilities between PTAs and PTOs could be
configuredinawide range of ways.

PTA provided: where all enabling assets are provided by a
PTA.

Waka Kotahi anticipates most contracted units will utilise
either PTO provided or mixed asset delivery models forthe
foreseeable future.

Asset delivery models

Link to questions

Asset control pathways

Where PTA control is necessary for supporting competitive
and efficient markets and obtaining best long-term value for
money;thenthe PTAwill needto outline theirintended
pathway to asset control in procurement strategies.

There are generally two pathways forincreasing PTA control
overstrategicassets:

*  requiringthe transferof specificassets atthe end of a
contract termto the PTA (ornominee, generally an
incoming PTO)

*  thedirect provisioning of assets by the PTA through
acquisition orleasing or through specialist third parties.

These pathways are described in more detailon the following
page.

e el fi ba

Vehicle facilities

& e

Vehicles

=g

Strategic

enabling
assets

Energy to vehicle EJ B

Energyto site

e
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Asset control pathways

Context for procurement

Asset provision and control pathways

Where PTA control is necessary for supporting competitive and
efficient markets and obtaining best long-term valuefor money;
thenthe PTAwill need to outline theirintended pathway to
assetcontrol in procurement strategies.

The working group considered two broad pathways for
establishing PTA asset control as follows:

* PathwayA:where a PTA procures enablingassetsasa

sperate exerciseto procuring services that will utilise the
enabling assets.

This may be desirable where the assets are to be utilised by
two or more PTOs or where the potential service providers
prefer managementstyle contracts.

Pathway B: where aPTA seekstoleverage the capability and
capacity of a PTO to provisionthe enabling assets as part of
new service delivery contract on the basis that defined assets
transfertothe PTAs nominee atthe end of the service
delivery contract.

Thisapproachis applicable forthe provisioning of new
assets. However, a PTO with existing assets (that meet

requirements) may also consider tendering on the basis that

those assets transferto the control of the PTA at the end of
the contract term. In either case the value forthe assets
would be reflectedinthe tender price forthe service
delivery contract.

Provisioning and funding concepts associated with the pathways

are outlined on the following page.

Pathway

Tender

Tenderon basis
that PTA provides
selectassets

Tenderon basis thatthat
selectassets are available
to successful bidder

N

Tender

| PTA assetacquisition

L

PTA acquires assets
ahead of service go live.

Ongoing monitoring of
maintenance and condition by
PTA through life of contract

Link to questions

Assetchange-
over occurs

Return condition and
handover protocols

Pathway

PTA tenders on basis that
PTO provides assets but
selectassets will transfer to
PTA's nominee atend of

term.

Tenderon basis thatthat
selectassets are available
to successful bidder

N

Tender

22

Deliver

Assetchange-
over occurs

Deliver

AN

Ongoing monitoring of

maintenance and condition by

PTA through life of contract

o/

Return condition and
handover protocols
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Asset delivery and
investment approaches

Link to questions

NOTE: The concepts outlined below enable PTA asset control but do not expose PTOs to potential capital gain

for service delivery contacts.

on asset value (in relation to depots) and limits the use of assets for other purposes, which constrains the ability
to apportion costs across other PTO business activities. This may result in higher pricing from supplier market

Worthwhile return on investment and treatment of risk are key factors from a PTO perspective and need to be
carefully considered by PTAs for all potential approaches.

Approaches to provision and investment in assets where PTA control of assets is deemed important

PTA provisions assets (Pathway A) l

Approach 1A - PTA direct provision

PTA provides defined assets:

* specifiesasset solutionin consultation with supplier
market

* fundsthe capital expenditure (capex)
* takesallriskon delivering within budget

* responsible formaintenance and renewals (could
outsource to PTO or third party)

Approach 1B — PTA provides via third-party

PTAis responsible but outsources to a third-party
providerthatis notthe PTO delivering services.

Overview

This page outlines highlevel concepts for delivering
and investingin enabling assets for sector feedback.

These concepts assume acircumstance where PTA
control of defined assets, such as bus depots, is
considered necessary for enabling fair competition
and supporting competitive markets in future tender
rounds.

Approach 2A — PTA funds upfront and PTO provides

* PTAspecifiesassetrequirementsin tender documents

*  PTO proposes asset(s) solutionincluding capex required
* couldbe new assets, or:
* acquisition of existing assets (willing seller & buyer)

*  PTO provisions all elements. Takes risk on delivering within
tender price (withinreason).

*  PTAfunds capex as one-off inclusive of PTO margin on asset
delivery and ownership transfers to PTA.

*  PTO manages and maintains asset(s) overthe life of contract
to an agreed standard and builds maintenance costinto
contract price.

* PTO handsoverassettoPTA at end of contractterm to pre-
agreed standard and PTA makes availabletoincoming PTO.

Approach 2B — Cost amortised over life of contract

Same as approach 2A, except:

* PTO funds provision of the asset upfrontand recovers cost
plus margin overthe life of the contact.

* Total cost + margin/ [x] year contract term = price p/a paid by
PTA.

* Assetfully paidforovercontracttermand ownershiptransfey

\co PTA at end of contract term.

23

Approach 3 — Cost amortised overlonger period

Same as approach 2B except:

Total cost to be amortised overadefined period that
exceeds the contractterm with PTO.

PTO funds provision of the asset. Cost + margin
recovered viacontract payments.

Amountowingreduces with contract payments.

Residual value paidto PTO at end of contract term by
either PTA or incoming PTO.

Asseteither:
* ownedbyPTA, or

* transferstoincoming PTOwho purchases for
residual value and factors condition into contract
price. /

o

Approach 4 — Negotiated transfer of existing assets

* Existingstrategicassets (suchasdepotland)
become transferring assets at end of contact term
inreturn for commensurate benefit forincumbent,
such as contract extension ordirectly negotiated
new contract. Approach must demonstrate best
value formoney.

/
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Questions and feedback

Energy and enabling assets

Zero emission road map

7. Please provideanyfeedback onthe inclusion of additional informationincludinga PTA’s zero emission roadmap in its procurement strategy, as outlined on page 18.

Asset classification and control

8. To whatextentare the enablingasset classifications, circumstances for PTA control of assets and asset control scenarios on page 19 useful? Please provide any additional feedback or
comments onthese concepts.

9. On page 20 itisproposed that provision, operation and maintenance of enabling assets:
* by PTAswould require a Waka Kotahi advanced procurement procedure approval on a case -by-case basis
* by PTOs will continueto be part of a standard procurement procedure that does not require Waka Kotahi approval on case -by-case basis
a) To whatextentdoyouagree with thisapproachand why?
b) Please provideany otherfeedback you consider relevant on the topicof provision, operation and maintenance of enabling assets by PTAs.

10. To whatextentare the asset control scenarios and asset control pathways on pages 21 & 22 useful? Please provide any additional feedback orcomments on these concepts.

Delivery and investment approaches

11. To whatextentdo you agree with the asset delivery and investment approaches described on page 23 as beingviable and practicable options for the funding and provision of future
enablingassets?

a) What are the risks associated with the approaches proposed?

b) What otheroptions should be considered for the funding and provision of strategicassets thatthe PTAis seeking to control in the longterm?

24 For discussion— not government policy
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Bus depot strategies

Context for procurement

Depot strategies

Depotsare key to enabling decarbonisation and cost-effective
expansion of publictransport overtime. Depots also have the
potential to significantly influence fair competition and
achievingbestvalueformoneyinthe long-term.

Waka Kotahi proposes torequire adepotstrategy asan input
intoforthcoming PTA procurement strategies and updates,
with consideration to be givento each of the elementsinthe
following diagram. Thesereflect topics raised via working
group discussions.

Guidance

Depotstrategies should be commensurate with the scale of
the network to whichtheyrelate.

For regions with small networks, the strategy can be briefand
only address matters of relevance to that region and highlight
areasthat require further consideration.

For regionswith larger networks the strategy should be
sufficiently comprehensive toinforma preferred approach at
a programme level. This means PTAs would need to
demonstrate sufficient understanding across the input topics
to make informed trade-offs and identify preferred
approaches by locality within the region. The strategy does
not needto define specificsolutions orsite locations ata
programme level, butratherthe options availableand how
these will be factored into pending procurements.

Considerations fortendering, pricingand the potential for
shared depotsites are outlined on the following page.

Link to questions
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Basis of tendering
- depots

Context for procurement

Basis of tendering
PTAs must be able to define what constitutes acomplying
tenderbidand PTAs may include terms regarding the

provision and use of enabling assetsin general accordance
with a procurement strategy endorsed by Waka Kotahi.

Where PTAs can provide depot assets, PTAs will need to
demonstrate inits procurement strategies how it will consider
alternative bids from PTOs who considerthat bettervalue for
money can be achieved through PTO provided asset solutions,
where such opportunity exists.

Terms of use between parties

Where a PTA issuesarequestfortenderbased onthe PTA
controlling or providing assets, it must dosoina mannerthat
clearly defines all the elements necessary for PTOs to respond
and price tenders with confidence and make informed
decisions regardingrisk.

This meansall relevant contract elements must be developed

and included within tender documents, including but not
limited to:

* rolesandresponsibilities
* lease/usecharges (ifany)
* liabilities/obligations

* make good clauses

* termsfor transferring assets
* treatmentof non-PTA related activities.

Proposed principles forlease/use charges:

1. Forefficiency purposesthere should not be afee charged
by PTAs to PTOs for use of PTA provided assets as it relates
to the provision of contracted services.

2. Commercial value still needs to be accounted for by PTAs,
such as the cost of capital, for NLTF funding purposes.
Waka Kotahi proposes to develop further guidance on this
indue course.

Link to questions

Shared use sites

Where a PTA controlsadepotsite it may be appropriate to
accommodate multiple PTOs to:

* encourage supplier market depth

* make bestuse ofinvestmentwhere land and energy
opportunities are scarce

* enablingdifferent units operated by different PTOs from
the one depottocommence or and/orexpire atdifferent
times, providing additional flexibility and procurement

3. PTOs may utilise PTA provided assets for other purposes options.
where circumstances allow butthere mustbe a
commercial fee forsuch use on normal marketterms.
- ' e | e O | e

One site, two or more

PTOs. Partitioned with
separate onsite

elements.

One site, one PTO
with exclusive use of
onsite elements.
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One site, two or more

PTOs. Partitioned with
shared use of some

onsite elements.

One site, two or more
PTOs. Shared space and
onsite elements.
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Vehicles

Context for procurement

Introduction

In the development of procurement strategies, PTAs need to
consider whether continued PTO provision of fleet or the
potential for PTA provisionis likely to deliver bestlong-term
value for money.

Waka Kotahi position regarding provision, operation and
maintenance of vehicles

From a value formoney perspective, Waka Kotahi anticipates
there to be a strongercase for PTOs to provide, operate and
maintain busesin most cases.

The operatorsectorgenerally has astrong track record at
providing, operating and maintaining buses to a high standard
while also maximising use of the vehicles across theirentire
life cycles, including uses beyond service in publictransport
fleets. This enables good value for money and mitigates risk
for PTAs.

Proposed procurement manual update

Waka Kotahi proposes to treat continued PTO vehicle
provision, operation and maintenance as an activity
associated with astandard procurement procedure.

This means Waka Kotahi will notrequire case-by-case
agreementfor provision of vehicles by the PTO, provided the
procurement programme asawhole has been endorsed by
Waka Kotahi.

PTA vehicle provisioning, operation and maintenance

Waka Kotahi proposestotreat PTA vehicle provision,
operation and maintenance, including PTA outsourcingto a 3™
party provider(otherthanthe PTO), as an activity associated
with an advanced procurement procedure.

This means priorapproval from Waka Kotahiisrequiredona
case-by-case basis and would need to be supported bya
business case commensurate with the scale andrisk of the
intended undertaking.

Cost effective fleet expansion

One of the overarching objectives for this workstream s to
enable operational models and contracting approaches that
bettersupport cost-effective rapid expansion of public
transportduringthe life of contracts.

PTA

Incumbent PTO
2

service expansion 1

service expansion 2

Link to questions

One of the issuesidentified viaworking group discussions is
the risk associated with PTOs acquiring additional buses during
the term of contracts and/or acquiring specialist vehicles, such
as articulated buses, that have limited utility beyond the
immediate contract with the PTA.

This can resultin pricing premiums and/or practical challenges
for the contracting parties when faced with the need to adjust
fleetsizes during the life of contracts.

End of term vehicle transfers

To help address this, Waka Kotahi proposes developing and
standardising a nationally consistent approach to enabling the
transferring of vehicles between incumbentand incoming PTO
at the end of contract terms.

The approach is not proposed to be mandatory, rathera tool
inthe toolbox to address specificchallenges where
appropriate. Transferring vehicles have both benefits and risks
for all parties that require careful consideration.

The following page outlines high level concepts forsector
feedback and further development.

Incoming PTO(s)



Vehicle transfer
approaches

Context for procureme Nt
Vehicle transfer concepts

Mandatory transfer concept

* Partiesentercontractand/orvariations on the basis
that defined vehicles will transfer at end of contract
(unless otherwise agreed) to eitherthe PTA (orits
nominee, usually anincoming PTO).

* A pre-agreedresidual value paid by PTA orincoming
PTO to outgoing PTO upon transfer.

* PTAhas optiontorequire use of vehiclesin new

tenderand specify purchase value for successful
bidder.

Optional transfer concept

* IncumbentPTO has optiontosell defined buses to
the PTA whois obligated to purchase at pre-agreed
value if PTO exercise its option.

* PTO would needtoexercise its optiontosell priorto
tenderroundto provide certainty forthe tendering
process. PTA must give notice to PTO to confirm
optionandif no cleardecisionfrom PTO, then default
isno transfer.

* A pre-agreedresidual would be paid to the incumbent
PTO upontransfer.

* PTAhas optiontorequire use of vehiclesin new
tenderand specify purchase value for successful
bidder.

Draft approach and principles forfeedback

Transferring vehicles should be limited to those vehicles

introduced during the term of unit contracts and/or
specialistvehicles.

Link to questions

* Where anincoming PTO inherits atransferring vehicle, it
should be able to utilise the vehicle asit seesfit, ( for
example sell, redeploy) solongasthe incoming PTOis able
to meetis contracttermsand the PTA isno worse off.

Mandatory transfers are preferred to maximise certainty

for all parties, exceptions can be accommodated where

both parties agree (opportunity for partnering).

Maintenance and condition

Should there be nationally consistent standards
regarding maintenance and condition of transferring
buses?

Incumbent PTO&

service expansion 1

k service expansion 2

Transferring and non-transferring buses

Should transferring vehicles be limited to those vehicle
introduced during the term of the contracts?

How should contract variation rates for transferring
vehicle be structured?

29

Parties enter contract(s) or

variations on the basis that

defined vehicles will transfer at Requirements for Urban Buses
end of contract, unless (RUB)
otherwise agreed Waka Kotahi proposes reviewing

and updating the RUB to ensure it
is fit for purpose.

Vebhicle(s) What should be included within
transfer to scope of the review and why?

incoming PTO(s)

Incoming PTO(s)
4

Non-transferring?

4% Transferring?

é

4
Residual Residualvalue
value Should there be a nationally consistent method for
determining residual vehicle value?




Link to questions

Parties enter contract(s) or variations on the
‘ ! I C ‘ ! ran S ‘ ! r S C‘ ! n ar I O S basis that defined vehicles will transferat end of
contract, unless otherwise agreed

Context for procurement Incumbent PTO

Vehicle(s) transferto incoming PTO(s) I

Incoming PTO(s)

Existing [x] year service contract 7 New [x] year service contract(s)

The diagram below outlines potential vehicle transfer scenarios. New @ contractstart (20 year life in PT servic es)
Waka Kotahiis seeking feedback for the potential benefits and risks associated with

each scenario from the perspective of both PTAs and PTOs? e e

Are there additional scenarios that should be considered? service expansion 1 | AR R || 00mes Eiel o sal] 11 0 =2 e
Feedback will be utilised to finalise policy and inform updates to Waka Kotahi’s SEWFSERNLEL W Additional buses (20 year life in PT services)
procurement manual.

A B C D E F
Existing unit O O
contract O
New unit O O O Q
contact O
Like for like Service reduction Service expansion Consolidation Disaggregation Efficiency gain
aboutth.e samemfmber fewervehicles required more vehicles required multipleunits one or more units fewervehicles required
of vehiclesrequired consolidated intofewer disaggregatedintoa to deliverthe same
number of units (may or larger number of units output
may notinclude service (may or may notinclude
level changes) service levelchanges)
30 For discussion— not government policy




Questions and feedback

Depots and vehicles

Bus depots

12. Please providefeedback onthe proposed requirementthat PTAs undertake and considerthe implications for depot strategiesin their procurement strategy, as outlined on pages 26
and 27.

a) Where PTAsrequire conformingtenderresponses to utilise PTA controlled depots, should Waka Kotahi mandate that PTAs conside ralternative proposals for PTO provided
depots and on what basis should value for money from such alternative proposals be determined?

b) Are there otheraspectsthatshould be considered?

13. Please providefeedback onthe proposed requirement that the direct provision, operation and maintenance of vehicles by PTAs be subject to an advanced procurement procedure
requiring case by case agreement with Waka Kotahi (page 28).

Vehicles
14. To whatextentdo you agree with the proposed approaches on pages 28 and 29 in relation to end of term vehicle transfer options. What other considerations need to be considered

for vehicle transferarrangements and what guidance would be useful for PTAs? In particular:

a) Shouldthere be nationally consistent requirements for the maintenance and condition of transferring vehicles and periodicauditing of the requirements, or should this be left
up tothe PTAto define?

b) Shouldthere be independentassessment of transferring buses priorto tender, with information disclosed to tender participants? Or should tender participants have the
opportunity to undertake theirown due diligence on transferring buses?

c) Shouldtransferringvehicles be limited to those vehicle introduced during the term of the contracts?
d) How should contractvariation rates fortransferring vehicle be structured?
e) Shouldthere be anationally consistent method for determining residual value?

15. Please providefeedback onthe potential benefits and risks associated with the vehicle transfer scenarios on page 30, and what are the potential mitigations forany risks? Are there
additional scenarios that should be considered?

The requirements for urban buses

16. Waka Kotahi proposes reviewing and updating the Requirement for Urban Buses (RUB) to ensure thatitis fit for purpose for de fining the quality of zero emission buses. What should
be included within scope of the review and why?

Other

17. Please provide any additional feedback orcomments onthe concepts discussed in relation to depots and vehicles.
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Context for procurement

Introduction

So far, this document has addressed enabling assets and
proposed asset delivery models for sector feedback.

We now consider service delivery models. Service delivery
refersto the day-to-day operation and delivery of public
transportservices.

Asoutlined earlier, delivery models help define the allocation
of responsibilities between the purchaserand supplierand the
allocation of riskand control to the appropriate parties to
manage and mitigate those risks.

The specification and choice of the right delivery modelfora
procurement activityisanimportantcomponentofa
procurement procedure and sets the scene forsupplier
selection methods along with the form and content of
contracts.

Currently there are three publictransport delivery models
included within the Procurement Manual (referto diagram).
All modelsassumePTO asset provision and service delivery.

Aswell asenabling both PTO and PTA provision of assets, the
LTMA also now enables both outsourcingandin-house
delivery of services. PTAs now need to consider both
approaches when developing procurement strategies.

Existing delivery models

PTA service delivery models

ra AN A
L A\ L
Small scale or
t Most common Not commonly
emporary delinNZ utilised
contracts. mo ’ ’

In-house service delivery

The current approach to service delivery through out-
sourcing and enabling competitive and efficient markets for
the supply of services remains the preferred method by Waka
Kotahi forachieving bestlong-term value money.

On this basis Waka Kotahi proposesto treatin-house service
delivery by aPTA, as an advanced procurement procedure.
This meansitwould only be considered on a case-by-case
basis and would need explicit agreement from Waka Kotahi as
a standalone procurement procedure.

Any proposal todeliverservicesin-house would need to be
supported by:

1. areviewundertakeninaccordance with section 17A of
the Local GovernmentAct,

2. arobustassessmentregardingthe potential short-and
long-term implications forachieving best value for money
and desirability of maintaining competitive markets for
the supply of services, and

33

Link to questions

3. a businesscase commensurate with the scale and
significance of the potential undertaking.

Outsourced service delivery

Waka Kotahiintends to retain outsourcing of service delivery as
the basisforstandard publictransport procurement procedures
withinthe procurement manual.

New out-sourced delivery models

The SPTF working group considered five updated and

new service delivery model concepts forsector feedback. The
concepts are outlined on the following page. Sector feedback
will be utilised to inform further development and/or whether
they will form part of procurement manual updates.

Integrated delivery models

Asset delivery models are proposed tointersect with service
delivery models to create anintegrated framework, whichis
furtheroutlined laterin this document.
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Service delivery model concepts

Context for procurement

Link to questions

Short term Partnering

* Same core concept as existing
partnering model but updated
contracting elements.

* Delivery model with basic
contracting elements suitable for
short term PT activities that are
a steppingstone to something R
else, such as:

Typically, asingle entity is
responsible for provision of all
enabling assets and service
delivery.

e trial services

* emergency contracts
* APTA may have multiple
partnering units within a region,
but they largely function
independently of each other.

* special events

* interim services for
growth areas

J * Likely to be the most common

\ delivery model.

J

Waka Kotahi proposes to treatin-house service delivery as an
advanced procurement procedure. This means it would only be
considered on a case-by-case basis and would need explicit
agreement from Waka Kotahi as a standalone procurement
procedure.

N

Supplier pool

An extension of the partnering
delivery model.

Two or more PTOs operate in the
same operational area or
potentially from the same site.

Aim is to foster depth in supplier
market. Enable competition for
the market (tender time) and
competition within the market
(service variations).

Best PTO on KPIs and VFM could
be offered negotiated tenure
extensions beyond initial term.

Lowest PTO (may still be good)
on KPIs & VFM has unit contract
retendered at end of term.

Opportunity for new entrants
and competitive pricing
benchmarks.

J
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Alliance (lite)

Multiple PTOs work together to
jointly deliver services.
Participants either:

* voluntarily formed into a joint
venture by a tender
requirement, or

* selected by the PTA through
tender responses.

Foster supplier market depth
and enable a pathway for new
entrants.

Incentives, such aslonger
tenure, may be required to
encourage PTO collaboration and
share IP with potential future
competitor.

Partnering delivery model as
base contracting

framework adaptedto
accommodate

collaborative approach.

Leverage alliancing features
without the formal governance
structures.

Alliance (advanced)

Under a more standard alliance
style contract, the PTA and selected
PTOs work together to
collaboratively determine and
deliver the best solution to meet
the PT service objectives.

J

-

Shared risk and reward.

Potentially only for large scale,
changeable and higher risk
service delivery scenarios.

Could be used to deliver a single
unit in a given locality or multiple
units across a broad spatial area.

Administration heavy, good
culture & collaboration
paramount. Advanced skills
capabilities required across all
participants.

Formal governance oversight by
an Alliance board required

PTA would be a participating
owner in the Alliance.

J
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Integrated delivery model framework

Context for procurement

Introduction

The specification and choice of the right delivery modelfora
procurementactivityisanimportantcomponentofa
procurement procedure and sets the scene for supplier
selection methods along with the form and content of
contracts.

The LTMA now enables both outsourcingandin-house

delivery of servicesand PTO or PTA provision of infrastructure

and assets. This enables much greater flexibility, butitalso
creates more complexity.

Delivery models now need to cater for different asset
provision approaches, of which there are many, as well as
differentservice delivery approaches. The intersection
between asset provision and service delivery approaches
define the number of potential delivery models.

In the interests of simplicity, the working group identified
three broad approachesto asset provision and five service
delivery concepts that collectively respond tothe objectives
previously discussed. Thisresultsin 15 distinct delivery
models.

While 15 modelsisa lot, itislikely most procurement
procedures will select from within four standard models.

A proposed frameworkis outlined on the following pages for
sectorfeedback.

Amendment Act 2023

Link to questions

Procurement
strategy

Activity
specific
procurement
procedure

Integrated delivery models

Service delivery models
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Process

*  Procurementstrategies mustoutline the
intended delivery model for each contracted
unit. Waka Kotahi mustendorse aPTA's
procurement strategy as a condition of funding.

*  Selectionofintended delivery model will be
reassessed by a PTA at the strategiccontext
stage under Part 2 of a procurement procedure.

*  Ifthe approachremainsfit for purpose it will be
confirmed and utilised to help finalisea supplier
selection method along with the formand
content of contract(s).
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Integrated
delivery
model
framework

Context for procurement

(1) PTO
provisioned

All enabling assets
provided by PTO

(2) Mixed
Some enabling
assets provided by
PTO, some by PTA

Asset delivery models

(3) PTA
provisioned

All enabling assets
delivered by PTA

A\, WAKA KOTAHI

Link to questions

Service delivery models
Outsourced to PTO

(A) ) (9) (D) (3]
Short term Partnering Supplier pool Alliance : In-hpuse
Trial services, emergency Standard delivery model. Two or more PTOs Sharedrisk & reward, Servicesdelivered by PTA
contracts or similar. operating within same PTOs working together.
locality.
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Contract tenure

Context for procurement

Introduction

Enablingarange of asset control approaches and service
delivery models requires greater flexibility with respect to
contract tenure. Waka Kotahi is proposingto provide
increased flexibility, underpinned by the following principles,
requirementsand framework.

Principles

1. Contracttenure should be influenced by the level of
capital investment being made and where risks fall:

* Longercontract termsare more appropriate where
PTOs or third parties are to make larger scale capital
investments and are taking associated risk.

* Shortercontract terms are more appropriate where
PTAs are making capital investment and/or taking
riskaway from PTOs or third parties.

2. Contractlengthandtiming of procurement needsto be
considered on a unit-by-unit basisand as a procurement
programme.

3. Inlargermarkets, and to the extent practical in smaller
markets, a range of contract lengths should enable a
regular programme of procurement overtime that
avoids extended periods of minimal orno procurement
activity and supports:

* sustainability of the service provider marketand
associated supply chains

* competitive pricingtransparency and benchmarking.

Requirements

In all caseswhen selecting procurement approaches, contract
lengths and developing procurement programmes, PTAs must
considerand document how the approach contributes to:

* obtaining bestlong-termvalue formoney

* enablingsuppliers to compete fairly forthe right to
supply services

* encouraging competitive and efficient markets in both the
shortand longterm.

Contract tenure bands

Waka Kotahi proposestoinclude the framework outlined
below within the procurement manual. The framework
associates contract tenure bands with delivery models and
aimsto standardise approaches while also enabling departures
by way of exception.

Link to questions

A standard approach means Waka Kotahi agreementto
contract lengthis notrequired on a case-by-case basis,
provided the procurement programme has been endorsed by
Waka Kotahi.

By exception means priorapproval from Waka Kotahi is
required on a case-by-case basis.

Furtherguidance is provided within the contracting section of
thisdocument.

Contract tenure bands

Service delivery models
| | More Band 3
Contract than Advanced requires
UL 10 prior agreement
framework years from Waka Kotahi.
Band 2
: ‘ Standard for use
« | provided ontract with Partneringand
3z term Contractterm selected from suoolier Pool
g selected Band 2 asstandard orother Advanced deliverymodels. d Ip'p del
> from Band bands by exception. elIvery modes.
g 1as
= sramncEm e Contractterm considered on a
o case-by-case basis Band 1
2 other 8 Standard for use
3 bands by )
2 i, Contractterm selected from with ShortTerm
ovided P ’ Band lor2asstandardor delivery model.
a otherbands by exception.
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Questions and feedback

Service delivery models

Status of in-house serve delivery

18. Please providefeedback onthe proposed requirement thatin-house service delivered by PTAs be the subject of an advanced procurement procedure requiring Waka Kotahi approval
on a case-by-case basis? (page 33).

Delivery models

19. To whatextentare the service delivery model concepts described on page 34 useful and to what extent could they be practical and viable in your organisation's circumstances? Please
provide any additional feedback or comments on these concepts.

20. To whatextentisthe integrated delivery model framework described and illustrated on pages 35 & 36 useful? Please provide any additional feedback orcomments on these concepts

Contract tenure

21. To whatextentdoyou agree with the contract tenure options described on page 37. What are the risks associated with the approaches proposed? What other considerations should
be considered when considering contracttenure?

Other

22. Please provide any additional feedback or comments on the concepts discussed in relation to service delivery model options.
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3.4 Framework

Summary

o0
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Link to questions

PTAs must gather, analyse and RPTP’s must be publicly consulted The higher-leveldecisionsin aprocurement
Key documentinformation about their on. This provides animportant strategy will inform a PTA’s approach to
procurement programme and the transparency and engagement procurementand provide contextand direction
re q u I re m e n tS environmentinwhichthey operate. mechanism for the supplier market. when using Part 2 procurement procedures.
Context for procurement Network planning and \ Y
i . Energy & deliver c
. Reviewstrategic Reweyvnetwgrls Indicative enablin y Detiled - o L
Requ"'ements = &defineservices : i 8 etaile b > £
. chtgxt and integralto the Zerv.lce assets design = § =
1. Whendevelopingprocurement approaches, PTAs objectives for PT network esign strategy = £
must considerand document how the approach
contributesto: Qi
* Obtainingbestlong-termvalue for money
. . . . Regional public transport plans
* Enablingsuppliers to compete fairly for the right & P P
to supply services - outl . o ] onfi
. . ropose utiine procuremen ropose units + ontirm
. L. . . Define strategic = A
* Encouraging competitive and efficient context a nc? services :?r?/ic,csee approach forservices includingiftheyare P jE_J Adopt activitylevel
marketsin both the short and long-term. objectives for PT integralto levels infrastructure & to be deliveredin- S 2 RPTP procurement
the network assets house oroutsourced © procedures
2. Indicative procurement programmes must be:
* Identified by way of developing draft
procurement strategies in consultation with
stakeholders, SVE
L . . € ) .
¢ |nC|Ud|9d \'Nlth.'n FIQP;.PS ~;-‘|".(jr5]'-_lblect ;[)o pUbI:jC £ .30 Di;':fe‘:(slg'(cy Develop Define Develop Finalise Obtain Waka
Fonsu tation, inclu IngWIt incumbentand non- g = outcomes to be procurement procurement procurement procurement Kotahi
incumbent PTOs, S = achieved programme environment approach strategy endorsement
* Included withinafinal procurement strategy =
endorsed by Waka Kotahi. Including context for Consider how Analyse supplier Define asset control
. . defining VFM resource input marketforresource  approach. "“Uﬁmm
3. RPTPs and procure ment stra'gegle§ mustinclude Obiectives for requirements such inputs. Allocate services into
significance polices that confirm circumstances J ] borisont as energy,vehicles, e risks & o
underwhich a departure froma planned ecarbonisation vessels. enablin ssess keyrisks untes.
. . d g iti . o
programme would trigger the need for consultation Workforce outcomes. _ccotcand labour opportunities. Indicate delivery models,
inrelationtoRPTPsand / or require endorsement will shape the Assess PTA supplier select methods,
from Waka Kotahi in relation to procurement procurement capapbility and and contracting
strategies programme of capadity. elements forservices,
' different time infrastructure and assets.
horizons
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a Review strategic
context and
objectives for PT

Y network

Review and identify
services integral to

the network

Identify strategic
assets required to
deliver integral
services

Identify strategic
localities for

services and assets

~

J

* Now: continuous programme (known)

Identify high level resource input requirements such as energy, labour, rolling stock and enabling
assets, bytime horizonandapproximate locality within region:

* Near term: 10-year planning horizon induding intended networkimprove ments (estimated with
reasonablygood level of certainty)

* Long term: 30-yearviewoutline indicative requirements for core network components (estimated
\ and canbe highly uncertain)

~

)

Link to questions

Strategic network assessment Indicative procurement programme.

Individualactivitiessuch as
procurement of a unitor
enablingassets should form
a cohesivebut flexible
procurement programme
of activities over time

Enabling
assets

Procurement
activity

Indicative programme must

be anchoredinthe

procurement strategy and

outlinedinanRPTP

- Unit 6
Group tender

Time

Define strategic
procurement
outcomes to be
achieved

Define strategic
context for
service and asset
procurement

Including context for
defining VFM
Maintaining
competitive and

efficient supply
markets

Broader outcomes
Objectives for
decarbonisation,

includingextentand
timeframes.

Procurement development steps

Analysisof market
trends for resource
inputssuchas
energysupply,
labour, vehiclesand
enabling assets and
methods for
decarbonisation

Analysisof supplier
market, potential
barriers to entry,
keyrisksand
opportunities.

Procurement strategy

Identify Identify
preferred indicative
procurement procurement
approach programme
Informedby1&2, Identifydelivery
outline highlevel models that maybe
procurement utilised for
approach: individual
+ including procurement
activities.

preferred service
deliverymethods
(in-house versus
outsourced)

* assetcontrol
arrangements

* howthe approach

delivers best VFM.

A

e ——

Activity specific procurement

Business caseand funding considerations highly dependent on context, discuss with Waka

Kotahi investment advisors.

Bu:;gzss Funding
. approved?
required Yes
Yes
Activity Procurein
requires N accorgjance
additional > with | Implement
funding? No endorsed
strategy
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Questions and feedback

Framework summary

Key requirements
23. Please providefeedback on the key requirements for developing procurement strategies and procurement procedures described on pages 40 and 41.

24. What additional guidance in relation to the concepts described would be useful?
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Section 4

Procurement

procedures

43

Outlines key changes to legislation relevant
to publictransport infrastructure, service

delivery and partnering.

Strategic context in
which procurement takes
place

Activity
specific
procurement
procedure

Strategic context

1

Delivery models

1

Supplier selection

1

Contracting

Scope of discussion
document

Outlines the procurement framework
for publictransportthatreceives
funding fromthe national land
transport fund and summarises key

_~ SPTF changes.
Section 25 procurement procedure/’ﬁ-

’ Proposes new orupdated
requirementsand
considerations for development
of procurement strategies for
sectorfeedback.

-

Proposes new or updated,
guidance polices and tools for

> procuring, contractingand
delivering publictransport

servicesforsectorfeedback.
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Link to questions

Strateg i c co ntext Updated procurement guidance will require

consideration of key market features (past, present,
future) foreachregionviathe development of
procurementstrategies:

Part 2 procurement procedure

The strategiccontext stage of the activity specific
procurement procedure is utilised to determine if
the original assumptions as documentedinthe

procurement strategy still hold true. In particular,

. Demand for publictransport: Assessingthe
projected expansion and demand for public
transportservicesinthe PTA’s operatingareaacross

. o : 0 . . ) differenttime horizons.
a reassessment or confirmation of:

B B e e : . . ;

T Market depth.EvaIuatmgthe c!egree of market

Section 25 procurement. procedure concentration now and potential for future market
_________________ .
P P *  marketdepth entry and competition.
*  PTA’scapability and capacity . PTA’s capability and capacity: Consideringthe

Procurement Strategic context in - e o e s T PTA’s expertise, capabilities and resource capacity
strategy i o ] inmanaging the intended procurement and delivery
i +  anticipatedsignificant changes to services decarbonisation of publictransport.
i requirements ] *  Degree of funding constraints: The financial
b risk apportionment ; limitations or restrictions faced by the PTAin
L“““““_ """"""""""""""""""""""""""""""" : deliveringand growing publictransport services.
Where circumstances have changed, there may be .
the potential to enhance best value for money *  Assetcontrol and provision: The contextand extent
specific If this requiresthe procurement strategy to be . o ' )
procurement varied, Waka Kotahi endorsement of this variation *  Anticipatedsignificant changes to services
procedure should be sought at this stage. requirements: Expected modifications to service
demands resulting from upcoming publictransport
Finalising the strategic context foraspecific projects.
activity determines the basis forselectinga . . o ) )
delivery model, supplier selection method and * Riskapportionment: Initial considerations of the
contract requirements. key commercial risks (refer page 52) and how they
will be allocated and managed through the
contractingarrangement.
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Delivery models

Part 2 procurement procedure

Land Transport Management
Amendment Act 2023

---------- Section 25 procurement procedure F--------,

Procurement
strategy
v
v

Activity
specific
procurement
procedure

Delivery models help defineboth the:

* form of relationship and allocation of
responsibilities between the purchaserand
suppliers

* allocation of riskand control to the most
appropriate parties to manage and mitigate
those risks.

The specification and choice of the right delivery
model fora procurementactivityisanimportant
componentof aprocurement procedure and sets
the scene forsupplierselection methods along
with the formand content of contracts.

Procurement strategies must outline the intended
delivery model foreach contracted unit, which
must be endorsed by Waka Kotahi as a condition
of funding.

Selection of anintended delivery model shouldbe
reassessed by aPTA at the strategiccontext step
above.

If the approach remainsfitfor purpose it will be
confirmed and detailed procurement
requirements will be developedin general
accordance withthe delivery model but tailored
to the specificactivity to be procured.

From here, detailed tenderand contract
documents can be developed.

N

Link to questions

Integrated asset and delivery models

Service delivery models

X
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Supplier selection

Part 2 procurement procedure

Amendment Act 2023

t—'

---------- Section 25 procurement procedure

Procurement
strategy

Activity
specific
procurement

procedure

Section 8.5 of the Procurement Manual contains \

guidance forthe supplierselection methods
specificto publictransport.

Changes as a result of the SPTF do not necessitate
a material change to the approachesavailable for
selection and evaluation of publictransport
suppliers. So, itis notintended to change the
guidance containedin section 8.5.

However, the context and environment of the
future of PT delivery, as envisaged by the SPTF,
create additional considerations for PTAs when
determining the appropriate supplier selection
method and the underlying elements, such as the
evaluativecriteriaand weightings, forinclusionin
its procurement procedure.

Should stakeholders considerthat the guidance
and/oroptions containedin Section 8.5of the
Procurement Manual do not meet future needs,
we would be interested in feedback on how this
could be improved.

46

Link to questions

Tender Participation and Transition Deeds

As a result of the new options and obligations
available to PTAs when planning procurements,
including mandating the transfer of employees, PTAs
need to consider additional obligations required of
incumbent PTOs that may not be addressed in existing
PTOM contracts.

Therefore, PTAs should define the responsibilities of
incumbent PTOs in preparing for and undertaking
future procurements and subsequent transition
processes and establish the required undertakings of
incumbent PTOs to perform these responsibilities
through a Tender Participation and Transition Deed.

Such deeds should be entered into prior to the release
of procurement documents to the market and as a
condition of the incumbent PTO participating in the

future procurement processes. /
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Contracting

Part 2 procurement procedure

Land Transport Management
Amendment Act 2023

(

---------- Section 25 procurement procedure --------,

Procurement
strategy

Activity
specific
procurement
procedure

The remaining sections of this
discussion document focus on
contractingandin particular,
elementsthataimto create the
conditions for more effective
relationships between PTAs and
PTOs.

Focus areas for engagement
* Relational contracting
* Aligningobjectives
* Jointplanning
* Riskallocation
* Contractlength
* Pricing mechanisms
* National consistency
* Information transparency

* Optionstool kit

47

Link to questions
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Relational contracting?

Contracting

Overview

Enhancingthe quality of relationships between PTAs and PTOs can
considerably improvethe delivery of services and the outcomes from an effective
and efficient PT system.

Relational contracting can be effectivein complex and dynamicsectors, where the
parties needtoadoptalong-term approach, collaborate closely, share information,
and adaptto changing circumstances.

Thereisgeneral agreementinthe limitations of ‘transactional’ approaches that are
overly prescriptive and focused on complianceand an emerging recognition of the
benefits of improved relationships and new forms of procurement and contracting
approachesthatbetteralign objectives, enhance trust and encourage collaboration
and the sharing of ideas.

Relational contracting is based on open mindedness, adaptability, prudent risk-
taking, fairness and commitment. Embeddingrelational approachis an ongoing
process, nota one-offinitiative. It should build on sector experiences and evolve
overtime. Itrequires careful ongoing planning, negotiation, monitoring by all

Procurement Manual amendments

Waka Kotahi proposes toamend the Procurement Manual to ensure that
procurement procedures give effectto each of the key features of relational
contracting.

participating parties to realise the benefits and mitigate against potential challenges.

1. Acknowledgement to Partnerships with principles:puttingrelationshipsatthe heart of public
contracts for better socialoutcomes, GO Lab, University of Oxford

Key features of relational contracting
1.

Link to questions

A strong relationship: creating the environment for strong relationships between PTA and
PTO —thisincludesfostering opportunities to build a successful relationship during the
procurement and pre-contract phase and enabling collaboration that utilises the skills and
assetsthateach partyis able tobringto the table.

Tightly defined goals that provide clarity on what success looks like, with flexibility on how
to achieve itsothatthe partners partners perceive thattheirinterests are closely aligned
at the outset.

Shared principles: explicitly stating aset of shared principlesin the contract provides an
anchor pointforthe wayin which the parties will behave and interact with one another, in
particularwhen dealing with unforeseen changes during the life of the contract.

A procurement process that recognises and rewards alignment of objectives and values
betweenPTAand PTO.

A risk-sharing approach that ensures contract mechanisms, such as the payment model,
appropriately allocate risks to the party best placed to manage them that does not simply
transferriskandincludes mechanisms to appropriately manage shared risk.

Challengesin achieving relational contracting

1

Contract form: Establishing the appropriate tone and form of contractis critical.
Relational contracting recognises that a contract remains key to underpin the relationship
between the parties, but that, whilethe contract should reflect the necessary flexibility
and risk sharing approach to manage future uncertainties, the form of contract should still
retain a high level of specificity in scope and contract terms to avoid ambiguity and an
imbalance of powerand leverage of one party overanotherthatcanleadto unintended
consequences and an inappropriate allocation of risk.

Cost: Relational contracting can require higherinvestmentsintime and costsin the short
termto build and maintain higher-intensity relationships, however this should be
outweighed by the longerterm benefits that relational contracting can deliver.

Reliance on individuals: Underpinning relational contracting are personal relationships
which can change with turnover of staff. Relational contracting therefore requires an
underlying culture of trustand commitment within each organisation to ensure the
organisationalrelationships are notreliantand at risk from changesin personnel.

48
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Aligning objectives

Contracting

Overview

The SPTF working group identified key objectives for
PTAs and for PTOs. While the objectives for PTAs and
PTOs are different, neitherset of objectivesis
inconsistent with the overarching outcomes of an
effectiveand efficient PTsystem.

Improved understanding by PTAs and PTOs of each
other’s objectives canlead toimproved outcomes
through higherlevels of trust and more constructive
solutionsthat endeavourto meet objectivesforboth.

Equally importantisthe recognition of when objectives
do notalignas towhenthey do. Finding solutions when
objectives pullin differentdirectionsis key to relational
contracting. Recognising that win-win outcomes may
notalways be possible the parties should actin good
faithtoreach consensuson trade-offs that
appropriately share riskand reward.

The development of SPTF guidance toimprove
partnering through procurement and contractual
mechanisms has beeninformed by the key objectives
sought by PTAs and PTOs.

Procurement procedures should describe how
alignment of objectives forboth PTAs and PTOs will be
achievedthrough the procurement process.

Link to questions

Waka Kotahiis seeking feedback on whetherthe pointsidentified in the table below, provide an
accurate summary of overarching key factors PTAs and PTOs are seeking from a contracting

relationship.

These factors are intended to be generally applicable at a sector wide level and will underpin
further development regarding relational contracting and aligning objectives.

Key objectives identified by the SPTF working group %

Theme PTA PTO
Meeting community need Providing quality service
Deliveryonthe tenderpromises by PTOs Deliveronrequirements of contract
Outputs Integrated, cohesive, resilient network Robust contract with clear and consistent
Customersatisfaction requirements
Expansion of usage Growth opportunities
. . . Achievingand maintaining a ‘reasonable’
Confidencethat value formoneyis being -vingan & .
. . margin/profit throughout a contract (thatis,
achieved, assisted by transparency of 2 . .
. . : avoiding the erosion of margin through
Commercial information L .
Stewardshio of publicmone contract variations overtime)
potp y Operational efficiency
Commercial ‘certainty’
Responsiveness to changing needs I .
Change Innovation from PTOS Flexibility to adaptto change overtime
. . B i
PTA brand reputation—trusted provider of PT r:and reputatl'on
. Joint ownership of problems
Other services

Responsiveness toincidents

Balanced relationship
Clarity of roles and responsibilities
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Link to questions

. > Pallllll lulldll
5 i i gl g
Pre travel

Joint monitoring, reporting and e G

. . — Customer experience.

improvement planning >
Service delivery p .

Contracting s “( |.\ e
on vehicles | ‘

@ destination UDICSs:
The basis of joint business planningin publictransport contractsis established in the Waka Kotahi
Procurement Manual. Feedback from PTAs and PTOs indicates that the requirement to undertake

jointbusiness planningis not consistentacross PTAs and generally is not undertakeninamanner Joint monitoring?;
that maximises the potential benefits of joint planning between PTAs and PTOs.

reporting & improvement
, lannin
Proposed approach to enabling better sector wide practices B .

Wak? Kotahl seesjoint planning between PTAs anc! PTOs'as an essentlalgomponent of abroader Draft attributes of good joint planning identified by the SPTE
service delivery framework that has customerservice atits centre (see diagram above). .
working group
Waka Kotahi proposes retainingthe requirement forjoint planning, while working with the sector - ls— PTAs. PTOs. Waka Kotahi TLA K
to improve related elements that better enable joint planning as part of a broaderservice delivery ommongoals = > 5, WWaka Rotahi, TLAs, worktorce
framework (referto Appendix 1fora conceptual overview of key elements). Proposed focus areas * Opennessand listening to different perspectives
include: * Proactive, forwardlooking
« Emphasising and elevating the importance of: * Apportion accountability to party best placed to effectimprovements
e good monitoring and reporting practices as an essential enabler of joint planning * Longtermgoal setting
* leveragingtechnology to automate the provision of high-quality data and insights (ensuring * True consultation
guality dataandinsights requires ongoinginvestment and effort from all participating * Collaboration to ensure asustainable environment, forexample to
parties) ensure asustainable workforce
* dataandinsights beingequally accessibleto PTAsand PTOs * Operational meetingsthatsetthe foundations
* Ensuringgreater national consistency regarding the definition and application of key * Business planning requirementsin PTOMcontracts seta good baseline
performance indicators and other metrics to build from
* Reviewing contractabatementandincentiveframeworks and sharing best practice guidance * PTO representationininfrastructure discussions between PTAs and
* Developingguidance onthe attributes of good joint planningidentified by the SPTF working TLAs
group. * PTOsto beinvolvedindevelopmentof Long-Term Plansand RPTPs
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Questions and feedback

Procurement procedures

Strategic context

25. Please providefeedback onthe concepts described on pages44and 45 in relation to treatment of market features and delivery models.

Supplierselection

26. Please provideany feedback on the intention to continue to apply section 8.5 of the Procurement Manual in relation to supplier selection methods and any additionaloramended
options that would benefit future PT service procurement (page 46).

Tender Participation and Transition Deeds

27. Please provide feedback on the use of Tender Participation and Transition Deeds to facilitate the cooperation of incumbent PTOs in upcoming procurement processes (page 46).

Relational contracting

28. Please provideany feedback on the appropriateness of relational contracting forthe PT sector as described on page 48.

a) What are the barriers to relational contractingin PTand what needs to happen to enable the benefits of relational contracti ngto be realised?

Aligning objectives
29. Please provideany feedback on the key objectives identified for PTAs and PTOs on page 49. Any otherobjectives that should be included? To what extent do the objectives of PTAs
and PTOs conflict with each other, what are the consequences and what can be done to create greateralignmentin achieving objectives?
Joint improvement planning
30. Please provideany feedback on the role of joint planning by PTAs and PTOs on page 50.
a) What are the barriersto more meaningful joint planninginthe PTenvironment and what needs to happento enable the benefits of joint planning to be realised?
b) What role should otherstakeholders playin joint planning of the developmentand improvement of PTservices?

c¢) Towhatextentdoyousupport Waka Kotahi's proposed approach toimproving joint monitoring, reportingand improvement planning?
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RI S k a I I ocat I o n appropriately allocate risks to the party best placed to manage them and includes mechanisms to appropriately manage shared risk.

Contracting

Link to questions

Introduction

As discussed above, one of the key principles of relational contractingis arisk-sharing approach that ensures contract mechanisms

For publictransport contracts where there are many unknowns and uncertainties, PTAs can better manage risks through a more
cooperative approach where the riskis embraced ratherthan transferred.

Changesinthe publictransport environment, such as decarbonisation of the vehiclefleets, and a shift toward more relational

PTA

Risk allocation

Q O ' The followingrisk allocation matrix provides suggestions for how risk treatment and allocation may be considered for managingkey

Shared PTO

contracting changes what may have previously been considered atraditional risk allocation approach.

publictransportrisksinfuture.

An assessment of each of these risks (where applicable) should be included in PTA procurement procedures.

Risk

Allocation

Notes

Revenue risk

Alllevers—forexample planning, fares and ticketing sit with PTA. Very little influence by PTOs to shift revenue and patronage

Patronage risk

The Financial Incentive Mechanism (FIM) introduced under PTOMhas not been effective at driving the intended outcomes of increased
patronage, principally due to the main levers available to the PTO, such as service reliability, being betterincentivised through other mechanisms.
Consequently, itis proposed thatapatronage FIM will nolonger be amandatory requirement for PT operating contracts.

Electricity cost
price risk

PTO owned depots—PTO take full electricity cost risk. Where PTA owns depot, dependent on who is best placed to procure electricity (for
example PTA may have greaterbuying powerthan PTO). Influenced by PTA role in depot design and resultant charging strategy to take account
of optimal electricity tariffs and lines charges (for example time of day (TOD), peak demand).

Electricity
consumption

PTOs control consumption through vehicle choice and driving behaviour. PTAs have an influence on consumption through network planning but
thisshould be factored into PTO consumption assumptions at time of contract pricing (tendering).

Electricity
infrastructure

Collaboration between PTAsand PTOs required to get best outcomes.

Consideration foradditional/new infrastructure needed to enable service expansion.

Diesel price /use

Ol«|0 e« O|C

Status quo, solely sits with PTOs.
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Link to questions

Risk allocation

Risk allocation (cont.) O D @

Contracting PTA  Shared  PTO

Risk Allocation Notes

Intentisforindexationrisk to sit with PTAs (and Waka Kotahi).

Current busindexation mechanism has transfered more risk onto PTOs than is desirable and requires review, which is underway. The focus of

Inflation the reviewisonhowto keep PTOs ‘whole’ for cost movements due to inflation, how best to treat movementsin labour costs and the timing of
indexation adjustments relativeto PTO’s cashflow.
PTOs are responsible for performance thatis undertheir control and PTAs responsible for performance impacting events that are outside the
Performapce control of the PTO. These events are generally given effect through performance targets below 100% and identified relief events. PTOs and PTAs
(pll{”tC)'FIl_‘al)'tV & need to collaborate when establishing network and infrastructure changes to considerimpacts on performance requirements.
reliability

For PTAowned assets, PTAs are responsiblefor specifyingand procuring assets that are fit for purpose to deliver on the performance standards.

Daily specified PTO isresponsible for delivering availability of existing fleetin accordance with PTA timetables and capacity specifications.

capacity

PTAresponsibleforfundinginvestmentinincreased assetand servicelevelsto deliver capacity forlong term growth (additi onal growth buses

Long-term capacity and increasesin depot capacity).

Cost for enabling Differentasset delivery models may be used to better manage cost of key assets.

assets

PTA setsthe service and timetable requirements andis therefore best placed to manage risks associated with unknown future changes to

Service volume risk plannedservice volumes. PTOs compensated through service variation rates to keep PTO whole for marginal cost and margin.

PTO is best placed to manage the efficient deployment of resources on the network to minimise out-of-service running based on tendered

Out-of-service assumptions.

volume risk

® eV e | O

PTA to take some out of service risk for service variations that resultin material impacts on dead-running.
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Link to questions

Risk allocation (cont.)
Contracting Q C. ‘

PTA Shared PTO

Risk Allocation |Notes

Subjectto appropriate indexation forlabour costs. PTAs may establish baseline T&Cs at time of contract pricing.

Staff T&Cs
PTAs have an influence on conditions such as expanse of work hours and the requirement for split shifts through network design.

Staff utilisation planning, but this should be factored into PTO utilisation assumptions at time of contract pricing (tendering).

PTO responsible forthe maintenance, condition and performance of the assets that it owns. Including mid-life refurbishments, renewals and

Assetcondition—PTO battery health and replacement.

‘ PTOs control staff utilisation through rostering and schedule management. PTAs have an influence on staff utilisation through network
owned assets ‘

For transferring assets, PTO responsible for the end of term condition of the assets to the PTA’s specified condition standard.

Subject to operating model and scope of responsibilities, generally the PTO will be responsible for the maintenance, condition and
performance of the assets that the PTA owns and has assigned to the PTO during the contract term.

The PTO will be responsible for any cost risk associated with providing the assetsin a condition that satisfies the Return Condition

Asset condition—PTA G requirements established in the contract. Condition risk associated with fairwearand tearwill be retained by the PTA.
owned assets
PTA responsibleforspecifying maintenance and condition standards (and auditing against these).

PTO responsiblefor managing battery and charger health (to specifications) and PTA responsible for cost of replacements where PTO has
complied with specifications.

. Compliance with change inlaw sits with PTOs, with cost risk sitting with PTAs (and Waka Kotahi).
Changeinlaw

The PTO is best placed to manage its supply chainand putin place mechanismsto mitigate these events. However, force majeure, excepted

External cost/ risks and indexation sit with the PTA.

performance shocks

v o
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Pricing mechanisms

Contracting

Link to questions

Overview

Development of operational policy to address changes
to the publictransport contracting environment
because of the transition to decarbonisation,
alternative options forasset provision and the need for
improved partnering between PTAs and PTOs, has
identified the requirementforalternative options for
remunerating PTOs to more appropriately allocate risk
and ensure the necessary incentives are in place to
efficiently grow PT.

Research commissioned on practicesin other
jurisdictions and sectors, together with input fromthe
SPTF working group, has identified a range of pricing
mechanism options that will provide more flexibility
for PTAsand PTOs when pricing contracts and
variations.

Asnotedintherisk allocation section above, areview
of the Waka Kotahi bus indexation mechanismis
underway. The focus of the review is on how to keep
PTOs ‘whole’ for cost movements due to inflation, how
bestto treat movementsinlabourcostsandthe timing
of indexation adjustments relative to PTO’s cashflow.
The sector will be provided the opportunity forinput
to thisreview.

Fixed annual pricing

Anall-inclusive fixed price is provided at the
time of tenderfor each year of the contract
termin the form of an Annual Gross Price to
deliverthe PTA’s service specifications and the
contract obligations.

Changestoservices orthe contract are
managed through variations.

Indexation applies.
Most suitable forless complex contracts with

relatively predictable changes through the term.

Combined fixed and variable pricing

Fixed price for fixed cost elements and variable
pricing rates fordelivered volumes.

Indexation applies.

Most suitable for contracts with uncertain or
highly variable levels of demand, such as on-
demand services.

Annual budgeting

A price to operate the servicesis developed
each year through an annual budgeting process
and agreed between both parties.

Indexation adjustmentsincluded within budget.
Risk and reward forachievingtarget price.
Most suitable for complexcontracts with
expected high levels of change and variability
throughthe term.

Requiresvery high levels of collaboration
between PTAand PTO.

Marginal rates — in-service

* Pre-definedratesforvariations tothe original service
plan, reflecting marginal running and investment costs on
an in-service unitbasis ($/km, $/hour, PVR (S/vehicle per
annum)).

*  PTO takes out-of-service costrisk.

* Suitable forsmall changestoservice schedules and
average amounts of out-of-service running.

Marginal rates — in-service + out-of-service

* Pre-definedratesforvariationstothe original service
plan, reflecting marginal running costs on atotal time and
distance basis.

* PTO compensated forefficient scheduled out-of-service
runningand layover.

e Suitable forsmall changesto service schedules that

require higherthan ‘average’ amounts of out-of-service
running.

Pre-priced options

* Pricesare provided atthe time of tenderforspecific
service change options that the PTA may wish to activate.

* Suitable wherethereisahigh degree of certainty around
the scope of the future change anditis feasible for
tenderersto price this as part of their submission.

Net Financial impact (NFl)

* Variations are assessed based ontheirnetfinancial
impactto the contract (no netloss/ no net gain)
governed by a set of defined pricing principles.

* Suitable formajorservice changes and non-service
related changes.
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Link to questions

Contract length

Contracting

To provide more options for PTAs to utilize different contract term lengths to supportimproved partnering, better manage the transition to zero
emission fleets and improve procurement outcomes, Waka Kotahi is proposing to provide increased flexibility in the contract d urations that PTAs may
choose forits PT service contracts.

Band 2 options of between 6to 10 years are considered appropriate for the majority of PT partnering contracts and will be approved by Waka Kotahi,
subjectto PTAs demonstratingin their procurement strategy the considerations given to the selection of the relevant contract term. Considerations
for selectingaBand 2 term of between 6and 10 yearsinclude: /

N

* Assetdelivery model —generally assets provided by the PTO will suitalonger contracttermto provide asuitable amortizationperiod and Contract tenure bands

return on capital forthe PTO, while, conversely, where key assets are provided by the PTA, the same length of term to provide PTO

returnsisnot required, and ashorterterm may be preferred to enable more frequenttendering orfor otherreasons. More Band 3
* Depthof supplier market—good depth in the incumbent supplier market can support more regular tendering and therefore shorter contract terms. than Advanced req“itres
10 prior agreemen

* Shorterterms(6to 7 years) with performance linked rights of extension (for example 2to 3 years) can provide an additional mechanismto

years from Waka Kotahi.
incentivise PTO performance.

* Different contracttermsfordifferent units may be utilised to enable the alignment of expiry dates of different units for planning future tender
rounds or to align to othersignificant changes that may be planned for the network.

Band 2

Standard for use
with Partneringand
Supplier Pool
delivery models.

Band 3 options of greaterthan 10 years are considered longerthan are necessary for 'standard' bus contracts and can add riskto PTAs by lockingin
individual PTOs and stifling competition, impacting long term value formoney. However, in certain circumstances, such contract lengths may be
appropriate toachieve certain outcomes. These circumstances will need to be demonstrated to Waka Kotahi forapproval to use. Examples of potential
circumstancesinclude: Band 1
Standard for use
with Short Term
delivery model.

* To enable the alignment of expiry dates of different units for planning future tender rounds orto align to othersignificant changes that may be
plannedforthe network.

* Incentivising particular outcomes, such as the offer of longertenure in exchange for the end of term transfer of a strategicasset.

* Incircumstances where significant change and complexity is expected to occur, particularly in outeryears, and it would be difficult to change PTO J
duringthat period.

* For complex contractingarrangements, such as an alliance style delivery model, that requires alongertimeframe to deliverthe expected benefits.
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Consistency in procurement
& contracting

Contracting

Development of operational policy to supportimplementation of the SPTF reforms has identified
the following principles to facilitate the SPTF objectives of improved partnering andincreased
transparency of information:

1. Planning, procuring, and operating publictransportservices should be:

a)

b)

carried out inan openandtransparent manner, irrespective of who operatesthe
service

undertakeninamannerthat enables national benchmarking for the purposes of
supporting sector wide continuous improvement.

2. Thereshould be transparencyin pricing build-ups to:

a)
b)
c)

d)
e)
f)

contribute to conditions of high trust and good partnering between PTOs and PTAs
validate value formoney

enable more collaborative negotiations in relation to major service or contract
changes

enable differentasset control arrangements
ensure visibility of underlying labour costs
enable cost elementalindexation to be easily applied.

3. Tothe maximum extent practicable, tendering and contracting approaches should:

a)

b)

be streamlined and consistent across PTAs to reduce workload forthe supplier
marketand supportincreased participationin procurement processes

avoid duplicate effortand be accessibleto sector participants with varying levels of
capacity and capability.

Link to questions

To support these principles Waka Kotahi proposes to develop
a nationally consistent set of guidance, tools and
frameworks. These will include:

Tender pricingtemplates
Tender pricing evaluation tool
Glossary of contract pricing elements

Guidance on the definition, measurement and application
of key performance metrics

Reportingtemplates
Model contract provisions
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Information transparency

Contracting

Overview

To supportthe SPTF objectives of improved partnering and greater transparency, PTAs
will be provided with the toolsto seek greaterlevels of information transparency
through the tenderand contracting processes.

A principal objectivefor gainingincreased transparency of informationis to strengthen
the relationship between PTAs and PTOs through a greater understanding of underlying
costs and financial performance, leading toimproved levels of trustand to enable more
informed conversations between the parties when collaborating on service changes and
otherfactorsimpacting costs.

Feedback from the SPTF working group hasindicated that there are benefits for PTOs
where thereis consistency inthe information requested by PTAs and benefitsfor PTAs
where clear guidance and templates forinformation collection can be provided by Waka
Kotahito avoid duplication of effort.

Consequently, Waka Kotahi proposes to develop specifications fortender pricing
templatesforuse by PTAsthat will provide consistency for PTOs and ease of evaluation
and improved understanding of costs for PTAs.

Waka Kotahi will also develop specifications for reporting templates to enable the
collection of information that satisfy the SPTF objectives and has been legislated through
the LTMA amendments.
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Illustrative form of tender pricing template Link to questions

a. Bus Hour Costs

Drivers wages
Full-time Drivers
Part-time Drivers
Casual Drivers
Other employment type

Total Driver wages

Drivers on-costs
Superannuation
Payroll tax
Worker's compensation
Other on-costs

Total Drivers on-costs
Other bus hour costs

Total Bus Hour Costs

b. Bus Kilometre Costs
Electricity
Fuel - diesel (net of fuel tax credit)
Mechanics
Mechanics wages
Mechanics on-costs

Total Mechanics

Bus parts & consumables
Contracted maintenance & repairs
Bus Cleaning

Other bus kilometre costs

Total Bus Kilometre Costs
c. Bus Overhead Costs

Admin and management on-costs
Admin and management salaries & wages
Accounting, consulting & legal fees
Advertising / marketing

Bus registration

Communications

Information technology

Insurances

Motor vehicle and non-bus expenses
Rates & taxes (property related)
Redundancy costs

Rent (non-depat)

Repairs & maintenance (depots and non-fleet!

Depot-rent/ ownership charges

.
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Link to questions

Options tool-kit

Contracting

Overview

To assist the sectorto respond to differing circumstances and needs, take advantage of different
asset ownership and delivery models enabled by the SPTFand to improve partnering outcomes,
Waka Kotahi has developed an options tool-kit to helpillustrate how PTAs can utilise different

procurementand contracting mechanisms dependent on their specific circumstances and needs. e i epertor ol wesrpemorm @ rat o L
To acknowledge the different circumstances and needs of PTAs, the tool -kit uses five theoretical Asset controlPathway N/ (no PTA ovnershi) Tm"s'e;;h;saﬁm-? Torsforcblstion=  FTA lesses orpircheses FTA leasesor pircheses |

. . . . . . 1
scenariosto represent the range of diverse characteristics that different PTAs may associate e I B

. . . . . L. . Procurement— Evaluation Quality Based Method o pﬁcz and quality Price Quality Method Price assessment only ‘
themselves with. The scenarios use variations across six key characteristicfeatures thatinfluence
. . Procurement=Method Direct award / negotiation Closed contest tender Open competition tender N/A = In-house provision
how PTAs can deliverbusservices.
) . . B . . . Contract type Concession Quality partnerships Net cost contract Gross cost contract Co\\(a;ﬁl:"r:’:\:s:vu‘l;mnt
Nine aspects of PT contractingand procurement considerations have beenidentifiedanddifferent | 1\ | sooesms 3 ©O----------- ]
Contract term Short (1-5 years) 1 Moderate (6- years) : Long (10-15 years) Very Long (15+ years)

contractual and procurement mechanismtools are placed on aspectrum for each of the nine
aspects. These options have been informed from research on approaches takenin other
jurisdictions and sectors.

For each scenario, we identified the potential suite of contractual and procurement tools that may
bestrespond to each theoretical PTA’s specific characteristics and objectives.

Many of the contractual approaches and features have relationships and interdependencies that
needtobe considered when designing procurement approaches and contracts. The tool -kit
provides anindication of these relationships, and the scenarios explore these in more detail. It will
be important for PTAs to seek furtherguidance from Waka Kotahi when navigating these
relationships and considering when different contractual levers can be used to realise desired
outcomes.

The options tool-kitreportis provided forreferencein Appendix 2.

Spectrums of options for different contract elements

at the payment
level

Pricing - Transparency No pricing transparency (total fixed price)
Combined fixed and variable pricing

Pricing = Payment approach elements

Annual budgeting

Marginal Rates-In-Service +
Dead Running

:

A

Marginal Rates -~ In-Service Pre-Priced Options

Indexation No indexation (nominal pricing) ‘Compound index

Performance incentive
regime

Senvice delivery, quality, and

No performance regime .
customer regime

Patronage regime

+ supporting guidance for selecting options

Detailed breakdown of elemental costs

Fully fixed annual pricing
Net Financial Impact ‘
Cost element indices

Behavioural regime

.
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Questions and feedback

Procurement procedures

Risk allocation

31. Please provideany feedback onthe risk allocation matrix (pages 52-54). Does this represent an accurate reflection of risk allocationin the future PTenvironment? Are there other key
risks that should be included in the matrix? What guidance from Waka Kotahi would be helpful in assessing and treating risks?

Pricing mechanisms

32. Please provideany feedback onthe proposed available pricing and variation mechanisms for PT contracts (page 55). Are there other mechanisms that you would liketo see included?
What guidance from Waka Kotahi would be helpful in determining the suitability and application of different pricing and variation mechanisms?

Contract length

33. Please provideany feedback onthe proposed available contract term options for PT contracts (page 56). To what extent are the proposed bands appropriate? What guidance from
Waka Kotahi would be helpful in determining the suitability and application of different contract terms?

National consistency and transparency

34. To whatextentdoyouagree withthe requirement for greater consistency in PT procurement and contracting across New Zealandto improve partneringand transparency of
information (page 57)? Please provide any feedback on the proposed principles to achieve greater consistency in PT procurement and contracting. What other guidance and tools
would be useful from Waka Kotahi to help achieve greater consistency?

35. To whatextentdoyou agree with the requirement forand benefits of greatertransparency ininformation through the PT procurement and contracting process (page 58)? What
guidance would be useful from Waka Kotahi to achieve greaterinformation transparency?
Options tool-kit

36. To what extentisthe Contracting Options Tool-kit useful for understanding the considerations and options available to PTAs in future (page 59 and Appendix 2)? Please provide any
specificfeedback on the Options Tool-kit and any additional guidance that would be helpful?
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Appendix 1 — Service delivery framework

Context for joint monitoring, reporting and
Improvement planning
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Service delivery Py iy

fram EWO rk Community T A—
iese s & procurement

consultation

Pre travel
information
& actions

Customer experience

Journey tOUCh pOintS
expe _rignce :
Service delivery —
Public

Journt_ay _ transport
experience infrastructure
on vehicles

Waka Kotahi sees joint
planning between PTAs and Journey

PTOs as an essential component experience Passenger &
ofa broaderservice delivery @ destination public safety
framework that has customer
service atitscentre.

Customer
Joint planning can be strengthened by support and
improving related elements that enable joint feedback
planning. Link to proposed focus areas for
improvement.

Joint monitoring¥

reporting & improvement

planning

The following page provides a conceptual overview of how joint
monitoring, reportingand improvement planningis an essential component
of a broaderservice delivery framework.
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Appendix 2 — Options tool-kit report
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Important Notice

Other than Waka Kotahi, any person who obtains access to and reads this report accepts, and agrees the
following terms:

. The reader understands that the work performed by Deloitte was performed in accordance with
instructions provided by our client, Waka Kotahi, and was performed exclusively for our addressee
client’s sole benefit and use.

. The reader acknowledges that this document was prepared at the direction of Waka Kotahi and may not

include all procedures deemed necessary for the purposes of the reader.

. You will not acquire any rights in connection with your access to the Report. We have no duty of care to

you for the work we have performed or for the Report or anything in it.

. The information contained in the report is of a general nature and does not constitute any form of

recommendation. You may not rely on the Report. We are not responsible to you or anyone else for any
loss (however caused, including as a result of our negligence) you or anyone else may suffer or incur in

connection with your access to, or if you rely on the Report.

. Further, the reader acknowledges that the contractual and procurement options and scenarios presented
in this report are illustrative only and do not constitute professional advice that can be relied upon by the
reader. Readers must seek their own commercial, legal and financial advice that reflects their specific
circumstances and objectives in order to inform selection and design of any contractual or procurement

approach.

. You will not make any claim or demand or bring any proceedings against us in connection with the report

or your access to it.

. The reader agrees that this report is not to be referred to or quoted, in whole or in part, in any public

media statements, announcements or communications, other agreement or document and the reader

must not distribute the report, or any part of this report, without Deloitte’s prior written consent.

. This Notice forms a binding agreement between Deloitte and any recipient of this report which is
governed by the laws of New Zealand and in respect of which the Courts of New Zealand shall have
exclusive jurisdiction.
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Introduction

We have been engaged by Waka Kotahi to provide research to support the development of operational policy for the

implementation of the Sustainable Public Transport Framework.

Background

The Public Transport Operating Model (PTOM), governs the planning, procurement, and
delivery of public transport services in New Zealand. The Sustainable Public Transport
Framework (SPTF) has replaced and expanded elements of the original PTOM objectives
through its enabling legislation (Land Transport Management (Regulation of Public Transport)
Amendment Act 2023).

The four objectives of SPTF are:

1.

Public transport services support mode shift from private motor vehicles, by being
integrated, reliable, frequent, accessible, and safe,

Employment and engagement of the public transport workforce is fair and equitable,
providing for a sustainable labour market and sustainable provision of public transport
services,

Well-used public transport services reduce the environmental and health impact of land
transport, including by reducing reliance on single-occupancy vehicles and by using zero-
emission technology, and

Provision of services supports value for money and efficiency from public transport
investment while achieving the first three objectives.

To support these objectives, Waka Kotahi has been tasked with developing operational policy
that would enable the above objectives through the following reforms:

Requiring that services are procured and delivered in a way that ensures transparency,
Allowing PTAs to own or otherwise control assets,
Improving partnering between PTAs and operators, and

Enabling the transition to decarbonisation and zero emission fleets and supporting
infrastructure.

© 2023. Deloitte Limited (as trustee for the Deloitte Trading Trust).

SPTF Objectives

Mode shift Sustainable workforce

Public transport services support mode Employment and engagement of the public
shift from private motor vehicles, by being transport workforce is fair and equitable,
integrated, reliable, frequent, accessible, providing for a sustainable labour market
and safe. and sustainable provision of public

transport services.

& &

Reduced environment and health Value and efficiency

impacts

Well-used public transport services reduce the Provision of services supports value for
environmental and health impact of land money and efficiency from public
transport, including by reducing reliance on transport investment while achieving the
single-occupancy vehicles and by using zero- first three objectives.

emission technology.
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Introduction

This report draws on the research work completed in our previous advisory scopes of work to develop potential contractual
and procurement ‘tool-kits’ that can respond to differing circumstances or needs of diverse public transport authority

archetypes.

Our Scope

To inform policy development, Waka Kotahi has engaged Deloitte to undertake a number of
research papers that have investigated different topics relevant to SPTF implementation. The

Statements of Work (SoW) were:

* Sow 1: Staff Transfer / Employee Rights

* SoW 2: Asset Control

* SoW 2A: Asset Control and Insourced Service Provision
* SoW 3: Contractual Models

e SoW 4. Transparency

From the findings identified across SoW 2, 2A, 3, and 4, Waka Kotahi is now seeking the

identification of the potential ‘tool-kits’ of procurement and contractual features and
mechanisms that could be relevant and useful in revised procurement guidance.

© 2023. Deloitte Limited (as trustee for the Deloitte Trading Trust).
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Our collated ‘tool-kits’ development has focused on:

Procurement evaluation: tender evaluation methodologies that could be used in addition
to, or instead of, the Price Quality Method to select suppliers.

Contract type: contract forms / types that could be appropriate in the context of the
SPTF.

Contract term: alternative contract term arrangements that could be included within the
procurement manual as an alternative to the standard 9-year term under PTOM, including
how alternative contract durations could support improved partnership and transition to
zero-emission fleets.

Pricing: alternative pricing approaches to improve transparency of operator costs and to
more appropriately allocate risk that could be included in procurement guidance.

Variations: potential suite of variation types that could be included in procurement
guidance, including how larger service changes to enable / support mode shift could be
addressed.

Reporting: the high-level reporting requirements that could be included within updated
procurement guidance.

Indexation: alternative approaches to indexation that could be used to better align with
the alternative pricing approaches.

Performance regime: additional performance regime approaches or elements that could
be included within procurement guidance to supplement existing mechanisms.
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Approach

We developed contractual responses to five theoretical scenarios that represent PTAs with diverse characteristics. We

’

engaged with internal Waka Kotahi personnel and external stakeholders to refine and agree the ‘tool-kits'.

Develop illustrative scenarios
1 We identified six key features that influence how PTAs can deliver bus services. We developed five theoretical scenarios described
within the context of these features, each representing PTAs with diverse characteristics.

Develop Contractual Approach Options Spectrum

2 To frame the development of contractual responses to each scenario, we developed the Contractual Approach Options Spectrum that
reflects what the art of the possible may look like, to capture tools for responding to nine contractual and procurement mechanisms.
The tools identified are a collation of options exhibited through research of other jurisdictions in SoWs 1 through 4.

Develop preliminary contractual responses
3 For each scenario, we used the Contractual Approach Options Spectrum to develop preliminary thinking on what suite of contractual
and procurement tools may best respond to the theoretical PTA’s specific characteristics and objectives.

Test with Waka Kotahi and stakeholders
4 We held two workshops to facilitate discussion around the scenario framing, Contractual Approach Options Spectrum, and contractual
response design; the first with internal Waka Kotahi personnel, and the second with the SPTF Working Group which comprises external

stakeholders representing both PTAs and operators.

We took feedback received on board to refine scenario framing, the spectrum of contractual and procurement responses available and
how these can be packaged as 'tool-kits' for different scenarios. We have further detailed the supporting rationale for the proposed
'tool-kits'. The report concludes with identification of specific tools that could be discounted within the New Zealand context, and
identification of next steps for further procurement guidance design and development.
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Context | Scenario Key Features

We have developed five theoretical scenarios that represent PTAs with diverse characteristics. These scenarios are
described within the context of six key features.

Key Feature

Associated High-level Considerations

Demand for Public Transport

Assessing the projected expansion and demand
for public transportation services in the PTA’s
operating area.

Market Depth

Evaluating the degree of market concentration
now and potential for future market entry
and competition.

PTA’s Capability and Resources

Considering the PTA’s expertise and
capabilities in managing complex
transportation operations and transition to
full decarbonisation of public transport.

Degree of Funding Constraints

The financial limitations or restrictions faced by
the PTA in delivering and sustaining public
transport services.

Control of Assets by PTA

The cost-benefit and willingness of PTAs to
have direct ownership or control of assets.

Anticipated Significant Change to
Service Requirements
Expected modifications to service demands

resulting from the integration of new or
upcoming public transport projects.

In areas with declining demand, contracts can be structured to
allow for demand-responsive services, ensuring cost-
efficiency.

In a shallow market where traditional open tenders may not
attract strong competition alternative contractual
arrangements may need to be considered to support value for
money and improve competition.

For PTA’s with constrained capabilities and resources, simpler
contract types that are easier to implement and manage
across the contract lifecycle may be more suitable.

In financially constrained environments, contracts should
emphasise value for money, budget certainty, cost
transparency, and clear pricing mechanisms.

A lower appetite for asset control may require PTAs to
consider alternative ways to lower barriers to entry in a
shallow market. Lower levels of asset control may also
support the transfer of dead running risk to operators and the
use of in-service variation rates.

The level of service required is largely steady and predictable.
The contract reflects a more ‘business as usual’ approach with
traditional levers used to deliver outcomes. Variations are less
of a focus given that minimal change to service levels is
expected.

© 2023. Deloitte Limited (as trustee for the Deloitte Trading Trust).
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S:hallow Dee:p
L:imited Advance:d
S;ignificant Limite:d
L:ow Hig:h
I!o Ye:s

An increasing demand for services indicates a need for
scalability and flexibility. Contracts should allow for easy
adjustments to service frequency and routes.

In a deep market with multiple operators, competitive
procurement methods can be effectively used to drive value
for money.

PTA’s with greater capabilities and resources can explore
more complex contracting models, including approaches to
payments, variations, and performance incentive regimes that
require enhanced contract management capabilities.

PTA’s with limited funding constraints may be better placed to
increase asset control and more easily meet additional
demand and service objectives.

PTA's with appetite to control assets will need to consider the
most appropriate pathway to achieving this given funding
constraints and their capability and resourcing. Control of
assets could impact pricing and variation approaches (e.g. PTA
control of depots may better support the use variation rates
based on total units — in-service and dead running).

Where there is an anticipated significant change to service
requirements contracts should include appropriate variation
mechanisms. Known changes could be pre-priced as options,
and unknown changes will require Net Financial Impact
approaches.

Sustainable Public Transport Framework Advisory 2023 7



Context | Five Scenarios at a Glance

We have developed five hypothetical PTA scenarios with diverse characteristics, based on the key features presented earlier,
and identified potential contractual responses to each.

Large market with increasing demand
for public transport and a capable and
well-resourced PTA

Mid-sized shallow market, stable
demand for public transport, and a
reasonably capable and resourced PTA

Mid-sized market with increasing
demand for public transport, and a
reasonably capable and resourced PTA

* High population growth and increasing demand for public
transport services, yielding an expected step change in
service requirements.

* Alarger number of contracts, delivered by a competitive
market with reasonable depth.

* The PTA is reasonably capable and resourced and has
limited funding constraints.

* Alarge, interfacing transit project is known to be delivered
during contract implementation, which will significantly
alter service requirements.

Steady population growth and stable demand for public
transport.

A high market concentration with shallow supplier depth.

The PTA is funding constrained, which limits the ability of
the PTA to own assets with a preference for asset transfer
provisions to reduce barriers to entry.

There are no known significant interfacing transportation
projects that will significantly alter service requirements.

High population growth and increasing demand for public
transport services, yielding an expected step change in
service requirements.

A limited number of contracts, delivered by few operators
within a shallow market.

The PTA has limited funding constraints, is reasonably
capable and resourced, and there is a business case

for controlling assets over time.

A large, interfacing transit project is known to be delivered
during contract implementation, which will significantly
alter service requirements.

Mid-sized, stable market, with funding
constraints and capability constrained
PTA

Small, declining market with moderate
market depth and a capability
constrained PTA

A mid-sized market with steady population growth and stable
demand for public transport.

A limited number of contracts, delivered by one or two
dominant operators within a shallow market.

PTA is funding constrained, which limits the ability of the PTA
to own and control assets, thereby limiting the ability to
attract new market entrants.

There are no known significant interfacing transportation
projects that will significantly alter service requirements.

A low growth environment, with fluctuating levels of demand
for public transportation, reflecting an overall downward
trend.

The PTA is funding constrained with low or declining
patronage, resulting in a high cost per passenger to deliver
traditional timetable bus services.

There are no known significant interfacing transportation
projects that will significantly alter service requirements.

© 2023. Deloitte Limited (as trustee for the Deloitte Trading Trust).
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Context | Contractual Approach Options Spectrum

In order to frame the development of contractual responses to each scenario, we have developed the Contractual Approach Options Spectrum, that reflects
preliminary thinking as to what the art of the possible may look like, for each contractual and procurement mechanism. Options can be either alternatives or
additive depending on the contractual feature. Later in this report we discount some options from potential application in the New Zealand bus market.

Asset control — End state

Asset control — Level

Contract type

Contract term

Procurement — Method

Procurement — Evaluation

Pricing — Transparency

Pricing — Payment approach

Variations

Indexation

Performance incentive
regime

Reporting

Full operator control Mixed PTA-operator control Full PTA control

N/A (no PTA ownership) Transfer obligation— Transfer obligation— PTA leases or purchases  PTA leases or purchases
P Fleet Infrastructure assets — Fleet assets — Infrastructure
. . . Collaborative contract

Concession Quality partnerships Net cost contract Gross cost contract

(alliance-style)
Short (1-5 years) Moderate (6-9 years) Long (10-15 years) Very Long (15+ years)

Value for money assessment

L . . Price Quality Method Price assessment only
combining price and quality

Quality Based Method

Direct award / negotiation Closed contest tender Open competition tender N/A - In-house provision

Transparency at the payment component

Detailed breakdown of elemental costs
level

No pricing transparency (total fixed price)

Combined fixed and variable pricing

Fully fixed annual pricin
elements Y P g

Annual budgeting

Marginal Rates-In-Service +

Marginal Rates— In-Service S Pre-Priced Options Net Financial Impact
No indexation (nominal pricing) Composite index Cost element indices
. Service deli b lity, and . ) .
No performance regime ervice aefivery, quality, an Patronage regime Behavioural regime

customer regime

All reporting will be transparent and detailed, and designed to support the selected asset control model.

On the following pages, we’ve expanded the Contractual Approach Options Spectrum to include
clarification as to how we’ve defined each tool or option, in the context of this exercise.

© 2023. Deloitte Limited (as trustee for the Deloitte Trading Trust).

Sustainable Public Transport Framework Advisory 2023



Context | Contractual Approach Options Spectrum

We have provided clarification as to how we have defined each tool or option in the context of this exercise.

Asset control —
End state

Asset control —
Pathway

Contract type

Contract term

Procurement -
Method

Full operator control

Operator has full control, through ownership or leases, over the assets

used in service provision

Transfer obligation — Fleet
N / A (no PTA ownership) End of term asset transfer obligation

Mixed operator-PTA control Full PTA control

The PTA and operator each control some assets, through ownership or PTA has full control, through ownership or leases, over the assets used in

service provision

Transfer obligation - PTA leases or purchases — PTA leases or purchases
Infrastructure

Fleet — Infrastructure

enabling the transfer of fleet assets from End of term asset transfer obligation enabling P;"}f’;‘_”d;f‘sf: tﬂ efttasrse:s,i’c:qr”lefse,s] grorz-a PTA purchases infrastructure assets,
the outgoing operator to the incoming the transfer of infrastructure assets from party integrator or simiiar, and su or leases from a third-party
: : : leases to the operators g imil 5
operator or PTA the outgoing operator to the incoming integrator or similar, and sub-leases
operator or PTA to the operators
Concession Quality partnerships Net cost contract TR R TR Collaborative contract
Partnership between public sector and PTAs invest in improved facilities, and Operator is paid to operate a specified e B e eEe e s ( allianc e-styl e)
private operator, in which the operator operators commit to improving standards. service for a specified period, and SR (R P S e e
is remunerated primarily through Operators design routes and retain retains all fare and commercial revenue. eriod. The PTA retains passenger A collaborative contract that mirrors
having the authorisation to deliver the revenues with PTAs providing extra The operator must forecast both its re 5 enue .an —— t’s) i rgutes some features of a typical Alliance (e.g.
service and collect revenues from fares financial support for achieving quality costs and its revenues and takes on risk - c; e i Iityl pain share / gain share mechanisms), and
that it sets and other commercial measures and concessionary fares associated with each ’ a behavioural outcomes focused
activities performance regime
Short (1-5 years) Moderate (6-9 years) Long (10-15 years) Very long (15+ years)
Direct award / negotiation Closed contest tender Open competition tender N/A - In-house provision
Contract is awqrt{ed d’r?d/y toa selectgc'l operator A limited number of pre-selected operators are The contract is openly tendered, and any The service is provided in-house by the PTA
through negotiation, without a competitive tender L ; o . :
invited to submit tenders for the contract qualified operator can participate without external procurement

process

© 2023. Deloitte Limited (as trustee for the Deloitte Trading Trust).
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Context | Contractual Approach Options Spectrum

We have provided clarification as to how we have defined each tool or option in the context of this exercise.

Quality Based Method Value for money assessment - - e T
Procurement - Evaluation where the quality attributes of suppliers com bining price and quality Price Quallty Method The evaluation focuses solely on the price of the
EV alu a ti on whose proposals mfeet.reqwrements are graded, ar,d Evaluation that considers both the price and quality of the Formula—basc::'d evaluation t.hat cor'15/ders weighted X Yy s
the preferred supplier is selected solely on that basis. proposed solution to determine the best value for money price and non-price attributes uality standard
Price is then negotiated based on their price proposal in a holistic assessment quatty
Pricing — No pricing transparency (total fixed price) Transparency at the payment component-level Detailed breakdown of elemental costs
T Detailed pricing build up is not disclosed, and instead a single total fixed Pricing detail is provided to the payment component-level to support Pricing detail is provided that shows the detailed elemental costs that
ra nspa rency price is agreed indexation, for example for labour, materials and fuel comprise each payment component
Pricing — : i ici
Pavment ‘ An.nugl budgeting Combined fixed and variable pricing elements - .Fu"Y fixed apnual pricing
Y A price to operate the services is developed each year through an annual Fixed pricing is provided at the time of tender for each year of the

: . . Pricil incl h fi 1 iable el
O g A ricing structure includes both fixed price and variable elements

approach

. . Marginal Rates - In-Service + Dead
Marginal Rates - In-Service g

Runnin -Pri i
The contract includes predefined rates for ) ) g o Pre-Priced OpthI’lS
variations to the original service plan, expressing The cont-*r ‘?Ct ’”d“‘_jes predefined r qtes for Ll iations Prices are provided at the time of tender for specific
marginal rates on an in-service unit basis which to the original service plan, expressing marginal rates service change options that the PTA may wish to
on a total unit basis comprising in-service activate

includes an average dead

running cost allowance (per km, hour, PVR) plus efficient scheduled dead running and layover (per

km, hour, PVR)

Composite index

Pricing is adjusted based on a composite index that combines, in a pre-
determined way, the cost inputs to the contract (e.g. existing Waka
Kotahi Bus Cost Index)

No indexation (nominal pricing)

Indexatlon Pricing accounts for estimated inflation, and therefore remains fixed and
is not further adjusted for inflation or any other index

Service delivery, quality, and customer
regime

Performance

incentive Contract does not include any specific Performance is measured based on patronage or

No performance regime Patronage regime

Performance is assessed based on operational metrics and ridership levels

performance-related requirements
service standards

regime

contract term

Net Financial Impact

Variations are assessed based on their net financial
impact to the contract governed by a set of defined

pricing principles

Cost element indices
Pricing components are adjusted using individual indices aligned to each

specific cost component

Behavioural regime

Performance is evaluated based on operator
behaviour and collaboration
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Context| Contractual Mechanisms Dependencies

The below matrix demonstrates the relationships between contractual and procurement mechanisms that should be
considered when designing contractual responses. Supported detailed guidance should be provided to PTAs as to how
these relationships should be navigated to realise desired outcomes.

Many of the contractual approaches and features have » Pricing - Performance
. . . Asset control — Asset control — T — T — Procurement — Procurement — Pricing — pavment Indexation incentive
relationships that need to be considered when End state Pathway e Method Evaluation Transparency ap")’mach regime

designing procurement approaches and contracts. The

table provides an indication of these relationships, and
the scenarios explore these in more detail. It will be
important to provide PTAs with guidance around how - v v v - - v - -
to navigate these relationships and when different
contractual levers can be used to realise desired 4 v 4 v v v v v
outcomes.
Examples of the theoretical relationships include: v ) ) v v v )
* Asset Control x Contract Term: contract term may v = = = = v
be used as an incentive to negotiate with operators
in exchange for asset transfer obligations for v - v - v
selected existing assets at the end of a contract.
* Variations x Asset Control: PTA acquisition of v v v -
strategic assets such as depots may influence the ——
approach to variations including how dead Payment v V4 -
running risk is allocated within marginal rates. ZPpIoach
* Pricing Transparency x Procurement Evaluation: 4 -
the level of pricing transparency and granularity
should align with the selected evaluation method. A -
greater level of pricing transparency may be
considered to support effective benchmarking. REGIIHERES

incentive

regime
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How to navigate this report section

For each illustrative scenario, we have presented the characteristics and key objectives of the PTA, a summary of the
contractual response using the Contractual Approach Options Spectrum, and provided supporting detail and rationale.

Scenario 1 | Large market with high demand for public transport

A capable and resourced PTA in a large competitive market, with limited funding constraints and asset control benefits.

PRELIMINARY FOR DISCUSSION

Key Features Characteristics
Demand for Public Transport Bedining Steady '"ﬁas—"i * High population growth and increasing demand for public transport services,
Services yielding expected step change in service requirements.
Shallow Deep * Alarger number of contracts, delivered by a competitive market with

Market Depth %

Limited Advanced

reasonable depth.

* The PTA is reasonably capable and resourced and has limited funding

PTA Cﬂpﬂbﬂil}af
PTA Fundi ra
Control of Assets by

Anticipated Significant Chal
to Service Requireme

Procurement & Con

If??l The contract apprg
W=/ competitive markef

'@,\ The best approach
'?.3_," and resourcing, an

© 2023, Deloitte Limited [az trustee

Scenario 1 | Options mapping
The PTA will achieve full asset ownership through purchasing new assets and acquiring key strategic assets from
outgoing operators. Asset control and moderate-term contracts will support value for money.

o ---------------- 1 Key Considerations:
Mixed PTA-operator control Full PTA control 1 N
1 I The PTA will control assets to

Asset control —End state

Full operator control

i N o .
) Transfer obligation— Transfer obligation—  PTA leases or purchases  PTA leases or purchases | drive competition, and provide
ABFRCIEET) Fl | Infrastructure assets— Fleet assets—Infrastructure | greater control over

operational outcomes,

sl Scenario 1 | Large market with high demand for public transport

The PTA will achieve full asset ownership through purchasing new assets and acquiring key strategic assets from
outgoing operators. Asset control and moderate-term contracts will support value for money.

Contract te.
Procurement — Evalua|

Procurement — Methc|

Contractual Mechanisms
Dependencies

Position Description and Rationale
Pricing —Transparency
Asset control — End State
* The PTA will seek to fully control assets, with a goal of driving competition and providing greater contral aver aperational
‘outcomes.

Pricing —Payment apy

* Asset Control - Pathway
Full PTA control of
S * The PTA has a reasonable level of capability and resources, which facilitates it taking an active role in asset control and
awnership. The selected asset control pathway is directly influenced by its end asset control state of full PTA control.

Asset control — Pathway

* Depots are strategic assets due ta the influence their lacation can have on cost to deliver services and the impartance of service | * Asset Control - End State
continuity. As such, the PTA will focus on controlling these first. Depots will be acquired through a combination of end of term
transfer arrangements to meet current public transport demand, and the purchase of new depots to mest the expected
increase in public transport demand. Tenderers will be more likely to accept end of term transfer arrangements for

Indexation

Performance incentiv
regime
Transfer obligation

= Infrastructure = Controct Term

© 2023. Deloitte Limited {as tr Variatians
PTA leases or

purchases assets—

infrastructure assets, given the size of the opportunity in this large, metropolitan market.

* The PTA will control the fleet through a phased approach, as it purchases or leases additional vehicles to meet increasing
demand, and to take the place of operator-owned vehicles that have reached end of service life. The PTA will focus on the
procurement of zero-emissions vehicles, in order to facilitate its transition to ZEB. The PTA will forecast demand and match fleet
procuremant to the expected level of service and replacement of existing flaet.

Fleet

PTA leases or
purchases assets -
Infrastructure

Contract type

* The contract is gross cost reflecting operator's minimal control over patronage. The gross cost contract is paired with service
delivery, quality, customer, and behavioural incentive regimes, to assess contractor performance.

* Performance Incentive Regime

Gross cast

contracts * Routes are packaged into medium to large sized contracts, responding to the large size of the metropolitan area and asset
control by the PTA. The approach to packaging supparts market competition and helps to realise some efficiencies of scale.
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lllustrative scenario summary and PTA
objectives

For each scenario, we've described the illustrative
PTA in the context of the six key features.

Taking into characteristics of each scenario into
consideration, we've summarised the key
procurement and contractual approach
considerations to support design of the unique
contractual approach.

e Options mapping summary

For each scenario, we've used the Contractual
Approach Options Spectrum to present a summary
of what tools may best respond to the PTA's
objectives in each scenario, using green
highlighting.

We've used bold dashed borders to highlight
specific key considerations for each scenario, that

reflect distinctive facets of the contractual approach
design for the given PTA.

e Detail and Supporting Rationale

The Contractual Approach Options Spectrum for
each scenario is followed by pages that detail the
position for each contractual and procurement
mechanism, including the rationale as to why, as
well as specific contractual mechanism
dependencies that exist for that scenario.
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Scenario 1 | Large market with high demand for public transport

A capable and resourced PTA in a large competitive market, with limited funding constraints and asset control benefits.

Key Features

Demand for Public Transport Bgclining Steady Inciiasinﬁ
Services
Shallow Deep
Market Depth <& - - >
Limited Advanced
PTA Capability and Resources < - - >
Significant Limited
PTA Funding Constraints < - - >
Low High

Control of Assets by PTA 4

Anticipated Significant Change No

to Service Requirements

Procurement & Contractual Approach Considerations

© 2023. Deloitte Limited (as trustee for the Deloitte Trading Trust).

The contract approach that will best drive value for money within a
competitive market.

and resourcing, and available funding.

—>
Yes
*—>

The best approach to phased PTA asset control given its level of capability

Characteristics

High population growth and increasing demand for public transport services,
yielding expected step change in service requirements.

A larger number of contracts, delivered by a competitive market with
reasonable depth.

The PTA is reasonably capable and resourced and has limited funding
constraints.

A large, interfacing transit project is known to be delivered during contract
implementation, which will significantly alter service requirements.

Realising the benefits of PTA to control assets to support a transition to zero
emission assets and public value in the long-term.

The provision of variation flexibility and pricing transparency to
accommodate the expected significant service change.
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Scenario 1 | Options mapping

The PTA will achieve full asset ownership through purchasing new assets and acquiring key strategic assets from
outgoing operators. Asset control and moderate-term contracts will support value for money.

Asset control — End state

Asset control — Pathway

Contract type

Contract term

Procurement — Evaluation

Procurement — Method

Pricing — Transparency

Pricing — Payment approach

Variations

Indexation

Performance incentive
regime

________________ , Key Considerations:

Full operator control Mixed PTA-operator control 1 Full PTA control .
° ! The PTA will control assets to
N/A {no PTA ownership) Transfer obligation— Transfer obligation— PTA leases or purchases  PTA leases or purchases | drive competition, and prowde
P Fleet 1 Infrastructure assets — Fleet assets — Infrastructure | greater control over

Concession

Short (1-5 years) | Long (10-15 years)
Value for money assessment

Ul ERSEE LISiet combining price and quality

Direct award / negotiation Closed contest tender

Transparency at the payment component

No pricing transparency (total fixed price) leve

Combined fixed and variable pricing

Annual budgeting T

Marginal Rates-In-Service +

Marginal Rates— In-Service Dead Running

Pre-Priced Options

No indexation (nominal pricing) Composite index

Service delivery, quality, and

No performance regime .
customer regime

Patronage regime

© 2023. Deloitte Limited (as trustee for the Deloitte Trading Trust).

Gross cost contract

Price Quality Method

Open competition tender

Detailed breakdown of elemental costs

operational outcomes.

The PTA will take two
pathways to full ownership of
assets. It will purchase new
assets to meet expected
growth. It will also acquire key
strategic infrastructure assets
from outgoing operators
utilising transfer obligations.
The PTA will be able to secure
transfer obligations because
the size of the market is
attractive to operators.

The PTA will be able to test
contract value for money at
regular intervals through a
moderate contract term, given
the high growth, competitive
market.

Collaborative contract
(alliance-style)

Very Long (15+ years)

Price assessment only

N/A - In-house provision

Fully fixed annual pricing

Net Financial Impact

Cost element indices

Behavioural regime
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Scenario 1 | Large market with high demand for public transport

The PTA will achieve full asset ownership through purchasing new assets and acquiring key strategic assets from
outgoing operators. Asset control and moderate-term contracts will support value for money.

Position

Description and Rationale

Contractual Mechanisms
Dependencies

Full PTA control of
assets

Asset control — End State

* The PTA will seek to fully control assets, with a goal of driving competition and providing greater control over operational
outcomes.

* The PTA has a reasonable level of capability and resources, which facilitates it taking an active role in asset control and
ownership. The selected asset control pathway is directly influenced by its end asset control state of full PTA control.

Asset control — Pathway

e Asset Control — Pathway

Transfer obligation
— Infrastructure

PTA leases or
purchases assets —
Fleet

PTA leases or
purchases assets -
Infrastructure

* Depots are strategic assets due to the influence their location can have on cost to deliver services and the importance of service
continuity. As such, the PTA will focus on controlling these first. Depots will be acquired through a combination of end of term
transfer arrangements to meet current public transport demand, and the purchase of new depots to meet the expected
increase in public transport demand. Tenderers will be more likely to accept end of term transfer arrangements for
infrastructure assets, given the size of the opportunity in this large, metropolitan market.

* The PTA will control the fleet through a phased approach, as it purchases or leases additional vehicles to meet increasing
demand, and to take the place of operator-owned vehicles that have reached end of service life. The PTA will focus on the
procurement of zero-emissions vehicles, in order to facilitate its transition to ZEB. The PTA will forecast demand and match fleet
procurement to the expected level of service and replacement of existing fleet.

¢ Asset Control — End State
* Contract Term

* \Variations

Gross cost
contracts

Contract type

* The contract is gross cost reflecting operator’s minimal control over patronage. The gross cost contract is paired with service
delivery, quality, customer, and behavioural incentive regimes, to assess contractor performance.

* Routes are packaged into medium to large sized contracts, responding to the large size of the metropolitan area and asset
control by the PTA. The approach to packaging supports market competition and helps to realise some efficiencies of scale.

* Performance Incentive Regime

© 2023. Deloitte Limited (as trustee for the Deloitte Trading Trust).
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Scenario 1 | Large market with high demand for public transport

The PTA will achieve full asset ownership through purchasing new assets and acquiring key strategic assets from
outgoing operators. Asset control and moderate-term contracts will support value for money.

Contractual Mechanisms

Position Description and Rationale .
Dependencies

Contract term

* The contract term is moderate, providing an opportunity that is commercially attractive to tenderers while also allowing the * Asset Control — End State

PTA to regularly test the market to support public value. - Asset Control — Pathway

* The market is attractive to operators because of its large scale, creating demand for entry into the market which the PTA can
leverage to secure transfer obligations. The PTA may also consider the contract term to be at the long end of Moderate to
ensure market interest. . Variations

Moderate (6 - 9
years)

* Pricing — Payment approach

* The PTA will consider the expected increase in public transport demand and any interfacing transit projects to be delivered over
the contract term and include sufficient provisions in the contract that enable variation flexibility.

Procurement — Method

* The PTA will procure the contract through an open competition tender, as a mechanism to drive competition within the deep * Contract Term
Open competition market that already exists and attract new entry. The PTA’s reasonable level of capability and resources provides it with the - Contract Type
tender procurement capabilities to run open tenders at relatively short intervals.

* Performance Incentive Regime

Procurement — Evaluation

* Tenders are assessed using Price Quality Method, as both value for money and service quality are important. Pricing is * Pricing — Transparency
transparent and broken down to a granular level at tender stage to enable the PTA to understand the cost build-up of each

* \Variations
tenderer.

* There is a known large-scale interfacing transit project that will be delivered during contract implementation that will
significantly alter service requirements. The tender evaluation provides for the inclusion of pre-priced options that reflect
Method costing for specific service change options that the PTA may wish to activate in the near future.

Price Quality

* The performance incentive regime includes a behavioural component that incentivises operator collaboration with the PTA,
interfacing operators, and government authorities. Non-price attributes of the procurement evaluation capture ways in which
the operator will seek to implement collaborative partnering behaviours.
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Scenario 1 | Large market with high demand for public transport

The PTA will achieve full asset ownership through purchasing new assets and acquiring key strategic assets from
outgoing operators. Asset control and moderate-term contracts will support value for money.

Contractual Mechanisms

Position Description and Rationale .
Dependencies
Pricing — Transparency
* The PTA derives certainty of pricing from a transparent and fixed price approach, informed by well-defined base service * Procurement — Evaluation
Detailed requirements. P
* Variations
breakdown of * Pricing is transparent and detailed costing is provided that shows the detailed elemental costs that comprise each payment
elemental costs component. Pricing against detailed elemental costs is provided at tender stage and informs the tender evaluation by enabling

comparative interrogations of cost elements by the PTA to enable a better understanding of operator’s pricing strategies.

Pricing — Payment approach

* Pricing is fully fixed for the contract term and is subject to indexation. The pricing approach is appropriate given the * Contract term

Fully fixed annual
y moderate contract length. The fixed pricing approach is supplemented with a flexible variation regime that can accommodate

e Indexation

pricing scope changes as required through contract implementation.
Marginal Rates — The contract needs to cater to variations in four categories: * Asset Control — Pathway
In-Service + Dead | ® Known large change: * Procurement — Evaluation
RuNni o As the effect of the expected significant service change is known, each operator provides pre-priced options to
Ll * Contract term

respond to the change at tender stage. These are included in the service agreement, allowing the PTA and the
operator to have certainty over the financial impact of the change. * Pricing — Transparency

* Unforeseen changes:
o Unforeseen changes in scope/services may still be required. Net Financial Impact mechanisms to apply.
* Smaller service changes:

o Tenderers provide marginal rates on a total unit basis (in-service + dead running) for minor service variations. This
Net Financial provides greater flexibility to align with the PTA’s asset control pathway, where dead running provisions and

Impact assumptions may change over the contract term as the PTA acquires depots. Marginal rates provided by tenderers are
tested in a number of scenarios as part of the evaluation to confirm value for money across tenderers.
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Scenario 1 | Large market with high demand for public transport

The PTA will achieve full asset ownership through purchasing new assets and acquiring key strategic assets from
outgoing operators. Asset control and moderate-term contracts will support value for money.

Contractual Mechanisms

Position Description and Rationale .
Dependencies
Marginal Rates — * Peak Vehicle Requirement changes: * Asset Control — Pathway
In-Service + Dead o The operator will conduct competitive sourcing to ensure value for money for the PTA. This will occur with Net e Procurement — Evaluation

Financial Impact mechanisms applying.

o The PTA will have transparency over operator scheduling and rostering to support reaching agreement over whether
additional vehicles are required, or whether the schedule could be rationalised to utilise existing assets to meet * Pricing — Transparency
increased demand.

Running * Contract term

Pre-Priced Options

Net Financial
Impact
Indexation
Cost el N * Cost build ups are transparent and pegged to real cost increases at a cost element level, enabling Waka Kotahi’s updated bus * Pricing — Transparency
ost elemen . .

liczs * Indices could be based on key cost elements including labour, fuel, parts and materials / suppliers.

Performance incentive regime

Service delivery, * Performance Incentive Regime includes the flexibility to incorporate alternative measures for punctuality and reliability where * Procurement — Evaluation

quality, and services are being run on a headway basis. « Contract type

customer regime * Patronage is not included as a performance measure due to it being largely out of the operator’s control.

_ * The performance regime also considers broader behavioural measures to incentivise partnering such as collaborating with the
Behavioural PTA, other bus operators, and other operators on different modes to drive network improvements
regime
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Scenario 2 | Mid-sized market with shallow depth

A PTA in a mid-sized, shallow market, with stable demand for public transport, and a reasonable level of capability.

Key Features Characteristics
Demand for Public Transport Bgclining Steady lncreasinﬁ * Steady population growth and stable demand for public transport.
Services * A high market concentration with shallow supplier depth.
shallow Deep * The PTA is funding constrained, which limits the ability of the PTA to own assets
Market Depth 4 - - > ) - .
with a preference for asset transfer provisions to reduce barriers to entry.
Limited Advanced * There are no known significant interfacing transportation projects that will
PTA Capability and Resources 4 % > significantly alter service requirements.
Significant Limited
PTA Funding Constraints <4 - - >
Low High
Control of Assets by PTA 4= >
Anticipated Significant Change :0_“ Ye';

to Service Requirements

Procurement & Contractual Approach Considerations

Securing value for money through procurement given shallow market How to support and improve market depth, when the PTA is funding
conditions constrained and there is little benefit for the PTA to control assets.

How alternative contract types can be utilised to improve market depth over A contract term that will attract new investment and market interest
time
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Scenario 2 | Options mapping

The PTA establishes a collaborative contract to increase market depth through upskilling less experienced operators and
offers a longer contract to attract investment and market interest.

Key Considerations:

Asset control — End state Full operator control Mixed PTA-operator control Full PTA control ° A collaborative style contract is
selected which stipulates a
. Transfer obligation— Transfer obligation— PTA leases or purchases  PTA leases or purchases requirement that non-owner
Asset control — Pathway N/A (no PTA ownership) i g 8 P p quir .
eet Infrastructure assets — Fleet assets — Infrastructure participants comprise a
Q T mT == -I partnership between a larger,
Contract type Concession Quality partnerships Net cogisontract Gross cost contract | CoII(;J\I:;IQraUVetch)n)tract more experienced operator, and a
___________ | ! _ \alliancestyle) smaller, less experienced operator,
I which facilitates building market
Contract term Short (1-5 years) Moderate (6-9 years) I Long (10-15 years) 1 Very Long (15+ years) depth
Value for money assessment . ° The contract term is long for two
Procurement — Evaluation Quality Based Method combining price and quality Price Quality Method Price assessment only reasons. A long-term contract .
spreads the cost of a collaborative
Procurement — Method Direct award / negotiation Closed contest tender Open competition tender N/A— In-house provision style contract, which often incurs
significant procurement costs,
. . .- . . Transparency at the payment component . over a longer term. A long-term
Pricing — Transparency No pricing transparency (total fixed price) level Detailed breakdown of elemental costs contract is also required to attract
"""""""" e e T ] tenderers into a contract form that
Pricing — Payment approach I Annual budgeting Combine X:|e:1r;ntvsana < Pricing Fully fixed annual pricing might be less familiar to the
L e e e e e e e e e e 1 market and requires new
o ) ) i -In-Servi . ) ) ) investment.
Variations Marginal Rates— In-Service NEIENEELE In.Serwce * Pre-Priced Options Net Financial Impact . .
Dead Running ° An annual budgeting process is
required to support a collaborative
Indexation No indexation (nominal pricing) Composite index Cost element indices style contract. There is also a
consideration that the PTA will
Performance incentive i i i ici
. No performance regime service delivery, quallty, and Patronage regime Behavioural regime need to have sufficient contract
regime Customer regime management capability to support

this process.
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Scenario 2 | Mid-sized market with shallow depth

The PTA establishes a collaborative contract to increase market depth through upskilling less experienced operators
and offers a longer contract to attract investment and market interest.

Position

Description and Rationale

Asset control — End State

Contractual Mechanisms
Dependencies

Full operator
control

* The PTA is relatively funding constrained, and there is limited capacity for the PTA to own assets, but there are competition
benefits from the PTA controlling the assets.

* As such, the PTA does not own assets, instead facilitating the transfer of assets between incumbent and incoming operators
through end of term asset transfer provisions within contracts.

e Asset Control — Pathway

Transfer obligation
— Fleet

Transfer obligation
— Infrastructure

Asset control — Pathway
* The PTA requires end of term transfer rights over both the fleet and depots.

* There is limited cost-benefit for the PTA to own assets directly. Further, the PTA is funding constrained which limits its ability
to purchase assets from the outgoing operator. This pathway to asset control will improve contestability, enabling participation
from smaller operators, therefore improving market depth in the future, without requiring the PTA to commit to purchasing the
assets directly.

* Asset Control — End State
e Contract Term

* Pricing — Transparency

Collaborative
contract (alliance-
style)

Contract type

* The contract is a collaborative contract that mirrors some features of a typical Alliance, including pain share / gain share
mechanisms, annual budgeting processes, and a behavioural focused performance regime.

* The PTA stipulates a requirement that the non-owner participants comprise a partnership between a larger, more experienced
operator, and a smaller, less experienced operator.

* Through contract delivery, the experienced operator will upskill the smaller operator over time, increasing market depth and
supporting competition in future procurement processes.

* Procurement - Evaluation
* Pricing — Payment approach
* Indexation

* Performance Incentive Regime
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Scenario 2 | Mid-sized market with shallow depth

The PTA establishes a collaborative contract to increase market depth through upskilling less experienced operators
and offers a longer contract to attract investment and market interest.

Position

Description and Rationale

Contractual Mechanisms
Dependencies

Long (10 — 15
years)

Contract term
* Collaborative, alliance-style contracts generally incur significant procurement costs. The term of the contract is long to spread
these costs over a longer term.

* While these types of contracts are uncommon within bus markets, potential operators should be attracted to the longer
contract term to provide for recovery of investment and low risk nature of the contract.

* The PTA seeks to facilitate asset transfer between operators through end of term transfer arrangements. The longer contract
term is as an incentive for operators to agree to asset transfer as part of an overall package.

Procurement - Method

Asset Control — Pathway
Contract type

Open competition
tender

* The PTA will procure both the experienced and less experienced non-owner participants through an open competition tender,
to enable assessment of the most suitable long-term operator partner pairings, with a view to ensure strong working
relationships. A tender process is also expected to drive value for money through ongoing transparency and a business plan
(including a one-year budget) submitted as part of the tender.

* The performance incentive regime includes a behavioural component that incentivises operator collaboration with the PTA,
with the other operator in the contract, and other local government authorities. Non-price attributes of the procurement
evaluation capture ways in which the operator will seek to implement collaborative partnering behaviours. Tenderers will also
be assessed on how their proposal will create market depth.

Procurement — Evaluation

Contract Term
Contract Type

Performance Incentive Regime

Quality Based
Method

* Evaluation is focused on non-price/quality elements and considers how the tender proposal will create market depth. Given the
contract will pair an incumbent operator, market entrant or smaller incumbent operator and the PTA in a collaborative contract
form it is important to assess the ability of all three parties to work effectively together.

Contract type
Procurement — Method
Pricing — Transparency

Variations
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Scenario 2 | Mid-sized market with shallow depth

The PTA establishes a collaborative contract to increase market depth through upskilling less experienced operators
and offers a longer contract to attract investment and market interest.

Position

Description and Rationale

Contractual Mechanisms
Dependencies

Pricing — Transparency

Detailed
breakdown of
elemental costs

* Pricing is transparent and detailed costing is provided that shows the detailed elemental costs that comprise each payment
component. A detailed breakdown of elemental costs is required to facilitate annual budgeting on an open book basis.

* Pricing transparency is also required to allocate payment for services to each operator.

* Contract type

* Pricing — Payment approach

Pricing — Payment approach

Annual budgeting

* The PTA and both operators set budgets each year through a collaborative annual budgeting process. The PTA controls costs by
having visibility over the build-up of costs.

* Transparency within the annual budgeting process to support value for money is promoted by three elements: collaborative
budgeting between the operators and PTA, the use of an independent estimator who validates rates and costs of activities and
the use of an independent auditor that examines the efficiency and effectiveness of past financial and operational performance
of the operators.

* The PTA will need to develop or procure sophisticated contract management capability to support the annual budgeting
process.

* Pricing — Transparency

* Contract type

Net Financial
Impact

The contract will only consider variations in three categories:
* Known large change and smaller service changes:

o There is no known large change expected during the contract. Small, foreseeable changes are priced for in the annual
budgeting process and do not require a variations regime.

* Unforeseen changes:
o A Net Financial Impact regime is conducted on an open book basis to govern unforeseen changes.

* Contract type

* Pricing — Transparency
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Scenario 2 | Mid-sized market with shallow depth

The PTA establishes a collaborative contract to increase market depth through upskilling less experienced operators
and offers a longer contract to attract investment and market interest.

Contractual Mechanisms

Position Description and Rationale .
Dependencies

* Peak Vehicle Requirement changes:

o The operator will conduct competitive sourcing to ensure value for money for the PTA. This will occur with Net
Net Financial Financial Impact mechanisms applying.

Impact o The PTA will have transparency over operator scheduling and rostering to support reaching agreement over whether
additional vehicles are required, or whether the schedule could be rationalised to utilise existing assets to meet
increased demand.

Indexation

No indexation * Indexation is not necessary as the contract is priced by an annual budgeting process in nominal, current day terms. * Pricing — Payment approach

(nominal pricing)

Performance incentive regime

Service delivery, * Aservice delivery, quality, and customer regime is included to drive better performance. * Procurement — Evaluation
quality, and * Patronage is included as the operators are allocated greater responsibility for the uptake of public transport. * Contract type
customer regime * The performance regime also considers broader measures to incentivise collaborative partnering such as:

o Behavioural —the extent to which operators drive desired behaviours
Patronage regime o Workforce — the extent to which operators are promoting a sustainable workforce
o Safety —the extent to which the operator is safely delivering services

. o Market depth — the extent to which the junior operator is being upskilled in its capability
Behavioural

regime
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Scenario 3 | Mid-sized market with increasing demand for PT

A reasonably well-resourced PTA in a mid-sized growing PT market, with business case for PTA asset control.

Key Features Characteristics

Demand for Public Transport Beclining Steady lncreasinﬁ * High population growth and increasing demand for public transport services,
Services yielding expected step change in service requirements.
Shallow Deep * Alimited number of contracts, delivered by few operators within a shallow
Market Depth < - - > market.
Limited Advanced * The PTA hrfj\s Iimitgd funding constraintsf is reasonably c:flpable and resourced,
PTA Capability and Resources < ¢ > and there is a business case for controlling assets over time.
* Alarge, interfacing transit project is known to be delivered during contract
Significant Limited . . . Sl . .
) ) implementation, which will significantly alter service requirements.
PTA Funding Constraints < - - >
Low High
Control of Assets by PTA 4 - - >
Anticipated Significant Change :° o Ye;

to Service Requirements

Procurement & Contractual Approach Considerations

The contract term that may best drive value for money given the increasing
demand for public transport services and shallow market depth

The new investment required to support increasing demand for public
transport services influences the PTA's consideration of asset control options

© 2023. Deloitte Limited (as trustee for the Deloitte Trading Trust).

Improving market depth over the long-term and public value is a benefit
associated with PTA control of assets

The provision of variation flexibility to adapt to the expected rapid change in
public transport requirements and a known significant service change
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Scenario 3 | Options mapping

The PTA acquires new depots to lower barriers to entry for operators, improving market depth and competition. The
incumbent operator agrees to transfer assets in return for a negotiated transition contract.

Asset control — End state Full operator control 1

|
I Transfer obligation— | Transfer obligation—

Asset control — Pathway 1 Fleet 1 Infrastructure

N/A (no PTA ownership)

Contract type Concession

Contract term Short (1-5 years) I Moderate (6-9 years)

Value for money assessment

Procurement — Evaluation . ) i
combining price and quality,

| . .
Procurement — Method Direct award / negotiation ! Closed contest tender

Transparency at the payment component

Pricing — Transparency level

No pricing transparency (total fixed price)

Combined fixed and variable pricing

Pricing — Payment approach elements

Annual budgeting

Marginal Rates-In-Service +

Variations Dead Running

Marginal Rates— In-Service Pre-Priced Options

Indexation No indexation (nominal pricing) Composite index

Performance incentive
regime

Service delivery, quality, and

No performance regime .
customer regime

Patronage regime

© 2023. Deloitte Limited (as trustee for the Deloitte Trading Trust).

PTA leases or purchases
assets — Fleet I assets—Infrastructure |
1

iiality partnerships Net cost contract Gross cost contract
|

I Open competition tender

Detailed breakdown of elemental costs

Key Considerations:
Full PTA control
The PTA will own depots only,

as a mechanism to improve
market depth and lower
barriers to entry for new
competitors.

|
PTA leases or purchases |

—————————— ol
Collaborative contract
(alliance-style)
i The PTA will acquire depots

! Very Long (15+ years) through leases or the purchase
1

- of new depots, supported by

the expected increased demand
and consequential service
expansion.

Price assessment only

N/A - In-house provision

_' To incentivise end of term asset

transfer obligations the PTA will
negotiate with the incumbent
operator, and provide either a
moderate or long contract
length as required.

Fully fixed annual pricing

Net Financial Impact
In parallel, the PTA will go to

market via an open competition
tender for a moderate contract
term of 6 to 9 years, which will
serve to meet expanded service
requirements in response to
high growth and public
transport demand.

Cost element indices

Behavioural regime
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Scenario 3 | Mid-sized market with increasing demand for PT

The PTA acquires new depots to lower barriers to entry for operators, improving market depth and competition. The
incumbent operator agrees to transfer assets in return for a negotiated transition contract.

Position

Description and Rationale

Asset control — End State

Contractual Mechanisms
Dependencies

Mixed PTA-
Operator Control

* The PTA will own depots only, as a mechanism to improve market depth and lower barriers to entry for new competitors, while
fleet will continue to be owned by operators.

* The PTA has a reasonable level of capability, which facilitates it taking a role in asset control and ownership. The selected asset
control pathway is directly influenced by its end control state of full PTA control.

Asset control — Pathway

* Asset Control — Pathway

Transfer obligation
— Fleet

PTA leases or
purchases assets -
Infrastructure

* Given demand growth, there will be a need for new depots. The PTA targets control of depots and acquires them through
either leases or purchases. Acquisition of strategic depot locations can reduce barriers to entry for new operators now and in
the future.

* To incentivise operators to agree to end of term asset transfer arrangements the PTA will negotiate a contract renewal with the
incumbent operator and provide either a moderate or long contract length as required.

Contract type

* (Contract Term
* \Variations

e Procurement — method

Gross cost
contracts

* The contract is gross cost reflecting operator’s minimal control over patronage. The gross cost contract is paired with a service
delivery, quality, and customer incentive regime, to assess contractor performance.

* Performance Incentive Regime

* Procurement — method
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Scenario 3 | Mid-sized market with increasing demand for PT

The PTA acquires new depots to lower barriers to entry for operators, improving market depth and competition. The
incumbent operator agrees to transfer assets in return for a negotiated transition contract.

Contractual Mechanisms

Position Description and Rationale .
Dependencies
Contract term
Moderate (6 - 9 * The contract renewal negotiated with the dominant incumbent operator to secure asset control will be either moderate or * Asset Control — End State
years) long, depending on local circumstances. - Asset Control — Pathway
* Given the rapidly growing environment there should be sufficient market interest to tender contracts for new routes / o
Long (10 - 15 expanded routes with moderate terms. * Pricing - Payment approach

* The PTA will consider the expected increase in public transport demand and any interfacing transit projects to be delivered over | * Variations

ears)
y the over the contract term and include sufficient provisions in the contract that enable term flexibility.

Procurement — Method

Direct award / * The PTA will meet current and future public transport demand through taking a two-phased approach. e Contract Term
negotiation * The PTA wil! negotiate a contrac.t renewal with the dortninant incumbent operator for a large portion of the rc?u'Fes, based - Contract Type
around the incumbent’s strategic depots, as a mechanism to agree end of term transfer arrangements for existing fleet. The ) )
PTA will establish a market cap to prevent a monopoly over operator position and will let the remaining routes via an open * Performance Incentive Regime

o competition tender.
en competition
s . * Market growth creates a larger market with new routes added over time, allowing for multiple operators. The PTA will let

additional route-based contracts and award these through an open competition process. The introduction of additional
operators into the market will drive value for money outcomes.

tender

Procurement — Evaluation

* Tenders are assessed using the Price Quality Method, with a prescribed weighting for price and service quality. Pricing is * Pricing — Transparency
transparent and broken down to a granular level at tender stage enabling the PTA to understand the cost build-up of each . Variations
Price Quality prospective tenderer.
Method * There is a known large-scale interfacing transit project that will be delivered during contract implementation that will

significantly alter service requirements. Priced options for the associated service changes are also required and evaluated.
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Scenario 3 | Mid-sized market with increasing demand for PT

The PTA acquires new depots to lower barriers to entry for operators, improving market depth and competition. The
incumbent operator agrees to transfer assets in return for a negotiated transition contract.

Position

Description and Rationale

Contractual Mechanisms
Dependencies

Pricing — Transparency

Detailed
breakdown of
elemental costs

* The PTA derives certainty of pricing from a transparent and fixed price approach, informed by well-defined base service
requirements.

* Pricing is transparent and detailed costing is provided that shows the elemental costs that comprise each payment component.
Pricing against detailed elemental costs is provided at tender stage and informs the tender evaluation.

* Pricing transparency across all other PTAs allows Waka Kotahi to advise this PTA on pricing during negotiations with the
incumbent.

* Procurement — Evaluation

* Variations

Pricing — Payment approach

Fully fixed annual
pricing

* Pricing is fully fixed and is subject to indexation.

* The pricing approach is appropriate given the well-defined levels of service. The fixed pricing approach is supplemented with a
flexible variation regime that can accommodate scope changes as required during the contract term.

* The competitive process to deliver network expansion requirements will drive value in a fixed pricing approach.

* (Contract term

* Indexation

Pre-Priced Options

The contract needs to cater to variations in four categories:
* Known large change:
o As the effect of the expected significant service change is known, each operator provides pre-priced options to

respond to the change at tender stage. These are included in the service agreement, allowing the PTA and the
operator to have certainty over the financial impact of the change.

* Unforeseen changes:
o Unforeseen changes in scope/services may still be required. Net Financial Impact mechanisms to apply.

* Asset control - Pathway
* Procurement — Evaluation
* Contract term

* Pricing — Transparency

© 2023. Deloitte Limited (as trustee for the Deloitte Trading Trust).

Sustainable Public Transport Framework Advisory 2023 31



Scenario 3 | Mid-sized market with increasing demand for PT

The PTA acquires new depots to lower barriers to entry for operators, improving market depth and competition. The
incumbent operator agrees to transfer assets in return for a negotiated transition contract.

Contractual Mechanisms

Position Description and Rationale .
Dependencies
* Smaller service changes:
Net Financial o Tenderers provide marginal rates on a total unit basis (in-service + dead running) for minor service variations. This
Impact provides greater flexibility to align with the PTA’s asset control pathway, where dead running provisions and

Marginal Rates —
In-Service + Dead
Running

assumptions may change over the contract term as the PTA acquires depots
* Peak Vehicle Requirement changes:
o The operator will conduct competitive sourcing to ensure value for money for the PTA. This will occur with Net
Financial Impact mechanisms applying.

o The PTA will have transparency over operator scheduling and rostering to support reaching agreement over whether
additional vehicles are required, or whether the schedule could be rationalised to utilise existing assets to meet
increased demand.

Indexation

Cost element
indices

* Cost build ups are transparent and pegged to real cost increases at a cost element level, enabling Waka Kotahi’s updated bus
indexation outcomes.

* Indices could be based on key cost elements including labour, fuel, and materials / suppliers.

* Pricing — Transparency
* Pricing — Payment approach

Performance incentive regime

Service delivery,
quality, and
customer regime

* Performance Incentive Regime includes the flexibility to incorporate alternative measures for punctuality and reliability where
services are being run on a headway basis.

* Patronage is not included as a performance measure due to it being largely out of the operator’s control.

* Contract type
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Scenario 4 | Mid-sized, stable market, with funding constraints

A funding constrained PTA in a mid-sized market with steady demand for public transport, and shallow market depth.

Key Features Characteristics
Demand for Public Transport Declining Stadv lncreasinﬁ * A mid-sized market with steady population growth and stable demand for
Services public transport.
Shallow Deep * Alimited number of contracts, delivered by one or two dominant operators
Market Depth < - - > within a shallow market.
Limited Advanced * PTA s funding constrained, which limits the ability of the PTA to own and
PTA Capability and Resources 4= > control assets, thereby limiting the ability to attract new market entry.

* There are no known significant interfacing transportation projects that will

Significant Limited significantly alter service requirements

PTA Funding Constraints €& > '
Low High
Control of Assets by PTA 4§ >
Anticipated Significant Change "\° Ye;

to Service Requirements

Procurement & Contractual Approach Considerations

The contract term that may best drive value for money given the relatively The way in which the PTA can improve market attractiveness, with
shallow market depth, and stable demand for public transportation consideration to the PTA’s significant funding constraints and limited

appetite to control assets

The approach the PTA can take to encourage a shift to ZEBs, given the
= significant funding constraints and relative lack of capability and resources
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Scenario 4 | Options mapping

The PTA seeks a low intervention contract, where asset ownership is retained by the operator. Value for money is
supported by offering an attractive contract term and benchmarking of detailed elemental costing.

| H H .
Asset control — End state ° Full operator control 1 Mixed PTA-operator control Full PTA control Key Considerations:
______ | ;

The PTA is funding constrained
Transfer obligation— Transfer obligation— PTA leases or purchases  PTA leases or purchases and lacks access to capability and
Fleet Infrastructure assets— Fleet assets — Infrastructure

Asset control — Pathway | N/A (no PTA ownershlp)I : - vape
resources, which limits its

Contract ¢ : _ Quality oartnershi et et . R Collaborative contract appetite to con'FroI assets. As a
ontract type oncession uality partnerships et cost contrac ross cost contra (alliancestyle) result, assets will be fully owned
_________ | and controlled by the operator.
Contract term Short (1-5 years) Moderate (6-9 years) 1 Long (10-15 years) 1 Very Long (15+ years) . .
L e e e e el ____ | ° The contract term is sufficiently
long to incentivise the operator to
Procurement — Evaluation Quality Based Method LCLTE 'fo.r mon.ey assessmgnt Price Quality Method Price assessment only g . . P
combining price and quality make the investment into ZEBs
and supporting infrastructure.
Procurement — Method Direct award / negotiation Closed contest tender Open competition tender N/A - In-house provision
q ________________ e A detailed breakdown of
I . .
Pricing — Transparency No pricing transparency (total fixed price) Transparency at thle pa|1yment compone Detailed breakdown of elemental costs | elemental costs is approprlate t_o
eve Lo ____ 1 support benchmarking and testing
o ) Combined fixed and variable pricing i . of value for money, given that the
Pricing — Payment approach Annual budgeting Fully fixed annual pricing .
8 Y oA elements PTA is in a shallow market.
Marginal Rates— In-Service Marginal Rjt:lsj-r::;ierwce + Pre-Priced Options Net Financial Impact ° For ease of contract management,
G_ e application of a composite index is
| . .
No indexation (nominal pricing) 1 Composite index | Cost element indices appropriate, applied to the
L 1 contract value.

Performance incentive . Service delivery, quality, and . . .
) No performance regime . Patronage regime Behavioural regime
regime customer regime
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Scenario 4 | Mid-sized, stable market, with funding constraints

The PTA seeks a low intervention contract, where asset ownership is retained by the operator. Value for money is
supported by offering an attractive contract term and benchmarking of detailed elemental costing.

Contractual Mechanisms

Position Description and Rationale .
Dependencies

Asset control — End State

* The PTA is funding constrained and lacks access to capability and resources which limits its appetite to control assets. As a * Asset Control — Pathway

Full operator result, assets will be fully owned and controlled by the operator.

control

Asset control — Pathway

* The asset control pathway for the PTA is not applicable, as assets will be wholly owned and controlled by the operator. * Procurement — Evaluation

* The PTA’s transition to ZEB is facilitated by the operator, in line with PTA expectations established through the tender and
contractual requirements. The operator provides investment into ZEBs and supporting infrastructure, which is included in
N/A (no PTA pricing at the tender stage.

ownership)

Contract type
* The contract is gross cost reflecting the operator’s minimal control over patronage. * Performance incentive regime
Gross cost
contract
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Scenario 4 | Mid-sized, stable market, with funding constraints

The PTA seeks a low intervention contract, where asset ownership is retained by the operator. Value for money is
supported by offering an attractive contract term and benchmarking of detailed elemental costing.

Position

Description and Rationale

Contract term

Contractual Mechanisms
Dependencies

Long (10 - 15
years)

* Alonger, low intervention contract with reduced contract management effort would suit the PTA given its constrained
capability and resources and the expected stable demand for timetabled public transportation services. The contract term is
sufficiently long to incentivise the operator to make the investment into ZEBs and supporting infrastructure.

* The contract term is informed by the expected life of the ZEBs.

Procurement — Method

Asset control — End state

Variations

Open competition
tender

* Attractive longer-term contracts are tendered to drive value for money, ensuring desired levels of service are delivered at an
appropriate price point, and that other requirements such as ZEB transition are delivered in an effective and efficient manner.

Procurement — Evaluation

Contract Term

Asset control — End state

Price Quality
Method

* Operators are evaluated on price and quality through the Price Quality Method. Given its limited resources, the PTA
appreciates the ability to apply a well-defined mechanical evaluation process.

* Price attributes are important to drive value for money given the PTA’s funding constraints.
* Quality attributes include an importance on the operator’s ability to manage the ZEB transition.

Procurement — Method

Asset control — End state
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Scenario 4 | Mid-sized, stable market, with funding constraints

The PTA seeks a low intervention contract, where asset ownership is retained by the operator. Value for money is
supported by offering an attractive contract term and benchmarking of detailed elemental costing.

Position

Description and Rationale

Contractual Mechanisms
Dependencies

Pricing — Transparency

Detailed
breakdown of
elemental costs

* A detailed breakdown of elemental costs with a standardised level of granularity, allows the PTA to easily compare bids and
understand cost build ups. This approach is appropriate to support benchmarking and testing of value for money, given that the
PTA is in a shallow market and the number of tenders received may be low.

e Procurement — Evaluation
* Pricing — Payment approach
* Variations

Pricing — Payment approach

Fully fixed annual
pricing

* Pricing is fixed as it is expected to be consistent given there are no significant variations to service levels expected and subject
to indexation.

* Contract term

* Pricing — Transparency
* Variations

* Indexation

Marginal Rates —
In-Service

Net Financial
Impact

* While there are no planned significant changes to services, given the longer contract length, change may still occur.
* The contract needs to cater to variations in three categories:
o Unforeseen changes:
o Unforeseen changes in scope/services may still be required. Net Financial Impact mechanisms to apply.
o Smaller service change:

o For smaller service change, tenderers provide in-service marginal rates for minor service variations, including a
Peak Vehicle Requirement rate for any new vehicles required during the contract.

* Pricing — Transparency

* Procurement — Evaluation
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Scenario 4 | Mid-sized, stable market, with funding constraints

The PTA seeks a low intervention contract, where asset ownership is retained by the operator. Value for money is
supported by offering an attractive contract term and benchmarking of detailed elemental costing.

Contractual Mechanisms

Position Description and Rationale .
Dependencies
Indexation
* An industry composite index, applied to the total contract value, is appropriate for ease of contract management, given the * Pricing — Transparency
G PTA’s lack of resources and a desire to streamline contract management. .
Composite index * Pricing — Payment approach

* Contract term

Performance incentive regime

* The operator is rewarded for strong operational performance. * Contract type
* Patronage-based performance measures are not appropriate given stable population growth.

Service delivery,
quality, and
customer regime
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Scenario 5 | Small, declining market with moderate market depth

A funding constrained PTA within a small declining market with moderate market depth, delivering on-demand services.

Key Features Characteristics
Demand for Public Transport wi"s Steady lncreasini * Alow growth environment, with fluctuating levels of demand for public
Services transportation, reflecting an overall downward trend.
Shallow Deep * The PTA is funding constrained with low or declining patronage, resulting in a
Market Depth < - - > high cost per passenger to deliver traditional timetable bus services, and
therefore the PTA will utilise an on-demand service to meet community needs.
PTA Capability and Resources Limjted Advanced * There are no known significant interfacing transportation projects that will
significantly alter service requirements.
Significant Limited
PTA Funding Constraints <49 >
Low High
Control of Assets by PTA 49§ >
Anticipated Significant Change \° Yes

to Service Requirements

Procurement & Contractual Approach Considerations

——\ The way in which the PTA can achieve an acceptable level of service at an @ The contract term that may best drive value for money, given the PTA’s
>3)  affordable cost per passenger, given the challenges of low patronage and PTA relatively limited capability and resources and significant funding constraints

funding constraints
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Scenario 5 | Options mapping

Short contract terms are appropriate given the lower investment required for on-demand services and the uncertain

future demand. The pricing approach best reflects fixed and variable costs incurred by the operator.

Asset control — End state Full operator control Mixed PTA-operator control Full PTA control

PTA leases or purchases  PTA leases or purchases
assets — Fleet assets — Infrastructure

Transfer obligation— Transfer obligation—

L (e (10 Gt Fleet Infrastructure

Asset control — Pathway

Collaborative contract

Gross cost contract .
(alliance-style)

Contract type Concession Quality partnerships Net cost contract

Contract term Moderate (6-9 years) Long (10-15 years) Very Long (15+ years)

Value for money assessment

U7 Ee i et combining price and quality

Price Quality Method Price assessment only

Procurement — Evaluation

Procurement — Method Direct award / negotiation Closed contest tender Open competition tender N/A - In-house provision

Transparency at the payment component

Pricing — Transparency No pricing transparency (total fixed price| level Detailed breakdown of elemental costs

Combined fixed and variable pricing

| elements Fully fixed annual pricing

Pricing — Payment approach Annual budgeting

Marginal Rates-In-Service +

el i Net Financial Impact

Variations Marginal Rates— In-Service Pre-Priced Options

Indexation No indexation (nominal pricing) Composite index Cost element indices

Performance incentive . Service delivery, quality, and
No performance regime

. . Behavioural regime
regime customer regime

Patronage regime
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Key Considerations:

A short contract lengthof 1to 5
years aligns with the relatively
lower levels of investment
required from operators delivering
on-demand services, and the
consequential shorter payback
period.

Further, given the uncertain future
demand and impact of on-
demand services, long-term
commitments may not be
appropriate.

The fixed price elements recognise
that some costs cannot be
avoided, such as overheads, or
fleet availability, and can be priced
on a fixed basis. Whereas the
variable elements support
payment for services delivered
helping to minimise total

forecast costs.
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Scenario 5 | Small, declining market with moderate market depth

Short contract terms are appropriate given the lower investment required for on-demand services and the
uncertain future demand. The pricing approach best reflects fixed and variable costs incurred by the operator.

Contractual Mechanisms

Position Description and Rationale .
Dependencies

Asset control — End State

* The PTA is funding constrained and lacks capability and resources which limits its ability to control assets. As a result, assets will | * Asset Control — Pathway
be fully owned and generally controlled by the operator.
* Note that the on-demand nature of the contract provides for lesser fleet and depot requirements when compared to
control . . . o . . . .
timetabled services. However, an investment is still required to procure and fit-out special-purpose vehicles and therefore
could present a barrier to entry.

Full operator

Asset control — Pathway

* The PTA may require an end of term transfer obligation over the specialised fleet, nominating the incoming operator as the e Asset Control — End state
purchaser. This is to mitigate any potential scarcity of vehicles suitable for on-demand services given the bespoke fit-out
requirements.

o * A transfer obligation over infrastructure is not required as depots have a smaller footprint and maintenance can be readily out-
Transfer obligation sourced.

— Fleet
* In larger metropolitan areas, the PTA may consider owning the route optimisation and booking systems (including customer

App) necessary for on-demand services to create consistency of customer experience and data ownership.

Contract type

* The declining market and falling patronage is out of the control of the operator, therefore a gross cost contract suitably
Gross cost allocates farebox risk to the PTA.

contract
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Scenario 5 | Small, declining market with moderate market depth

Short contract terms are appropriate given the lower investment required for on-demand services and the
uncertain future demand. The pricing approach best reflects fixed and variable costs incurred by the operator.

Position

Description and Rationale

Contract term

Contractual Mechanisms
Dependencies

Short (1-5 years)

* A short contract length of 1 to 5 years aligns with the relatively lower levels of investment required from operators delivering
on-demand services, and the consequential shorter payback period.

* Given the declining demand for public transport services, long-term commitments may not be appropriate or attractive for
either party.

Procurement - Method

Asset control — end state

Asset control — pathway

Open competition
tender

* Contracts are procured through tendering to drive value for money. Given the relatively low barriers to entry to provide on-
demand services when compared to timetabled services, there should be sufficient market depth amongst traditional and non-
traditional operators to drive competition through a competitive tendering process.

Contract Term

Price Quality
Method

Procurement — Evaluation
* Operators are evaluated on price and quality through the Price Quality Method. Given its limited resources, the PTA
appreciates the ability to apply a well-defined mechanical evaluation process.
* Price attributes are important to drive value for money given the PTA’s funding constraints.
* The PTA has a relative lack of capability and resources and appreciates the ability to apply a well-defined evaluation process.

* Tenders could also be evaluated using a Quality Based Method, which may better suit on-demand services given the flexibility
in designing services and the large variable component to costs. A PTA that is more capable could utilise this evaluation
approach, however given that the PTA in this scenario has relatively low capability, we have retained the Price Quality Method.

Procurement — Method
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Scenario 5 | Small, declining market with moderate market depth

Short contract terms are appropriate given the lower investment required for on-demand services and the
uncertain future demand. The pricing approach best reflects fixed and variable costs incurred by the operator.

Contractual Mechanisms

Position Description and Rationale .
Dependencies
Pricing — Transparency
* The tender price returnable is transparent and broken down to a granular elemental cost level to allow the PTA to understand * Procurement — Evaluation
Transparency at . .
the cost build-up of each prospective tenderer. * Pricing — Payment approach

the payment
* Variations
component-level

Pricing — Payment approach

* The fixed elements recognise that some costs cannot be avoided, such as overheads, or fleet availability, and can be priced ona | ¢ Pricing — Transparency

Combined fixed fixed basis. Whereas variable elements support payment for services delivered, helping to minimise total costs incurred.
and variable * Given the on-demand nature of the services, pricing comprises the following elements:
pricing elements o Fixed price components to capture overheads and charges for availability of fleet and drivers.

o Variable charges based on distance travelled, number for passengers, or other similar bases.

* The contract needs to cater for variations in three categories: * Pricing — Transparency
Marginal Rates — o Unforeseen larger changes:
In-Service o Unforeseen changes in scope/services may still be required. Net Financial Impact mechanisms to apply.

o Smaller future service change:

o For smaller future service change, tenderers provide marginal rates for variation categories that are not
reflected in variable rates (e.g. expanded service coverage requiring additional fleet and driver availability).

Net Financial * Peak Vehicle Requirement changes:

Impact o The operator will conduct competitive sourcing to ensure value for money for the PTA. This will occur with Net

Financial Impact mechanisms applying.
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Scenario 5 | Small, declining market with moderate market depth

Short contract terms are appropriate given the lower investment required for on-demand services and the
uncertain future demand. The pricing approach best reflects fixed and variable costs incurred by the operator.

Contractual Mechanisms

Position Description and Rationale .
Dependencies
Indexation
* A bespoke cost element index approach is required because on-demand services are less mature and the weighting * Pricing — Transparency
Cost of variable pricing elements will fluctuate by its nature. This will place some burden on the PTA but is within the capability of « Pricing — Payment approach

B any finance function, with additional support from Waka Kotahi.

Performance incentive regime

* Traditional punctuality and reliability measures are not appropriate in an on-demand context. Different operational * Procurement — Evaluation
performance metrics are required e.g. wait times, trip denial rates, trip cancellation rates etc. Performance is also measured

Service delivery, . k
) based on customer satisfaction.
quality, and . . o . .
* A small patronage incentive regime is included, as patronage can be driven by the operator in an on-demand context.

customer regime
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Reporting Requirements

We have set out the high-level reporting requirements that could be included within updated procurement guidance,
including the type of information to be reported, data to be provided to the PTA including limitations, and how

aggregated reporting could be enabled.

The type of information to be reported across financial,
operational, and compliance frameworks include:

* Financial —periodic and annual financial reporting and
financial statements, commercial / contractual reporting,
and compliance and solvency statements.

* Operational -

* Performance: service quality (i.e. punctuality,
reliability, commendations, complaints), mileage
information, fare evasion, fleet information, and
environmental and sustainability metrics.

* Health and Safety (H&S): H&S inspections,
collisions, incidents/accidents/near misses,
customer safety, security incidents, compliance
with legislation

* Compliance - self-compliance reporting against
management plans, subject to PTA audit rights

To enable aggregated reporting, minimum reporting
requirements for operational reporting should be considered
across all contract sizes. The types of information reported
can further be designed to support the selected asset control
model, contract type, and relative scale of the operation.

© 2023. Deloitte Limited (as trustee for the Deloitte Trading Trust).

g
Aggregated Reporting

To enable aggregated reporting, consideration should be
given to the adoption of consistent minimum performance
metrics built into each contract, that is, metrics that are
defined and calculated in the same way.

These could include metrics related to:

* Punctuality — percent on time, percent late, measured at
start, end and intermediate timing points (will need to be
adapted for headway services)

* Reliability — proportion of services operating their
scheduled journey (net of cancelled, short or incomplete
services)

* Customer Satisfaction — minimum customer satisfaction
score that operators must achieve

The inclusion of consistent metrics could enable collation and
reporting of performance results at the PTA, regional, and
national level, and could be used to support development of a
data-rich source to inform contract benchmarking.

Data Provision and Access Limitations

To further support aggregated reporting, transparency, and
service review and improvements, consideration should be
given to the design of minimum contractual requirements as
it relates to the provision of raw operator data, and further
allow PTAs to use operational data across a wide range of
applications:

* Data provision — In order to better enable aggregated
reporting and the collection of performance data over
time to inform decision making, consideration should be
given to the requirement for operators to transfer raw
performance data to PTAs (for instances where the PTA
does not centrally manage and own monitoring and data
collection systems). Contractual design would need to
consider a consistent raw data format requirement for
operators. Raw operational data may include performance
data, customer survey results, passenger counts, and
revenue protection results.

* Data access limitations — contractual design should give
consideration to the use of operational data as a tool that
has a wide application and use, permitting the PTA and
Waka Kotahi to use for its own analysis, or to publish and
disclose the data to others.
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Discounted options

The framework presented throughout this report depicts a broad spectrum of possible options. Based on the scenario
analysis undertaken, we have identified options that should be discounted from the options framework.

Mechanism Options Discounted

Concession
Partnership between public sector and private operator, in which the operator is remunerated
primarily through having the authorisation to deliver the service

Contract type Quality partnerships

PTAs invest in improved facilities, and operators commit to improving standards. Operators
design routes and retain revenues with PTAs providing extra financial support for achieving
quality measures and concessionary fares

Very Long (15+ years)

Contract term

Price Assessment only
Procurement - The evaluation focuses solely on the price of the proposed solution for bids that meet a minimum

Evaluation quality standard

. . No pricing transparency (total fixed price)
PrICIng = Detailed pricing build up is not disclosed, and instead a single total fixed price is agreed

Transparency

Performance No performance regime

a . Contract does not include any specific performance-related requirements
incentive

regime
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Rationale

From our prior research we observed that concessions for bus services have only been feasible on
specific routes (e.g. expresses buses from the airport to the city). In the New Zealand context,
registered exempt services provide for a form of concession.

Quality partnerships were used in the UK in response to a legislative ban on franchising (outside of
London). As this ban does not exist in New Zealand, the benefits of a Quality Partnership can be
better achieved through a conventional contract with bus operators. Further, the model deployed in
the UK would take network planning functions away from PTAs and could result in a network that
doesn't fully meet the needs of the public and therefore may not support SPTF objectives around
greater PT use etc.

A very long term has drawbacks because it does not allow the PTA to drive value for money through
contract retendering. We heard from the SPTF Working Group that the benefits of a very long
contract (i.e. negotiating leverage for end of term transfer arrangements, compensating the
operator for introducing a ZEB fleet, and spreading the procurement costs of a collaborative
contract) were already achieved through a long contract (10-15 years).

A criticism of the PTOM model is that it encouraged a 'race to the bottom' on driver wages.
Assessment on price alone may encourage behaviours and tendering approaches that are counter to
SPTF objectives of creating a sustainable workforce and encouraging greater use of public transport
through provision of high-quality services.

Given the focus of SPTF on creating a financially sustainable model that also supports value for
money, there is a need to have at least some degree of pricing transparency to support these
objectives.

A performance regime is important in driving desired behaviours and improved performance from
the operator. A lack of a performance regime removes incentives for the operator to improve their
performance, therefore greatly reducing the likelihood of customers seeing increased performance.
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Net Financial Impact Regimes — Key Features

We have identified a set of principles, inclusions, and exclusions that could form the basis of a Net Financial Impact (NFI)
regime.

The PTA is receiving value for money and the
compensation amount is fair and reasonable

basis

NFl is calculated on an open book basis and the PTA
may audit compliance

NFl is calculated by reference to the impact on the
Operator’s cash flow position

Cash flow impacts are assessed over the life of the
impact but not beyond the contract term

NFls are assessed on a pre-income tax basis

The PTA may have regard to the rates proposed by the
Operator during the procurement process

The cash flows must reflect commercial arm’s length
arrangements

Nominated bid margin or rate of return

Changes in costs are determined on an incremental cost

Actual incremental direct costs of plant, labour,
materials, and subcontractors directly engaged
in the delivery of the change

Financing costs
External third-party advisors

Insurance proceeds, damages, compensation, or other
revenue the Operator receives or is entitled to receive
as a result of the NFl event

Proceeds of any asset sales
Operating cost impacts

Redundancy payments that are necessary as a direct
result of the change

Cash outflows associated with CAPEX, subject to the
PTA approving that CAPEX

The impact of buses disposed of earlier than scheduled

or new bus acquisition not occurring

* The impacts reflects only the cash impacts, and

calculation excludes non-cash impacts including
movements in provisions, depreciation, non-cash
abnormal items, and environmental impacts with no
associated cash flows

Waka Kotahi should consider developing detailed guidance for Net Financial Impact regimes to be used by PTAs.
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Conclusion | Suggested next steps

We recommend that Waka Kotahi undertake a gap assessment between the proposed ‘tool-kits’ and existing
procurement guidance, develop clear guidance to support PTAs, and further design key contractual mechanisms.

The introduction of the Sustainable Public
Transport Framework shifts the focus of public
transport procurement and delivery and will be
an important lever for PTAs, and the country
more broadly, in the drive to reduce transport
emissions.

To reflect the individual objectives and
circumstances of different PTAs the procurement
and contractual options available need to be
flexible to respond to these needs. We have seen
through the development of this report the close
relationship between different contractual
features and how these might be combined to
deliver a range of potential contract designs that
best support PTA objectives.

Given the broader tool-kits that will be on offer
and the need to successfully realise PTA
objectives it will be important for PTAs to have
appropriate guidance when selecting and
developing a procurement pathway and
contractual mechanisms.

&

Below, we have captured the next steps that Waka Kotahi should undertake:

Gap Assessment Between Proposed ‘Tool-Kit’ and Existing Procurement Guidance:

We recommend that a gap assessment be undertaken to review existing Procurement Guidance against the "tool-kits’
identified in this report identify where new guidance may need to be developed and designed, and where existing
guidance can be further refined or adjusted.

Guidance Development

We recommend the development of clear guidance that helps PTAs identify and select their optimal procurement
approach and make decisions around key contractual features (e.g. asset control, contract form, performance regimes).
The guidance should consider: specific PTA objectives for their PT contracts, the market conditions, the future of public
transport in the region including the level of change, the procurement and contract management capability of the PTA,
and the risk profile associated with the contract / services. The approach adopted by the Road Efficiency Group through
their ‘REG smart buyers self-assessment tool’ and Delivery Models Guidelines is a template that could be adapted
alongside the content already contained within the NZTA Procurement Manual to help PTAs identify contractual models
appropriate to their circumstances.

Detailed Design

We recommend that further design be undertaken on new contractual and procurement mechanisms, to support
incorporation within Procurement Guidance. Key mechanisms requiring detailed design include, but are not limited to:
e Asset control: Design of asset transfer contract provisions, including direct deeds and transfer agreements

e Collaborative-style contract type: contract design with consideration to the public transport context,

* Information: the specific contract features that warrant reporting of certain information types,

* Metrics: design of appropriate performance metrics and the context in which they apply,

* Pricing transparency: design of consistent requirements that can be applied nationally, and

* Indexation: design composite indices and identification of indices can be applied to specific cost elements.

This guidance should be structured in a manner which makes it easy for the PTA to identify their local context. From this identification, PTAs should be able to see the range of
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options that would drive value for money and quality outcomes for customers.
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