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AN IMPORTANT NOTE FOR THE READER

While this report is believed to be correct at the time
publication, Transit New Zealand and its employees and agents
involved in preparation and publication cannot accept any
contractual, tortious or other liability for its content or for any
consequences arising from its use and make no warranties or
representations of any kind whatsoever in relation to any of its
contents.

The report is only made available on the basis that all users of
it, whether direct or indirect, must take appropriate legal or
other expert advice in relation to their own circumstances and
must rely solely on their own judgement and such legal or
other expert advice.

The material contained in this report is the output of research
and should not be construed in any way as policy adopted by
Transit New Zealand but may form the basis of future policy

This research report on passenger (ransport procurement
procedures has been carried out by Travers Morgan and Ernst
& JYoung in consultation with the Passenger Transport
Advisory Group (PIAG).

It should be emphasised that neither PTAG nor the TNZ
Authority have endorsed the report or agree with all of the
findings and recommendations of the research report. The
findings and recommendations of the report are the views of
the researchers after thorough consultation with interested
parties throughout the industry, and should be viewed in this
context.
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EXECUTIVE SUMMARY

Introduction

In February 1994, Transit New Zealand (TNZ) commissioned a "Review of Procedures for
the Procurement of Public Passenger Transport Services" in response to concerns about the
effectiveness of the present procedures raised by some groups in the passenger transport
industry.

This final report of the Review has been prepared for TNZ and its Passenger Transport
Advisory Group (PTAG) by the consultants for the Review (Travers Morgan (NZ) Ltd in
association with Ernst & Young).

Project Objectives, Scope and Output

The objectives of the Review were to:

(1) identify and examine concerns of the public passenger tramsport industry
with the present system of competitive pricing procedures; and

(ii) consider what, if any, changes to the existing system would resolve these
concerns."”

The Review was required to provide:

" ... a report on the concerns of the New Zealand passenger transport industry with
the present CPP system for passenger transport together with the identification and
initial appraisal of potential changes to the present system which would address any
valid concerns."

It should be noted that the Review was required to outline potential solutions and their
implications in broad terms only, and was not in general expected to make specific
recommendations at this stage. It was recognised that further work might subsequently be
required in two areas:

. to translate any recommendations for changes to the present CPP requirements into
revised CPP wording;
. to develop and assess in more detail any potential changes outside the present route-

based tendering system and the existing CPP framework.

Industry Consultation

A major part of the Review took the form of consultation with industry participants. This
involved:

a call for submissions through advertisements, letters to local authorities and
operators, and through industry newsletters

- documentation of submissions

- interviews with interested parties

- feedback from industry

- summary of industry views and preliminary findings

- further feedback from industry parties.

31 groups or organisations made submissions to the Review. They comprised:

. Regional Councils 7
. District Councils 3
. Passenger Transport (Bus) Operators 17
. Others 4
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Meetings or extended phone calls were held with 12 of these submitters (5 regional councils,
7 operators).

It is notable that:

. There were no submissions from taxi or small passenger vehicle operators.
. There was no submission from New Zealand Rail Ltd.
. Very few submissions were from public transport user groups or individuals

(although this is not surprising, given that the Review was directed primarily at the
concerns of those in the passenger transport industry).

Thus the submissions received were primarily from the long-established operators of
"conventional" buses and from the main regulatory/contracting authorities (the regional
councils). The operators involved in submissions operate the majority of urban route bus
services in New Zealand; while the regional councils involved are responsible for the
majority of urban passenger transport services.

Industry Concerns and Appraisal - Overview

The 31 submissions covered a wide range of issues relating to the NZ passenger transport
industry, and no attempt was made to constrain the range of issues raised. Some submitters
focused on broad policy and funding issues, often putting forward suggested solutions; while
others confined themselves to the service procurement process and provided detailed
critiques and suggestions on the wording of individual clauses of the CPP Manual. Different
submitters had different interests and thus expressed different and often conflicting
viewpoints, and there was no clear consensus on many of the issues raised.

The submissions represented two main interest groups:

. Regional councils, who are required to procure passenger transport services, within
the CPPs established by TNZ.
. Passenger transport operators, who tender for and (where successful) operate

services under the rules specified by the regional councils. There were some
significant differences in views between "established" operators and newer/smaller
operators who are trying to increase their share of the market.

The interests of both these groups appear to differ from TNZ’s interest in meeting the CPP
requirements set out in the TNZ Act, ie. to encourage competition, to achieve efficient use
of funds, to limit administration costs, and to take account of safety and other public
interests.

The general approach adopted in the Review in appraising each of the concerns expressed
was as follows:

. to identify its cause

. to assess its validity

. to assess its importance

. to identify possible changes to the present system/procedures which might
ameliorate the concern

. to appraise the main implications of the possible changes, principally against the

Government’s objectives for passenger transport and in particular against the CPP
requirements of the TNZ Act (as noted above)
. to make recommendations.



In practice, it was found that solutions/recommendations to individual concerns could not
be developed in isolation; the approach adopted was to develop a coordinated package of
measures which address a range of concerns and which together pursue certain objectives
or policy directions for the provision of passenger transport services.

The remainder of this Executive Summary summarises our appraisal of the industry
concerns and our recommendations on the possible solutions, in four main groups:

. The four original concerns (set out in the Brief)

. Additional concerns of a general or policy nature

. Concerns relating specifically to clauses in the CPP Manual
. Alternative systems of economic regulation.

The Original Concerns

Four specific areas of concern raised by operators and regional councils prior to the start of
the Review were identified in the project brief:

A: Potential formation of bus company monopolies

B: Lack of investment in the industry

C: Lack of incentives for operators to improve services
D: Declining patronage.

Only a minority of the written submissions addressed these four issues specifically. In
addition, in the interview stage we canvassed the views of some submitters on these issues.

For each of the four issues, Table 1 summarises:

. the extent to which it was a concern of the submitters

. our assessment of the causes of the concerns

. our assessment of the validity and importance of the concerns
. our conclusions and recommendations to address the concerns.

Issue (A) was not seen as a major concern by either regional councils or established
operators, but was of greater concern to some smaller/newer operators. In our view it is of
some importance. The extent of competition for contracts in some regions appears to be
decreasing to very low levels, in part because of the tendering practices adopted by some
regional councils. In the medium term this seems likely to lead to increased public funding
requirements (and maybe is already doing so). In our view it is therefore important that
contestability should be maintained or enhanced, through both the CPP requirements and
regional council practices (which may be covered by CPP guidelines). This is an important
thrust behind a number of the Review recommendations.

In regard to issue (B), the concerns expressed are already being addressed to an extent
through the introduction of vehicle quality standards in most regions. However, we caution
against considering investment as an end in itself: what is important is the provision of cost-
effective services attractive to potential users, rather than new buses per se. Operators are
most likely to provide such services, in conjunction with the regional councils, if they are
given appropriate commercially-based incentives and responsibilities for encouraging
patronage. Thus the approaches to issue (B) and issue (C) are linked.

iii
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6.1

Issue (C) was of the greatest concern to operators. Operators consider strongly that they are
better equipped to plan and develop services than are regional councils, certainly at the
detailed level. They consider that they are not given sufficient scope to contribute to service
planning, nor sufficient incentive to provide better services. We consider that this issue is
of considerable importance and that the concerns expressed are valid. However, we note that
the evidence on the relative effectiveness of operators and regulatory authorities in planning
cost-effective services for passengers is not clear-cut. On balance, we consider that operators
should play a greater role in service development: if this is to be successful, they must be
given appropriate incentives and responsibilities.

We recommend a number of measures which can be taken within the existing
regulatory/procurement system to address issues (B) and (C). These include exploring the
merits of contract funding related to passengers carried: this would need to be accompanied
by giving more flexibility to the operator to vary the service to attract additional passengers.
We also note the case for examining alternative regulatory systems, which would affect
these two issues.

The other original issue, that of declining patronage (D), was of least concern, as the
problem is regarded as not mainly the result of the present regulatory system. However, we
consider that the concern has some validity and is closely linked with issue (C). It is best
addressed by similar policies.

Additional General/Policy Concerns

This section presents our findings in relation to additional concerns raised by submitters
which were of a general/policy nature rather than specific to the CPPs.

Table 2 summarises the most important or strongest concerns (from the viewpoint of
submitters) in this category, describing the issue of concern, commenting on its validity and
presenting our conclusions and/or recommendations in each case. Most of the concerns
identified as valid could be addressed, at least in part, by changes to the present the CPPs
and regional council practices without fundamental changes to the present regulatory system
or legislation. In other cases, changes to the present system of economic regulation, and to
the associated legislation, could be introduced to address the concerns.

Of the eight issues described in the table, issues (J) and (K) were largely covered in the
previous section, as part of the original concerns; while issue (G) is primarily dealt with
under CPP-related issues, in the next section of this Summary. Brief comments on the
remaining five issues now follow, to supplement those in the table.

General Passenger Transport Policy and Funding Issues (E)

There was a strong call, particularly from operators, for a clear statement of national
objectives relating to the role and funding of public transport. The absence of clear national
objectives was seen as symptomatic of the lack of Government commitment to public
transport.

We believe it would be desirable for a clear statement at the national level of the desired
future role of public transport, of the way in which it might contribute to national objectives,
and of the basis of national funding to help achieve these objectives. This would provide a
broad policy and funding framework for the provision of local public transport services
within which each regional council would continue to be responsible for setting its own
regional objectives and priorities.



TABLE 2

OTHER GENERAL/POLICY CONCERNS - SUMMARY APPRAISAL

Issue/Concern

Conclusions/Recommendations

(E) General PT Policy and Funding Issues
«  Need for a clear statement of Government policy,
objectives and funding for PT, to provide a firmer
basis for CPPs, RC policies etc. (Mainly an operator
view: largely valid.)

Desirable for clear national statement on future role for PT, and on the basis of
national funding. This would be appropriate within the proposed National Land
Transport Strategy.

TNZ should complete development of PT funding assistance policy, and then be
allowed by Government to implement this (including road v PT trade-offs as
appropriate).

National system of monitoring value for money from PT services should be
introduced (currently under development by TNZ).

Adoption of clear funding policy should reduce/remove risks of contracts being
cancelled due to shortage of funding (refer Table 3).

(F) Focus on Cost Minimisation
« System has excessive focus on tendering/contracting

and cost minimisation, rather that service quality.
(Not always clear whether this criticism is directed
at the CPPs, or the wider TLR system: mainly an
operator view).
(Some validity, but CPPs are only one part of
overall system).

Criticism only partly valid. Large part of responsibility for service quality etc is
with RCs, in terms of service specification etc.

RCs should be encouraged to give greater weight to value for money, rather than
lowest price, in tendering/contracting process.

Situation may be ameliorated with improved operator incentive structures, such
as output-based funding.

Alternative regulatory systems (eg. area franchise) could reduce emphasis on
tendering process and encourage improvements in service quality.

(G) Nature of/Responsibilities for CPPs
»  CPP system is too prescriptive and inflexible
(operator and RC view). (Some validity, but RCs
allowed to propose own CPPs at present.)

Refer Executive Summary S.7 and Chapter 4.
RCs may submit their own CPPs for approval by TNZ.

() Commercial Service Issues
*  Mixed commercial/contract system does not work
successfully - because of both the legisiation and
the way it is applied by RCs in practice. (Largely
valid).

Improve procedures at interface between commercial and contract services (eg.
refuse commercial notifications during tendering process). Refer Executive
Summary S7.

Consider alternative regulatory systems which either maximise the proportion of
commercial services, or under which all services are contracted.

(J) Service Planning Issues
*  RCs have become excessively involved in detailed
service planning: this should be left to the
operators, who are closer to the market (operator
view).
(Probably valid, although no clear evidence with
present system).

Largely covered in Table 1, item (C). )

Require appropriate incentive structures for operators if to have greater service
planning responsibilities.

May be ameliorated by alternative regulatory systems which maximise the
proportion of commercial services (sole responsibility of the operator), or within
an area franchise system (operator defines services within broad RC service
guidelines).

(K) Service Innovation
»  Need for more flexibility in contracting and funding
procedures so as to encourage new/innovative
services. (Valid).

Need modified contracting and funding procedures to encourage service
innovation, private sector promotion of services etc

(M) High Capital/Fixed Asset Modes
»  These modes are not handled well through CPP
process: need to be dealt with outside CPPs, or CPP
process modified. (Some validity).

Considerable difficuities in achieving contestability in cases of monopoly
supplier (eg. rail services): "sole supplier" CPPs have much less of a competitive
element than "standard" CPPs.

Remains important to retain competitive pressures under whatever procedures are
adopted.

Should further explore mechanisms for contracting infrastructure/rollingstock
separately (on longer contract) from operations. May also be merits in legislative
to allow RCs to own assets in such cases.

(P) Concessionary Fares Issues
« Present concession fare procedures are
unsatisfactory: concession fares are treated
differently to other fares. (Valid).
« TLR intentions re concession fares have never been
properly implemented. (Doubtful if valid.)

Consider deleting concessionary fare provisions of CPP Chapter 4 and allowing
RCs to determine concession fares/ reimbursement arrangements along with other
fares. RCs could require/allow operators of commercial services to provide
concession fares: the commercial service process would constitute a competitive
pricing procedure (subject to legal check). (May be necessary to put limitations
on concession fare funding to prevent abuse.)

Could introduce national concession fare policy/reimbursement arrangements (as
part of policy of encouraging commercial services). But may be best left up to
regions.

vi



6.2

6.3

6.4

6.5

The proposed National Land Transport Strategy would seem the appropriate place for such
a statement. (We recognise that work is currently in progress on the development of the
Strategy and on passenger transport funding policies.)

Focus on Cost Minimisation (F)

A number of operators voiced the view that the current regulatory/procurement system
produces an excessive focus on the tendering/contracting process and on cost minimisation,
to the detriment of service quality and user orientation.

In our view the concerns are only partly valid. The competitive tendering system has
undoubtedly placed a greater focus than previously on cost minimisation, but this is within
whatever service specification and standards are stipulated by the regional council. Regional
councils should be encouraged to put a greater emphasis on value for money rather than
price alone.

Commercial Service Issues (H)

The general issue raised under this heading was that, under the present regulatory system,
the mixture of commercial and contracted services gives rise to inefficiencies as a result of
the legislation and/or the practices of regional councils:

The deficiencies inherent in the present "mixed" system are, in our view, of some
significance. They suggest a case for changing to an alternative regulatory system which
reduces or eliminates the distinction between the two types of service. Possible alternatives
are a system with a much higher proportion of "commercial" services, or a system under
which all services are contracted (refer later discussion).

Recommendations on other issues will assist in ameliorating some of the reported problems
with the registration of commercial services.

High Capital/Fixed Asset Modes (M)

The main issues arising under this heading were:

+ The difficulties of achieving a reasonable level of contestability in the case of a
monopoly supplier (eg. NZ Rail Ltd in terms of urban rail services).

« The difficulties of procuring in an efficient manner services which involve substantial
fixed assets and with a long asset life.

We recommend further exploration of the merits of contracting infrastructure and/or
rollingstock on separate (longer) contracts than for operations, and possibly of changing the
legislation to allow regional councils to own such assets.

Concessionary Fares Issues (P)

The present concession fares procedures (involving the concessionary fares committee
requirement), are administratively unsatisfactory and cumbersome, and the competitive
nature of the process involved is dubious.

In our view, the preferred approach would be to delete the present concessionary fare
provisions, and allow regional councils to determine concession fares (and reimbursement
arrangements) along with other fares. The commercial service process would be taken as
constituting the competitive pricing procedure as required under the existing legislation:

vii



7.2

however, if on legal advice this is not acceptable, then we suggest the possibility of a
legislative change should be examined.

CPP-Related Concerns

Overview and Approach

Many of the submissions focused on concerns with the CPP Manual', in some cases in
general terms but more often in relation to specific clauses. In many cases, the criticisms
related more to the practices adopted by individual regional councils than to the manual
itself (although this distinction was not normally made by submitters). On many issues
different submitters put forward opposing views.

Our general comments are as follows:

» Tendering authorities (regional councils) tended to the view that the Manual is too
prescriptive for their particular circumstances, and that more latitude should be given to
the regions to determine their own procedures.

» Operators expressed little concern about the degree of prescription of the CPP Manual.
Indeed some suggested measures to make it more prescriptive, in order to increase the
consistency of procedures across the different regions and to restrict what were seen as
undesirable practices by tendering authorities.

In considering CPP changes, it has been recognised that the CPPs provide a framework and
some specific constraints within which regional councils are required to develop their own
detailed procedures.

We therefore consider that:

* The Manual should focus on the principal procedures which will help to achieve the CPP
requirements specified in the TNZ Act.

* Guidelines on good practice should be provided to assist tendering authorities in
developing their own procedures.

The following sub-sections summarise the main concerns identified relating to the
procurement process and our recommendations for specific CPP changes.

Main CPP-Related Concerns

Table 3 summarises the main issues (or groups of issues) raised by submitters in regard to
the CPP Manual and the regional council service procurement process and our conclusions/
recommendations. (There were, of course, numerous other concerns raised about specific
aspects of the CPP, which are covered in the body of this report.)

Of the Table 3 issues, the two of most importance relating to the overall procurement
process and meeting the CPP requirements of the TNZ Act are:

»  Commercial service registrations during the tendering process

» Provision of patronage information.

Both of these issues are seen as likely to have quite significant effects on the extent of
competition and efficient tender pricing. We believe that the practices of some regional
councils are overly favourable to incumbent and/or larger operators. We recommend
appropriate changes to the CPPs.

! Manual of Competitive Pricing Procedures. Vol 2: Public Passenger Transport.
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TABLE 3

SUMMARY OF MAIN CPP-RELATED CONCERNS

Issue

Description/Appraisal

Recommendations/Comments

Commercial Service
Registrations during
Tendering Process

Practice of operators notifying commercial
services immediately after they are unsuccessful
in the tendering process, and these services
being registered by regional councils.

Strong concern by a number of submitters
(operators and regional councils).

Undesirable practice in general: frustrates the
tendering process, discourages competition,
advantages incumbent operators.

May provide some short-term cost savings, but
adverse effect on level of competition in
medium-term.

CPPs should require/encourage regional
councils not to register commercial service
notifications between (at least) decision on
preferred tenderer and award of contract;
and then to assess any notification in light
of new contract.

This should generally be achievable
without any legislative change, subject to
legal check (this practice already followed
by some councils).

Security of Contract
Tenure

Possibility of operator contracts being cancelled
at short notice because of shortage of funds.
Concern expressed by a number of operators:
particularly affects operators who would need to
purchase vehicles.

Present practice seems likely to have some
adverse effect on level of competition and on
tender prices.

TNZ/Government should pursue the
possibility of guaranteeing the TNZ share
of funding relating to all outstanding
contracts.

CPPs (guidelines) should encourage
tendering authorities to guarantee funding
for the full contract duration, or to pay
liquidated damages in case of contract
cancellation due to lack of funding.

Refer also Table 2.

Preference to
Incumbent Operators

Claimed practice of some regional councils in
favouring incumbent operators in the tender
evaluation process.

Concern expressed by some smaller/newer
operators.

May be legitimate reasons for favouring a
particular (vsually incumbent) operator, eg.
lower administrative costs, service stability for
users.

However incumbent operators already tend to
have significant advantages in the tendering
process.

On balance, consider that no preference
should be given to incumbent operators
even if lower costs (external to the tender
bid) can be identified.

Provision of
Patronage
Information

Present CPPs make no requirement on regional
councils to provide patronage or revenue
information to assist tenderers in case of net
contracts.

This is key information for potential tenderers.
Present policy is likely to discourage
competition and increase funding costs in
medium term.

CPPs should require that regional councils
provide patronage information in RFTs in
case of net contracts. (Patronage
information may be obtained from council
survey rather than from incumbent
operators, and may be subject to suitable
disclaimers).

This should help to avoid cases of
operators surrendering contracts due to
over-estimation of revenues.

Excessive Emphasis
on Lowest Price

Present CPPs put excessive emphasis on lowest
price in tender evaluation.

Frequent grounds of criticism by operators.
Generally not valid as criticism of CPPs: up to
regional councils what weight they put on non-
price features.

However, some regional councils have been
reluctant to give credit for non-price features
better than the minimum.

Refer also Table 2 item (F).

No changes required to mandatory CPP
aspects.

Suggest improved CPP guidelines to
advise regional councils on treatment of
non-price attributes.

Prescriptive Nature
of CPPs

CPPs regarded as too prescriptive in many
respects, without any clear benefits.
Principally view of regional councils.
Numerous individual points raised, relating to
specific CPP clauses.

Valid criticism in many cases.

CPPs should focus on key aspects which

help to achieve requirements of TNZ Act;

but to be less prescriptive in other aspects
(refer Section 7.1).

Numerous specific recommendations made
in the context of this general approach.

ix
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Recommendations on Specific CPP Clauses

We have evaluated the detailed proposals for changes to the Manual included in the
submissions and make a recommendation in each case. These recommendations cover the
following points and relate primarily to the mandatory CPP provisions (a more detailed list
is given in the main text):

« Simplify advertising requirements (especially for smaller contracts).

«  Make requirements for pre-tender meetings more flexible.

+ Remove requirement to submit conforming tender along with alternative tender.

+ Clarify tender evaluation procedures for optional features and alternative tenders.

» Require regional councils to provide patronage information if net tenders are requested.

« Allow larger contract sizes where necessary to cover a single route.

« Allow combined RFTs to cover more than one route.

« Allow roll-over provisions in contracts, subject to certain conditions.

« Allow contracts of less than one year.

« Allow greater flexibility in spacing of contract expiry dates.

« Allow greater service level variations within contracts.

» Allow greater flexibility for price adjustments in cases of service level changes.

+ Give responsibilities for determining concession fare policies to regional councils, and
abolish the need for separate concessionary fare committees (subject to legal opinion of
how this is best achieved).

While these recommended changes individually appear to be quite minor, we consider that
taken together they will give regional councils greater flexibility in meeting their own
individual objectives through the procurement system, while still satisfying Section 19 of
the TNZ Act. The introduction of further/amended CPP Guidelines will also help regional
councils to adopt best practice on certain aspects, and thereby reduce some of the concerns
expressed by operators.

If any regional council still believes the modified "standard" CPPs are inappropriate for its
needs, given the requirements of the TNZ Act, it will still have the option of submitting an
alternative CPP to TNZ for approval.

Alternative Regulatory Systems

Concerns Expressed about the Present NZ System

Many of the general/policy concerns raised by submitters (and summarised earlier) were
ascribed to the present system of economic regulation and/or were seen as being ameliorated
by a change of regulatory system. The main concerns in this category were:

« Lack of operator incentives to develop/improve services

» System discourages industry investment

» Excessive focus on the tendering process and cost minimisation, at the expense of user
orientation

» Regional councils are inefficient and not sufficiently market-oriented in service planning

» Difficult to achieve service integration

+ Present system is unsuccessful, particularly at the interface between commercial and
tendered services

« Funding requirements for different services are not transparent.
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Alternative Systems

The system of economic regulation of passenger transport services in NZ introduced under
the transport law reform legislation may be described broadly as a deregulated system
(commercial services) supplemented by a system of competitive tendering for "gap-filling"
contracts.

Starting from the current NZ system, two very different directions for change were identified
by submitters: to a "deregulated/ commercial” system; or to an "all contract" or "area
franchise" system. An overview of these alternatives is as follows:

¢ "Commercial" System. The main thrust of this system would be to maximise the extent
of provision of "commercial" services, ie. services for which operators could cover their
costs without bidding for subsidy funds (This may involve measures to "artificially"
inflate revenues and reduce costs). The system would become "market driven" rather
than "contract driven" (eg. in terms of price-setting), and the powers of regional councils
to restrict/discourage commercial services would be limited. Operators would be
responsible for planning most of the services, although some residual contracted services
might still be expected. (The system would be generally similar to the present UK
(outside London) system.)

« "All Contract" or "Area Franchise" Systems. These systems abolish the concept of
commercial services and to make all services subject to tendering/ contracting
procedures. Contracts could be negative (ie the operator pays a fee to the tendering
authority) or subsidised (as now).

Under the "All Contract" system, service planning would be largely left to the regional
councils, although (as now) greater or lesser latitude could be given to operators. (This
is similar to the present London model, which has hitherto involved gross cost contracts,
but is converting to net subsidy contracts.)

The "Area Franchise" system brings a number of geographically adjacent services
together into a single area contract. Establishment of an area monopoly for a specified
operator gives more scope for the operator to plan services in the area in an integrated
manner. Typically area franchise systems are characterised by longer duration contracts
than route-based systems and maybe a lesser degree of contestability, although this does
not have to be so. (The present Sydney private operator system is of this area franchise
type, but with a very limited degree of contestability.)

In practice, a considerable range of systems is possible, combining features of the different
models.

Merits of Alternative Systems

A detailed evaluation of the merits of alternative economic regulatory systems was outside

the scope of this project. However, a preliminary appraisal was undertaken of the

comparative performance of the existing system and the three alternatives noted above, in

terms of:

+ their amelioration of the main industry concerns

e their impact on the two main objectives for CPPs in the TNZ Act (ie. encouragement
of competition; efficient use of public funds, in terms of productive efficiency and
allocative efficiency).
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This preliminary appraisal was sufficient to highlight that no one system is clearly superior
to any of the others in these terms: the "best" solution will depend on the trade-off
considered appropriate between the different concerns and objectives.

There was also no clear-cut preferred system amongst the submitters. The operators that
advocated change tended to prefer the "Commercial" system, with the Area Franchise"
system as an alternative. The regional councils that advocated change tended to prefer an
"All Contract" or "Area Franchise" system. A number of other submitters cautioned against
moving away from the present regulatory system unless a clear-cut case was established.

The Way Forward

The appraisal of alternative systems undertaken to date indicates that there is not a clear-cut
case for moving to an alternative regulatory system, either to ameliorate industry concerns
or to better meet the CPP requirements of the TNZ Act. Whether an alternative system
would be "better" overall depends on the relative priorities to be given to specific issues and
objectives.

Further work would therefore be necessary, both to define the most promising alternative
systems and to evaluate their merits on a consistent basis, before any definitive view could
be formed. It would also need to be examined whether any change in regulatory system
should be mandatory (ie. would have to be applied in all regions), or permissive (ie. could
be applied at the discretion of each regional council).

It is also likely that legislative changes (to the TNZ Act and/or TSLA) would be desirable,
if not essential, pre-requisites for adopting one of the alternative models examined.

Further, our appraisal of CPP-related issues suggested that many of the concerns expressed
can be at least partly met by changes to the present CPP Manual, within the existing
legislation, and that many of the potential benefits of alternative systems might be secured
in this way.

These factors lead us to recommend a two-pronged approach as most appropriate:

* Pursuance of amendments to the CPP Manual, within the existing legislation, to
overcome/ameliorate as many as possible of the concerns expressed.

* In parallel, further investigation of the merits of alternative regulatory systems, by
comparison with the modified existing system, in terms of their ability to meet industry
concerns and the objectives of the TNZ Act.

Conclusions and Next Steps

It is clear that much has been achieved through transport law reform in the passenger
transport sector, perhaps most strikingly the improvement in the productive efficiency of
service delivery and the associated reduction in public funding requirements. However the
concerns expressed by the industry together with our appraisal of the situation suggest that
transport law reform has not achieved all the objectives set for it. In particular, there has
been limited progress in service innovation and increased market responsiveness.

The submissions to the Review represented the operators of the majority of urban passenger

transport services in New Zealand, and the regional councils responsible for the majority of
these services. Many valid concerns were raised, ranging from those relating to general
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transport policy issues to those relating to the wording of specific CPP clauses. Many
operator concerns related more to the policies and practices adopted by regional councils
in procuring services, rather than to the CPPs themselves.

We consider that many of the concerns expressed can be best addressed by modifications
to the CPP system, rather than by radical changes to a different regulatory system. In
general, we do not consider it appropriate to make the CPPs more prescriptive. Rather, we
propose that the mandatory aspects of the CPPs should focus on those key procedures which
are important in achieving the CPP requirements of the TNZ Act. Additionally, the CPP
Guidelines should be used to provide further guidance on best practice, to help regional
councils avoid some of the pitfalls which have become apparent.

Following this approach, the broad aspects on which the CPPs should place emphasis

include:

» Ensuring the tender process and also (to the extent it is able) the commercial registration
process are managed in such a way as to encourage competition, minimise the scope for
anti-competitive activity and ensure efficient use of public funds.

* Assisting in fostering a competitive market, through ensuring that potential tenderers
have adequate information and are able to compete on an equal footing.

» Encouraging operators to remain in and invest in the industry, by providing a reasonably
stable environment for operators.

» Encourage both operators and regional councils to provide services responsive to the
needs of the market, through the most appropriate arrangement of incentives and
responsibilities.

We have made a series of specific recommendations for amendments to individual clauses
of the CPP Manual, to respond to some of the detailed issues raised in submissions.

Regional councils should, in turn, take greater responsibility for ensuring that their policies
and practices are consistent with the objectives of the legislation. In general, they should be
able to work within the modified (mandatory) CPP requirements. However, if regional
councils wish to put forward alternative CPPs, then these should be given proper
consideration by TNZ provided they are consistent with the requirements of the TNZ Act.
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ABSTRACT

A review was undertaken in 1994 of the regulatory system for local public passenger
transport services in New Zealand. It had a particular focus on the procedures developed
by Transit New Zealand to procure subsidised services operated under contract to regional
councils: these comprise the majority of local passenger services in New Zealand. The
review arose in response to concerns raised by some groups in the passenger transport
industry about the effectiveness of the procedures.

Through a consultation process with passenger transport operators, regional councils and
other parties, a wide range of concerns with the present procedures were identified. These
concerns were appraised as to their validity, their causes and their importance and possible
procedural changes to ameliorate the concerns were identified and assessed.

Recommendations were put forward in three main areas. First, a number of detailed
recommendations were made for changes to the present competitive pricing procedures of
Transit New Zealand. Second, recommendations were made relating to other policy and
funding issues affecting passenger transport in New Zealand. These two groups of
recommendations together were expected to overcome many of the concerns expressed.
Third, recommendations were made for further investigation of alternative economic
regulatory systems, to assess whether any fundamental changes in the regulatory system and
associated service procurement procedures would be warranted.
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1.1

1.2

1.3
1.3.1

CHAPTER 1 INTRODUCTION

Purpose of this Report

In February 1994, Transit New Zealand (TNZ) commissioned a "Review of Procedures for
the Procurement of Public Passenger Transport Services" in response to concerns about the
effectiveness of the present procedures raised by some groups in the passenger transport
industry.

This final report of the Review has been prepared for TNZ and its Passenger Transport
Advisory Group (PTAG) by the consultants for the Review (Travers Morgan (NZ) Ltd in
association with Ernst & Young).

Structure of Report

This report is structured as follows:

«  Chapter 1 - covers the scope, objectives and approach of the Review; and the
objectives for the NZ passenger transport system, against which the industry concerns
need to be assessed.

«  Chapter 2 - summarises the process of industry consultation undertaken in the Review.
«  Chapter 3 - presents our summary and appraisal of the concerns expressed in the
consultations relating to passenger transport policy, funding and general issues.

. Chapter 4 - represents our summary and appraisal of the concerns expressed relating
to the Competitive Pricing Procedures and their implementation.

Scope of the Review

Industry Concerns
The TNZ Research Brief drawn up for the Review stated that:

" ... as the new system introduced by the Transport Law Reform legislation and the
CPPs has developed over the last 2-3 years, a number of concerns have emerged
among some operators and some regional councils about the effectiveness of the new
system, and about the procedures for procurement of services through the CPPs in
particular.

Four specific areas of concern have been identified:

« potential formation of bus company monopolies;

 lack of investment in the industry, eg. bus replacement;

« lack of incentives for operators to improve services; and
* declining patronage.

This research project will initially identify and examine concerns with the existing
system and (depending on the outcome of this initial phase) will review the existing
procurement system to determine what, if any, changes to the existing system would
resolve these concerns.”



1.3.2

1.3.3

1.3.4

Objectives of the Review

The objectives of the Review, as stated in the Research Brief, were to:

") identify and examine concerns of the public passenger transport industry
with the present system of competitive pricing procedures; and

(ii) consider what, if any, changes to the existing system would resolve these
concerns.”

Outputs of the Review
The Research Brief stated that:

"The output of this project will be a report on the concerns of the New Zealand
passenger transport industry with the present CPP system for passenger transport
together with the identification and initial appraisal of potential changes to the present
system which would address any valid concerns. Some indication will also.be given of
other procurement systems which could resolve these concerns.

This information will be a key input into formulating any changes to the present CPP
system so that it might better meet the objectives of the Transit New Zealand Act and
the needs of the passenger transport industry."

Approach to the Review
In consultation with the Review Steering Group, it was agreed that the Review should be

structured to focus on the following questions:

(A) What are the problems that the PT industry believes have résulted from the new
passenger transport system introduced in 1991 by the Transport Law Reform
legislation and the Competitive Pricing Procedures (CPPs)?

(B) What is the validity of these problems and what substantial deficiencies do they
identify with the new TLR/CPP system?
© Which of these problems/deficiencies result from the present CPPs, or might be

ameliorated by changes to the present CPPs?

D) For those problems/deficiencies relating to the CPPs, what CPP changes would
ameliorate/resolve them?

E) For other problems/deficiencies, what types of changes to legislation or other
procedures (in broad terms) might ameliorate/resolve them?

The prime focus of the Review was thus on examining the concerns expressed by people
in the PT industry about the present passenger transport system, on assessing their validity
and importance, and on identifying possible changes to the present system that might
ameliorate or resolve the concerns expressed. A major part of the Review was therefore
based on consultation with those in the industry, to identify and discuss their concerns.

It should perhaps be emphasised here that the Review was not confined to problems and
issues relating to the CPPs, but had a broader coverage. It was required to address the full
range of industry concerns with the current passenger transport system in NZ (as introduced .
in 1991 under Transport Law Reform), and to examine (in broad terms) whatever changes
might be appropriate to ameliorate these concerns. In regard to specific issues related to the
CPPs, the Review was to address the principles raised and to outline potential approaches
to remedying any deficiencies, but it was not required to develop recommendations on
detailed changes in CPP wording. ‘
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The Research Brief divided the work of the Review into nine tasks:

+  Task 1: [Initial Meeting with Research Steering Group

*+  Task 2: Call for Submissions

. Task 3: Initial Documentation/Examination of Submissions

*+ Task 4: Interviews

+ Task 5: Expanded Documentation/Examination of Submissions

. Task 6: Feedback from Industry

« Task 7: Summary of Industry Views

+  Task 8: Appraisal of Potential Changes

+ Task 9: Reporting - Draft Report (for review by Research Steering Group)
- Final Report.

An interim report was prepared to cover Tasks 1-7 and part of Task 8, and was used as the
focus for earlier consultations with PTAG. Feedback from these consultations has been
incorporated in this final report.

Passenger Transport System Objectives

In appraising the concerns expressed about the present PT system and in developing
"solutions" to these concerns, it was essential to keep in mind what the present system is
attempting to achieve, ie. its stated objectives. A number of submissions made the point that
the objectives of the present PT system (as introduced in 1991) are not clearly set out; and
that therefore the success (or otherwise) of the system is difficult to assess.

We have some sympathy with this view. The following paragraphs set out our understanding
of objectives for:

. Passenger transport in NZ

. Government intervention in the passenger transport sector

e The 1991 Transport Law Reform legislation applying to the passenger transport sector
*  The Competitive Pricing Procedures for passenger transport.

National Objectives for Passenger Transport in NZ

At the national level, there is at present no clear statement of Government strategy, role and
funding policy for passenger transport services. The recent (July 1994) MoT consultation
document "Land Transport Strategies and Network Funding" proposes that a National Land
Transport Strategy be developed and incorporated in legislation. It states that:

"In 1992, regions were required fo produce Regional Land Tramnsport Strategies to
identify the future land transport needs of their region and the appropriate role of each
land transport mode in fulfilling those needs. At a national level, however, national
strategies are variously found in a number of documents including the National Road
Safety Plan, the National Land Transport Programme, and the Safety (Administration)
Programme. A National Land Transport Strategy would pull together all the high level
goals relating to the land transport sector and put them in one place. Such a strategy
would cover goals such as safety, infrastructure, environment/energy efficiency and
transport disadvantaged. The National Land Transport Strategy once developed would
be binding on all players in the transport area and would be an overall guide for
Regional Land Transport Strategies."

The consultation document notes the "vision" already adopted for the New Zealand transport
system as a whole:
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"New Zealand will have a safe, sustainable land transport system at reasonable cost”.

However it gives few further clues to the policy directions for public transport likely to be
incorporated in the proposed Strategy.

The earlier (May 1994) MoT document "Transport Directions 1994-1999" provides more

detail on proposed policy goals and policy initiatives for the NZ transport system. Passenger

transport services are mainly covered under the goal of social sustainability, where policy

initiatives are outlined relating to:

« Access for all users (to transport facilities, vehicles, fare systems, information services
ete)

» Provision of services for the transport disadvantaged (to be defined)

» Revised funding systems, which give planning certainty and customer responsiveness

* Encouragement of innovation.

Rationale for Government Intervention

There is a rationale for government intervention in the provision of public passenger
transport in three areas:

* Economic efficiency: there are strong economies of scale in the total (operator plus user)
costs of public transport. If the value of the time spent accessing (walking and waiting)
and travelling on public transport is included, these user costs are a significant proportion
of the total social cost of travel. Increasing the number of people using the system leads
to increased frequencies or coverage which reduces the access cost for existing users.

Conversely, a reduction in the number of people travelling leads to poorer services for
the remainder, leading to a vicious spiral of reducing services. It is this relationship
between number of people travelling and the level of service enjoyed by all passengers
that distinguishes public transport from normal consumer goods.

Where there are economies of scale, the average cost (which would be charged in a free
market) is higher than the marginal cost (which is the price which should be charged to
maximise social and economic benefits). Therefore a free market would provide less than
the social optimum level of service.

It can be argued that the same principle warrants government intervention in other
transport markets such as air travel (and indeed many governments still do intervene).
The critical factor is the relative size of the access cost to the total travel cost; the higher
this is, the greater the warrant for intervention.

Note that it is generally accepted that there are no economies of scale in the production
of urban bus services - ie. the cost per bus kilometre is the same for a 10 bus fleet as for
a 100 bus fleet: it is in the user costs that the benefits of scale are felt. In the case of rail
services, increased patronage may be reflected in larger trains (and thus lower costs per
passenger) or more frequent services.

» Transport disadvantaged: the almost universal availability of the motorcar has greatly
enhanced the mobility of most of the population, and has led to changes in the social
infrastructure (centralisation of facilities, concentration of shopping facilities into regional
shopping malls) which have reduced costs and improved the range and choice of services
for the majority.

However those without access to a car have seen their local infrastructure decline. At the
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same time as public transport services have declined with declining patronage, transport
has become more important than ever to gain access to the necessities of life. This has
left those without access to a car doubly disadvantaged.

» Congestion: where roads are congested, the motorist does not pay the social cost
incurred as a result of the use of the road. Each additional motorist on a congested road
slows the traffic stream, and this imposes additional travel time on all existing users.
Economists argue that the best solution is to use congestion pricing to ration road space.
The "second best" solution is to plan for road and public transport as one system,
providing attractive public transport as an alternative to road use.

Subsidised public transport at peak times is one way (albeit imperfect) of attracting
potential motorists, and thus reducing the total transport resource cost.

We believe that a strong restatement at the national level of these warrants for public
transport subsidy would be desirable. However, we suggest that the relative importance of
the above issues differs markedly by locality. Therefore, within a national framework, each
regional council should still be responsible for determining the appropriate level and type
of service to achieve its own regional objectives. Transport is, after all, a derived demand,
and transport objectives must be consistent with regional objectives.

This being so, different regional councils will properly adopt different levels of intervention
and public funding for public transport.

Objectives of Passenger Transport Law Reform

At the time of introducing the 1989 Transport Law Reform Bill, MoT stated ("Transport
Law Reform") that the main aims of the new land transport system overall were:

» To provide integrated land fransport planning

«  To provide a clear picture of transport system costs

»  To improve road safety

» 1o reduce bureaucracy

*  To encourage innovation in land transport

*  To devolve appropriate responsibility to local government

»  To provide for fair competition between commercial operators
»  To improve consumer service and safety

»  To achieve greater efficiency in public expenditure”.

Following the implementation of Transport Law Reform, MoT stated that the specific policy
goals for the new passenger transport regime thereby introduced were:
"s to integrate all passenger transport modes into a single management system to
provide the most appropriate and cost effective services for passengers;
* {0 clearly define the responsibility of regional councils for the level of public
passenger transport in their region;
* o provide a cost effective mechanism for meeting social needs such as improved
accessibility for the transport disadvantaged;
*  to integrate public transport into general land transport planning in any area;
*  to provide opportunities for innovation in service development and technology, and
* 1o clearly separate the vesponsibilities and interests of planners and policy makers
from those of transport operators."
(Speech to TNZ Masterton Conference, December 1992 by Roger Toleman.)
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The BCA submission to this Review states the Government’s policy objectives for Transport
Law Reform in the following terms:

"The Government at the time of the introduction of the Transport Law Reform legislation
stated that the overall objective was to.
"enlarge the opportunity for all NZ to have access to a public transport system
tailored to meet their needs"
Service provision was to be separated from service policy, planning and funding.
Through the opening up of the routes to competitive tendering and with the presence of
commercial registrations it was claimed that:
- new entrants would be encouraged to enter the industry
- innovative new services would be introduced
- protection of the large and long established expensive local and regional authority
operators would be eliminated
- there would be an overall reduction in the requirements for subsidy."”
(The original source for this statement is not known to us.)

There appears to be broad agreement that the present system was intended to combine the
assurance and community responsibility of a system planned to meet local needs and
aspirations, with the innovativeness, market responsiveness, and competitive efficiencies of
the private sector.

Objectives for Competitive Pricing Procedures

The CPP provisions are only a small part of the Transport Law Reform legislation. They
are concerned . solely with the way in which services are to be procured, not with service
levels, service quality, or levels and distribution of funding.

The CPP provisions are specified in the Transit New Zealand Act 1989 (as amended). The
main provisions relevant here are:
»  With certain specified exceptions, all local authority funding of passenger services is to
be subject to CPP.
* TNZ may (from time to time) approve CPPs for projects or classes of projects.
* In approving a CPP, TNZ is to have regard to:
"(a) The efficient application of the Account:
(b) The safety and other interests of the public in respect of the project or the class of
project:
(c) The desirability of encouraging competition in the sector of industry likely to supply
goods or services in relation to the project or the class of project:
(d) The undesirability of excluding from competition for the project or the class of
project any party who might otherwise be willing and able to compete:

(e) The costs of administration associated with the pricing procedure or of any
contract formed pursuant thereto."

Since the CPPs are concerned with the procurement process for "projects", it is perhaps not
surprising that two of the above factors are concerned with competition, and two with costs
and efficiency. Only one is concerned with other factors ("safety and other interests of the
public").
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CHAPTER 2 INDUSTRY CONSULTATIONS

The Consultation Process

As noted earlier, the main thrust of the Review was to obtain and appraise the views of
participants in the NZ passenger transport industry about the present passenger transport
system. Thus the major part of the Review involved a process of consultation with industry
participants. This involved the following tasks.

Task 2: Call for Submissions

This involved an invitation for submissions through:

« Press advertisements

« Letter to all local authorities

e Letters to PT operators on regional council mailing lists

+ Details in newsletters of BCA, NZ Taxi Federation and Local Government Association.

The call for submissions was supplemented by a 2-page note on "Terms of Reference and
Consultation Process".

Task 3: Initial Documentation/Examination of Submissions
The consultants prepared a summary of each submission received, categorising all points
within a systematic framework and adding additional comments, queries etc.

Task 4: Interviews

Interviews were held with all those submitters requesting them. Most of these were face-to-
face meetings, lasting up to 3-4 hours. Some were by way of extended telephone
discussions.

The interviews involved more detailed presentation/elucidation of the written submissions
by the submitter; addition of further points; discussion with the consultants of the
importance, cause and validity of some of the points raised; and discussion of the merits and
implications of any changes to the system suggested by the submitter.

Task 5: Expanded Documentation/Examination of Submissions

Following each interview, the consultants expanded and refined the initial documentation
of the submission, so as to provide a summary of key points made by the submitter in their
written submission and the interview.

Task 6: Feedback from Industry

Each submitter interviewed was then provided with a copy of the expanded documentation
of their views. Any comments received from the submitter on this document were then
incorporated in a revised, comprehensive listing of industry views.

Task 7: Summary of Industry Views
An overall summary of industry views was then prepared by the consultants: this has been
incorporated into this report.

Task 8: Appraisal of Potential Changes

This key task involved appraisal of the industry concerns (in terms of validity, cause and
importance) and assessment of possible changes that might address these concerns. It
concluded with a series of recommendations on changes to the CPPs and other aspects of
the procurement system.
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A meeting with PTAG was held during this task, to provide feedback on the findings up to
this stage. Some further written comments were also made by PTAG members following
this meeting.

Task 9: Reporting

A draft report was first prepared, for review by the project Steering Group and for
presentation to PTAG. This final version was then prepared in the light of the comments
received from PTAG members.

The Submitters

31 groups/organisations made submissions to the Review (following several extensions of
the original time limit).

They may be divided into:

Regional Councils 7
District Councils 3
PT (bus) operators 17
Others 4
Total 31.

The full list of submitters is attached, in Appendix A.

Meetings or extended phone calls were held with 12 of these submitters (5 regional councils,
7 operators).

It is perhaps notable that:

» There were no submissions from taxi or small passenger vehicle operators.

»  Very few submissions were from public transport user groups or individuals (although
this is not surprising, given that the Review was directed primarily at the concerns of
those in the passenger transport industry).

e There was no submission from New Zealand Rail Ltd.

Thus the submissions received were primarily from the long-established operators of
"conventional" buses and from the main regulatory/contracting authorities (the regional
councils). The operators involved in submissions operate the majority of urban route bus
services in New Zealand; while the regional councils involved are responsible for the.
majority of urban passenger transport services.

Many of the submissions were clearly self-seeking. This is as it should be. We wanted to
know the concerns of the industry as it affected the participants. But as a result the
prescriptions suggested were often conflicting, eg. new entrant vs established operator,
operator vs regional council, etc.

Submission Summary and Analysis

A summary of each submission has been prepared, in tabular form (this runs to ¢.50 pages,
and is available separately).

This summary sets out, for each submission:
* The concerns/problems/issues raised by the submitter



» The changes/solutions suggested by the submitter to ameliorate these concerns/problems
» Categorisation of each concern/problem (see below)
» Initial consultant comments on the concerns/problems and suggested changes/solutions.

The concerns/problems/issues raised have been categorised broadly into:

(A) General (fundamental) issues re transport law reform system, PT funding,
Government/TNZ policies for PT etc.

B) Issues on specific points/clauses in the CPPs.

©) Issues on RC interpretation or application of the CPPs.

The next two chapters of this paper set out our summary and appraisal of the concerns
raised. Chapter 3 covers category (A) above, the general/fundamental concerns. Chapter 4
covers the concerns relating to the specific aspects of the CPPs and the RCs application of
the CPPs in the tendering/contracting process.



3.1

CHAPTER 3 SUMMARY AND APPRAISAL OF INDUSTRY
CONCERNS - GENERAL/POLICY ISSUES

Overview

This chapter provides a summary of industry concerns and our appraisal of these concerns,
relating to aspects of the NZ passenger transport system other than the CPPs and their
application by regional councils.

Our approach to the summary and appraisal task was as follows, with regard to each point
raised by submitters (in some cases the same or very similar point is made in more than one
submission):

« To clarify and summarise the concern, problem or issue raised.

» To categorise the concern etc, ie. whether it relates to general/policy issues, to specific
points in the CPPs (and to identify the CPP clause in this case), or to RC interpretation
or application of the CPPs.

» To identify the underlying cause of the concern etc (where this is not obvious).

» To assess the validity of the concern etc. This assessment has primarily addressed
whether the concern is valid (in our judgement) in the context of the Government’s
general objectives for passenger transport and, where appropriate, the specific objectives
laid down for CPPs (refer Section 1.4). It has also checked whether there is any factual
basis to the concern and has commented on the validity of the concern in relation to the
interests and viewpoint of the submitter.

» To assess the importance and/or extent of the concern (if valid). Assuming the concern
is valid, it is helpful to know how important the problem/deficiency is in hindering
achievement of the stated objectives.

» To identify possible solution(s) or changes(s) to the present system/procedures which
will ameliorate the defined concern/problem. The solutions/changes identified are
primarily the views of the consultants as to what might be effective in addressing the
concerns/problems expressed by the submitters. However, many of the submitters have
themselves suggested solutions/changes, and we have borrowed from and built on these
in developing the solutions/changes proposed.

» To describe the main implications of the proposed solutions/changes.

« To make recommendations on means of addressing the concern/problem, if appropriate
at this stage of the review process.

In regard to the general/policy issues covered in this chapter, the Review was required to
outline potential solutions and their implications in broad terms only, and was not in general
expected to make specific recommendations at this stage. It was recognised that further work
might subsequently be required to develop and assess in more detail any potential changes
outside the present legislative system and the existing CPP framework.

The appraisal approach summarised above has been couched in terms of a point-by-point
analysis. However, in practice this has its limitations and is not on its own appropriate. In
many cases there is not a simple 1:1 correspondence between concerns/problems and
solutions/changes. Typically submitters perceive a number of concerns/problems with the
present system which are best addressed in total rather than in isolation, through an
alternative "package" of measures which may be more successful than the present system
in meeting the submitter’s perception of desirable objectives. "Solutions” thus often cannot
be considered as a set of isolated components, but rather as an integrated, consistent
"package" of measures which together attempt to follow a certain philosophy or policy
direction for PT service provision.
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3.2

3.2.1

Thus in regard to a number of types of concerns raised in the following sections of this
chapter, "packages" of solutions have been formulated to address groups of concerns rather
than addressing each concern in isolation.

The Research Brief for the Review noted four specific areas of concern voiced by operators
and regional councils that had been identified prior to the start of the Review. These are
dealt with in the next section, below. Following this, the other general/policy concerns are
dealt with in the subsequent sections of this chapter.

The Original Concerns

Four specific areas of concern raised by operators and regional councils prior to the start of
the Review were identified in the Research Brief:

(A) potential formation of bus company monopolies
B) lack of investment in the industry

© lack of incentives for operators to improve services
) declining patronage.

Appendix B (Table B1) summarises the responses of each submitter relating specifically to

these four areas of concern. It should be noted that:

» Most written submissions did not address these four areas specifically, but some did so.

« In some interviews, submitters were asked for their views on these four areas, even if
not specifically covered in their written submissions.

Table 3.1 summarises in numerical terms the responses relating to these four areas. It may
be noted that in each case 50-70% of the respondents did not raise the issue specifically,
suggesting (prima facie) that it was not of prime concern to them.

The following sub-sections cover each of the four concerns in turn, summarising the
industry views, our appraisal of them and a discussion of potential solutions addressing the
concerns. Table 3.2 provides an overview of the four concerns and our appraisal of them.

Potential Formation of Bus Company Monopolies

This was not seen as a prime concern by most submitters, although there were concerns,
particularly from smaller operators, about the dangers of the market being dominated by few
large operators. In summary, the response was:

*  Operators - two of the smaller operators gave this as a major concern, while larger
operators considered it little or no problem.

»  Regional councils - not generally seen as a substantial concern, although aware of
predatory behaviour by dominant operators.

»  Others - Wellington CC/Cable Car saw this as a major concern (in the Wellington
region).

Local area monopolies could come about from two factors:

) Present practices in some regions which tend to favour the incumbent may lead to
reductions in contestability (the threat of competition) to the point where incumbent
operators may effectively become local monopolies. This monopoly position will
enable the incumbent to generate "super profits", hence making it even better able
to defend its monopoly and to drive up contract prices.

11



3.2.2

2) There is a view that local area monopolies are the "natural" state of the urban bus
industry, given the underlying economics of the industry and the services it provides
(in terms of economies of scope, route density etc). The total cost (operator plus
user plus administration) of a given level of service is likely to be lower with only
one operator’. This would indicate a natural tendency towards a monopoly supplier
in any area.

There is a range of potential measures aimed at enhancing contestability, which would
discourage any tendency to area monopolies. Many aspects of the present CPPs are directed
at this objective, as are other recommendations elsewhere in this report. It might be expected
to be in the interests of individual regional councils to pursue such approaches, as public
funding requirements would be reduced. However to date, some regional councils appear
in practice to have tended to favour maintaining the status quo rather than encouraging
contestability.

An alternative approach to discouraging local monopolies would be to impose a market

share limitation for any one operator in any area/region. This is not recommended, as:

* Measures designed to enhance contestability should discourage the formation of local
monopolies and should achieve the efficiency and competition objectives of the TNZ
Act.

« It would be an inferior way of achieving such objectives.

» It may contravene the Commerce Act (a legal opinion would be required).

If it were accepted that local area monopolies are the "natural" state of the industry and
should therefore be encouraged and catered for, this would suggest adoption of an area
franchise system: one operator would be granted monopoly rights in a defined area for a
fixed period of time, with some periodic review (perhaps through a competitive tendering
process) of the choice of operator and the funding arrangements. Area franchises are
addressed in a subsequent section.

Our conclusions relating to this single concern are:

« It is a valid concern, inasmuch as there seems a substantial possibility of it occurring
and, if so, it may well lead to significant increases in public funding requirements.

» It is therefore potentially important.

« It is best addressed through a range of measures to enhance contestability, which would
be consistent with the efficiency and competition objectives of the TNZ Act.

« A number of recommendations in this report are directed at maintaining or enhancing
contestability, through the CPP process. RCs should also adopt practices which are
consistent with this thrust (as discussed in Chapter 4).

» While limitations on market share could help to overcome the problem, these would be
inferior means (in terms of efficiency objectives etc) of ensuring an effective competitive
market. They are therefore not recommended.

» The establishment of a local area franchise system, instead of the present contract
system, could formalise any tendencies to formation of area monopolies. Such an option
is discussed further, in a later section of this chapter.

Lack of Industry Investment

Lack of investment under the present system was seen as a substantial concern by operators.

2 Provided the one operator is no less efficient as a result.
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In summary the response was:

»  Operators - a substantial proportion of operators see this as a major concern,
although they recognise that the problem is being somewhat ameliorated by the
introduction of vehicle quality standards (VQS).

+  Regional councils - do not see as a major concern, and consider it is being largely
resolved through the introduction of VQS.

e Others - no specific responses.

Operators recognised that the investment "problem" may be ameliorated by the introduction
of VQS. However, the general view remained that uncertainties inherent in the present
system (eg. relating to commercial service notifications, length of contracts, possibilities of
early contract termination, etc) do not provide a confident climate for investment.

Existing operators, who see themselves in the business in the long term, are naturally
anxious to see tender prices provide sufficient margin to enable them to maintain a fleet
replacement programme, and are wary of the dangers of others winning services from them
by under-pricing, as a result of allowing inadequate provision for reinvestment.

The CPPs do not explicitly address the investment issue, but merely provide a framework
within which regional councils may adopt vehicle standards or age criteria, provided they
are not unduly restrictive of competition.

Most regional councils are now adopting VQS, as mandatory minimum fleet standards for
contracted services. The VQS cover vehicle age (the most important single component in
the standards) and other customer-oriented vehicle features (eg. step height): to an extent
vehicle age appears to be used as a proxy for other customer-oriented features which are
difficult to quantify directly. There is no doubt that the VQS are having some effects in
reducing competition (by eliminating from the market some smaller operators of older
fleets), in enhancing vehicle standards and increasing vehicle investment over what
otherwise would have occurred, and probably increasing contract prices over the medium
term.

However, it is important to recognise that investment should only be regarded as a means
to an end - in this case to provide cost-effective services attractive to potential users. Under
the previous regime there may have been a tendency for operators to over-invest in standard
"city" buses, rather than focus on offering a range of services attuned to user needs (ie. a
tendency to adopt a production focus rather than a customer focus).

In the current funding climate, it is important that investment is justified in terms of reduced
operating costs, higher revenue or both. The current VQS tend to give undue weighting to
vehicle age criteria (which is the main trigger for new investment), partially at the expense
of other customer-oriented vehicle features, which might be better reflected directly in the
standards: age may not necessarily be a good proxy for. such customer-oriented vehicle
features. The emphasis on vehicle age may unnecessarily increase the industry’s costs. If
investment needs to be driven through mandatory VQS, this raises the question as to
whether the investment would otherwise be warranted and whether operators are being faced
with the right incentive signals in relation to new investment.

Measures other than VQS which could provide further encouragement for operator

investment include:

« Contracts of longer duration (eg. 7-10 years for buses), closer to the economic life of
vehicles. While this may somewhat improve the investment climate, it also seems likely
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to reduce competition and thereby may increase public funding requirements.

* Measures to increase the proportion of commercial services, so that operators are more
"in control of their own destiny" and are therefore more likely to reinvest. The merits of
such an approach are discussed later.

+ Reintroduction of a non-contestable area monopoly situation (perhaps similar to pre-
1991), with specific capital funding provisions (new bus grants etc.). The removal of any
form of contestability would undoubtedly lead to higher funding levels, and not
necessarily any improvement in service quality: such a solution is therefore not
recommended.

» Adoption of some form of output-based funding (eg. on a per passenger kilometre basis)
for contracts, to better approximate to a commercial incentive structure for the operator.
This would give contracted operators greater incentive to adopt the optimum type of
vehicles and to upgrade their fleet where justified by the market response.

We doubt whether any of these measures is justified primarily to address the investment

issue. We would recommend that:

* No changes be made to the CPP mandatory provisions specifically to address the
investment issue.

» More flexibility in contract length be allowed, with the expectation that this will increase
average contract periods.

* Regional councils should be encouraged to adopt VQS, which encourage provision of
reasonably customer-oriented vehicles (and wherever possible reflect this customer-
orientation directly rather than through vehicle age).

* The merits of adopting some form of output-based funding for contract payments be
further explored, in a wider context.

» The possibilities of adopting a more commercially-based system be further explored
(refer later section on alternative regulatory systems).

3.2.3 Lack of Operator Incentives to Improve Services

Of the four original nominated areas of concern, this issue appeared to be of most concern
to submitters, particularly among operators. In summary, the response was:

* Operators - strong views that this is a major concern: operators currently have little
incentive in terms of service planning, innovation or service quality.

* Regional councils - largely agree with operators (although may not accept operator view
that some of the fault lies with the RCs).

« Others - no specific responses.

We believe that the concerns are largely valid, and that this is one of the most important
issues in providing an effective public transport system. Market responsiveness and
innovation were regarded as important objectives to be achieved through the transport law
reform process, but in our view these have not been achieved to any substantial extent.

The concerns arise at four different levels:

i.  On account of the low proportion of commercial services. Operators have a large
measure of control over commercial services, and have the incentives to modify
them in accordance with normal commercial signals. However, they have much
lesser control and incentive in relation to contract services. The case for going
towards a system with a higher proportion of "commercial" services is addressed
later.
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ii. In the development of specifications for contract services. Current practice is
generally for the initial service specification to be largely done by the regional
council. However, operators consider it vital that they have the major role in
detailed planning of services (whether commercial or contract), as they consider they
are much closer to customer needs than the regulatory authority and also able to
optimise their operational efficiency. However, some regional councils are less
convinced about how "close to the market" many operators are in practice, and are
(understandably) more comfortable with their current role.

iii. At the tender bid stage. Because of the prime emphasis on lowest price conforming
tenders, operators have generally little incentive to offer better than the minimum
specified service in their tender bids.

iv. During the life of a contract. As average fare revenue typically covers in the order
of 50% of gross costs, operators will have very limited incentive to increase levels
of service unless they are able to negotiate increased contract payments. (In some
cases the regional council has been prepared to vary contract payments for increased
services proposed by the operator.)

In a normal commercial market, the providers of the product/service are responsible for
designing the service they are to provide. It would be reasonable to expect that operators,
faced with the right commercial incentives, would be better able to plan optimum services
than a regulatory authority lacking the commercial incentives and with less knowledge of
operational aspects. However, the practical evidence on this point is not conclusive. In the
UK since 1986, the bus services planned by the regulatory authority in London appear to
have been more successful in retaining patronage than those commercial services developed
by operators in the rest of the UK, although commercial services have been notably
successful in some areas. In the NZ context, it might be expected to take some time for
operators used to the pre-1991 situation to develop commercially-oriented service planning
skills.

A crucial point in relation to this issue is that appropriate incentive structures are necessary
if operators are to be more proactive in expanding and innovating services where warranted.
As noted under points iii) and iv) above, current payment structures do not provide
appropriate incentives. One promising approach would be to adopt output-related payment
structures for contracts (eg. relating to passenger kilometres), as described in the previous
section. The effect of such output-related funding could be to establish a quasi-commercial
market, which would enable the regional councils to leave a greater responsibility for service
planning to the operator.

We consider that output-based funding for contracts could be introduced by regional
councils within the present CPPs, and that it could do much to improve the market
responsiveness of passenger transport services.

However, there is little point in operators having the incentive unless they are also given the
scope and responsibility to properly optimise services, rather than just make marginal
changes. This suggests the case for giving operators wider responsibility for developing
services over an extended area, rather than on a single route or narrow corridor. This is the
Area Franchise concept, where a single operator is typically responsible for planning and
operating all services in a defined area, subject only to broad service guidelines. An output-
based payment structure could be appropriate under such a system. Area franchises are
discussed in more detail later.
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3.2.4

3.3
3.3.1

Our main recommendations here to provide better incentives to operators to achieve

improved services are:

+ To pursue the concept of output-related contract payments. These could be applied within
the existing CPPs, and should be examined further by TNZ and regional councils.

» For regional councils to liaise closely with operators (incumbent and other) in the
development of RFT service specifications; and to be willing to consider adjustments of
contract payments to encourage service improvements during the life of the contract.
(This practice already occurs in some regions.)

The merits of an area franchise system or of a system having a greater emphasis on
"commercial" services, as a means of increasing commercially-oriented incentives, are
discussed later.

Declining Patronage

Most submitters did not consider that declining patronage was a substantial concern, or at
least not a concern related to the present regulatory system. The dominant view expressed
was that declining patronage was largely a result of underlying economic trends, rather than
the TLR system. However it was noted that the changes and publicity associated with TLR
did have an adverse effect on patronage, and that any changes and uncertainty about services
are likely to have adverse effects.

Earlier concerns about patronage declines have recently reduced, in the light of the reduced
rate of decline and some increases over the last 1-2 years. Some views were expressed that
patronage was now increasing at a healthy rate, and that there would need to be very good
reason to "rock the boat" in this situation.

Our views are that:

» The single largest influence on patronage trends over the last 5-10 years has been the
underlying economic situation, with its effect on CBD employment in particular.

» In some centres patronage was adversely affected (in some cases substantially) by the
uncertainty, service/operator changes and bad publicity associated with the introduction
of TLR - rather than by any actual changes in service levels or quality.

« It is unclear whether present overall patronage levels are higher or lower than they would
have been if the pre-1991 system had been continued.

What is important is that services be market-responsive in order to ensure that their usage
is encouraged. As a broad generalisation, it might be said that they were relatively
unresponsive under the pre-1991 regime and remain so now. There are a number of means
of achieving a more market-responsive system, as discussed above in the previous section.
A further requirement is for reasonable stability of services. The recommendations of the
previous section essentially also apply to this issue.

Other General/Policy Concerns

Overview
This section covers those significant concerns raised of a general/policy nature, additional
to the four original concerns discussed in the previous section.

Appendix B sets out, in Table B2, the main general/policy points raised by the individual
submitters, and includes the solutions/changes to meet these concerns which were put
forward in many cases.
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Table 3.3 provides a summary of these concerns and suggested solutions/changes grouped
by issue category. (It does not include the four original concerns which were covered in the
previous section.) For each area of concern, Table 3.3 covers:

- its apparent cause

- our assessment of its validity

- our assessment of its extent/importance

- some possible solutions

- implications arising from these solutions.

There are obvious difficulties in trying to assess the relative importance of different issues.
However, it appears that the most important/strongest concerns (from the viewpoint of
submitters) are as summarised in Table 3.4.

A number of the concerns noted in Tables 3.3, 3.4 result from the nature of the present
system of economic regulation being adopted for passenger transport (broadly, a commercial
service system in conjunction with competitive tendering). To the extent that these concerns
are valid, cannot be accommodated within the present regulatory system and CPP
framework, and are to be addressed, then this is best done by changes to the regulatory
system. Some potential such changes are described in Section 3.4 following.

Other concerns set out in Table 3.3 would clearly not require changes to the overall system
of economic regulation. Some suggested solutions to the most important concerns identified
in this category are included in Table 3.4.

The following sub-sections address each of the strongest areas of concern (as in Table 3.4),
and summarise our views on the validity of the concerns expressed, on possible solutions
and their implications and on consequent recommendations. They need to be read in
conjunction with Tables 3.3, 3.4. As appropriate, reference is made to other sections of the
report, where the issues are more fully addressed.

National Public Transport Policy and Funding Issues

There was a call, particularly from operators, for a clear statement of national policy relating
to the role and funding of public transport. The absence of clear national objectives and
policies was seen as symptomatic of the lack of Central Government commitment to public
transport.

We believe that government intervention in the provision of public passenger transport may
be warranted on three main grounds:

» Economies of scale. There are strong economies of scale in the total (operator plus user)
costs of public transport’. Where there are economies of scale, the average cost (which
would be charged in a commercial market) is higher than the marginal cost (which is the
price which should be charged to maximise social and economic benefits). Therefore a
fully commercial market would provide less than the social optimum level of service.

If the value of the time spent accessing (walking and waiting) and travelling on public
transport is included, these user costs are a significant proportion of the total social cost of
travel. Increasing the number of people using the system leads to increased frequencies, or
route coverage, which reduces the access cost for existing users.
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There is thus a case for public subsidy on economic efficiency grounds, to maximise
economic benefits.

* Congestion. Where roads are congested, the motorist does not currently pay the full
social cost associated with his/her use of the road. The optimum solution to this
deficiency would be a more economically efficient road pricing system, including a
component of congestion pricing on motorists (such a system may result from the current
Land Transport Pricing Study). In the absence of such a system, a "second-best" solution
is to subsidise public transport in congested situations, in order to attract potential
motorists and thus reduce total resource costs of the transport system.

* Transport disadvantaged. The almost universal availability of the motorcar has greatly
enhanced the mobility of most of the population, but has led to changes in the social
infrastructure (closure of local shops, etc). Public transport services have declined with
declining patronage, yet transport is more important than ever to gain access to the
necessities of life. This has left those without access to a car doubly disadvantaged, and
indicates a case for subsidy on social/equity grounds. ‘ '

In addition to these three grounds, there are also arguments for government promoting
public transport and its use, for its contribution to sustainability goals and to environmental
(global and local) and safety goals.

We believe it would be desirable for a clear statement at the national level of the desired
future role of public transport, of the way in which it might contribute to national objectives,
and of the basis of national funding to help achieve these objectives. This statement would
need to be framed in the light of the findings from the Land Transport Pricing Study. The
proposed National Land Transport Strategy would seem the appropriate place for such a
statement. '

It should of course be recognised that national policies will provide no more than a broad
policy and funding framework for the provision of local public transport services. Within
such a framework, each regional council would continue to be responsible for setting its
own regional objectives and priorities, for determining the appropriate types and level of
service to best meet these objectives, and for raising the major part of any public funding
required.

A further benefit of adoption of a clear funding policy for public transport at the national
level would be to remove or reduce the risk of operator contracts being cancelled due to
lack of government funding. This risk in existing contracts was of substantial concern to
some operators and seems likely to inhibit competition and maybe increase tender prices.
We make a number of suggestions as to how this problem may be overcome, involving
guarantee of continued funding over the life of existing contracts, from TNZ/national
government and/or regional councils. This issue is discussed further in Chapter 4.

It is recognised that work is currently in progress on the preparation of a National Land
Transport Strategy and on the development of Government funding policy for passenger
transport: the concerns covered in this section may be met when this work comes to fruition.
Nature of the Transport Law Reform System

A number of operators voiced the view that the TLR system produces an excessive focus
on the tendering/contracting process and on cost minimisation, to the detriment of service
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quality and user orientation. It was suggested that the system has been successful in
reducing unit costs but might now have outlived its usefulness. It was not clear whether the
criticisms are primarily directed at the CPPs, or at the wider TLR system.

In our view the concerns are only partly valid:

+ The CPPs are the means only of procuring services and are only one part of the overall
TLR package. The major responsibility for service quality etc lies with regional councils,
through their approach to service specification.

e The competitive tendering system has undoubtedly placed a greater focus than previously
on cost minimisation, but this is within whatever service specification and standards are
stipulated by the regional council. However, it is probably fair to comment that regional
councils have been somewhat cautious in encouraging tenders that provide better than
the minimum service requirement.

« There is no doubt that the tendering process and issues associated with it (eg.
commercial service tactics) have tended to take up substantial time of both regional’
council staff and operator managements, maybe to the detriment of developing more
attractive services. This problem is likely to remain, but may be become less severe now
all parties have become familiar with the tendering process.

The overall issue is about striking the optimum balance between:

» maintaining a competitive market and continuing pressures on costs, through offering
services for competitive tendering with reasonable frequency; and

« achieving stability/continuity of services, for both operators and users, .through less
frequent tendering procedures and longer/larger contracts; and providing an appropriate
framework and incentives for regional councils and operators to provide attractive user-
oriented services.

We make a number of recommendations elsewhere in the report which impinge on this
issue, particularly:

» Further investigation of the scope for introducing output-based funding, either within the
existing regulatory/CPP system or within an alternative system. This should provide
improved incentive structures for operators, thus encouraging service innovation and
quality improvements (refer Section 3.2.2).

+ Introduce more flexibility in terms of contract lengths, which is likely to increase average
contract durations and reduce the extent of retendering.

» Investigate alternative regulatory systems, including area franchise systems: this could
result in larger and longer contracts, with increased operator responsibility for service
planning and a reduction of resources involved in the tendering process.

Nature of CPPs

A number of operators and regional councils criticised the CPPs in general terms, principally
for being too inflexible or prescriptive. Others criticised the CPPs on the grounds that:
» They were too prescriptive in some respects, not sufficiently prescriptive in others.
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« They were not prescriptive enough, effectively resulting in very different tendering
procedures in different regions.

» They were too limited, focusing almost entirely on competition objectives at the expense
of the other CPP requirements of the TNZ Act.

Not unexpectedly, the view that the CPPs are too prescriptive came largely from regional
councils. To the extent that operators also took this view, it was not clear whether their
criticism was of the CPPs themselves, or the overall tender/contract package offered by the
regional council concerned.

In our view, the main issue here is the extent to which TNZ should define mandatory
national procedures rather than leave the determination of procedures to the discretion of
each regional council (provided, under the existing legislation, that these procedures are
consistent with TNZ Act S19). Our suggested approach on this issue is described in
Chapter 4. Recommended elements in this approach include:

« Ensure that the mandatory CPP requirements focus on the key aspects needed to meet
the objectives of the TNZ Act (Section 19). Other aspects would be generally covered
by CPP Guidelines.

+ Encourage regional councils to take a flexible approach towards service improvements
at all stages, ie. in service specification at the pre-tender stage, in tender evaluation and
during the life of the contract.

+ Investigate improved operator incentive structures, such as through output-based funding.

 Clarify that TNZ will consider alternative CPPs submitted by regional councils, provided
they are consistent with the requirements of the TNZ Act.

Commercial Service Issues

The general issue raised under this heading was that the present regulatory system involving
two types of services, commercial and contracted, does not work very successfully in
practice. Problems stem both from the legislation itself and the practices applied by the
regional councils. The main problems arise at the interface between commercial and
contracted services:

« In many cases, operators resort to "tactical" notifications of commercial services, to
protect their market share. But these are very liable to be withdrawn. The result may be
continual service changes and high administrative costs for those services that are at the
margin of being commercially viable.

« A particular case of this problem is the practice of regional councils encouraging
commercial notifications following the selection of a preferred tenderer but before
contract award. This particular problem is discussed in more detail in Chapter 4 and not
covered further here.

These problems were raised by a number of submitters, particularly the larger regional

councils. We would also comment on other problems relating to commercial services (which

were not given much prominence in the submissions). These relate primarily to the lack of

direct influence of regional councils over such services, which has a number of aspects and

implications:

« Regional councils cannot control service or vehicle standards for commercial services.
However they can indirectly influence these by threatening to "contract over" if they
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3.3.7

consider the standards inadequate.

» Similarly, regional councils cannot control fares on commercial services: again they may
"contract over". In practice, given the overall dominance of contract services in most
centres, the prevailing fares are effectively those set by the regional council for contract
services, and these are broadly followed by commercial services.

* Operators are not obliged to provide any information on the performance of commercial
services, other than that required for registration purposes (timetables, fares etc). This
means, inter alia, that no comprehensive information is available to regional councils or
TNZ on patronage within each region.

These deficiencies inherent in the present "mixed" system are, in our view, of some
significance. They suggest the case for changing to an alternative regulatory system which
reduces or eliminates the distinction between the two types of service. Possible alternatives
are a system with a much higher proportion of "commercial" services, or a system under
which all services are contracted. Alternative regulatory systems of this type are discussed
in the next main section (3.4).

Service Planning and Innovation Issues

The issues here are that:

» Operators are being given little responsibility for detailed service planning: this has been
largely taken over by regional councils, with the result (in the view of operators) that
services are less responsive to the market and provided less efficiently.

» The development of new and/or innovative services is difficult under the present
contracting and funding procedures, as these lack sufficient flexibiity.

These concerns primarily, but not solely, come from operators. The original concern about
"lack of operator incentives to improve services" relates to these issues, and the
discussion/recommendations relating to this original concern also apply in this case (refer
S3.2.3).

Treatment of High Capital/Fixed Asset Modes

The main issues arising under this heading were:

* The difficulties of achieving a reasonable level of contestability in the case of a
monopoly supplier (eg. NZ Rail Ltd in terms of urban rail services). Some submitters
claimed that the "Sole Supplier" CPP does not constitute a proper competitive process;
while others opposed any policies protecting the rail services from bus competition.

» The difficulties of procuring in an efficient manner services which involve substantial
fixed assets and with a long asset life.

We consider that the concerns expressed are largely valid. There are major difficulties in

this area and it could certainly be claimed that the "Sole Supplier" CPP process only has

limited elements of contestability. Further review of the best approach in this area would

be warranted (the issues were not given great prominence in the submissions). At this stage

our conclusions/recommendations for high capital/long asset life modes relate to:

* The importance in any arrangement of retaining competitive pressures on costs.

» Further exploration of the merits of contracting infrastructure and/or rollingstock on
separate (longer) contracts than for operations, and possibly of changing the legislation
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to allow regional councils to own such assets.

3.3.8 Concessionary Fares Issues

3.4
3.4.1

The main issue under this heading was that the present concession fares procedures (CPP
Chapter 4) are unsatisfactory and cumbersome, and that concession fares should be
determined by regional councils along with other fares. We agree that the present procedures
are unsatisfactory in administrative terms, and are dubious of the competitive nature of the
process involved. However, we recognise that they were added to the original CPPs in
response to a legislative amendment (originally concession fares were to be exempt from
CPP requirements).

In our view, the preferred approach would be to delete the present concessionary fare
provisions (involving the concessionary fares committee requirement), and allow regional
councils to determine concession fares (and reimbursement arrangements) along with other
fares. The commercial service process would be taken as constituting the competitive pricing
procedure as required under the existing legislation: however legal advice would need to be
sought as to the acceptability of this approach. If it is not acceptable, then we suggest the
possibility of a legislative change should be examined.

Alternative Economic Regulatory Systems

Features of Economic Regulatory Systems

The system of economic regulation adopted is concerned with the issues of allocative
efficiency (the type and level of services provided) and productive efficiency (minimising
the costs of a given level of service). Economic regulation may involve price control, output
(service level) restrictions and entry control.

AHocative efficiency relates to the services and fares that are provided. A key issue here
is how the appropriate services/fares are determined and who is responsible for decisions
on this. Two broad approaches are possible:

« Decisions on services/fares are largely made through the commercial market, ie. any
(approved) operator can offer whatever services at whatever fares they like, on a
commercial basis (ie. no public funding is usually involved).

+ Decisions on services/fares are largely made by a public regulatory body (the RCs in
NZ), and these services are then secured from operators by some process.

It is the policy adopted in this area of service/fare determination that primarily characterises
the different economic regulatory models. The present NZ system combines elements of
both the above approaches to service/fare determination: commercial services are first
determined by operators, and the remaining services required are then largely defined by the
RCs (with maybe some operator input) and secured through the competitive tendering
process.

Productive efficiency is concerned with minimising the costs of the defined level (and
quality) of services. World-wide experience is that competition, or the threat of it, is the key

feature needed to help achieve productive efficiency.

Competition may occur through either or both of the following approaches:

22



» Competition in the market (on the road). This occurs when operators provide competing
services on the road, directly competing for passengers. Such services would normally
be provided on a commercial basis, but this is not essential. The UK (outside London)
provides the major example of such a policy. In practice, the extent of direct "head-to-
head" competition in UK has been modest, but there is always a threat of competition
under this "deregulated" system.

» Competition for the market. This is when operators compete for some sort of contract
to provide services. Such competition would normally be through a competitive tendering
process, although in some cases productive efficiency has been sought more through the
application of industry standards or benchmarks (sometimes known as "benchmark
contestability"), maybe accompanied by the threat of tendering, rather than through an
actual competitive tendering process. Competitive tendering processes are characterised
by several key features:

»  how the service is defined, and by which party
«  the basis of selection of the preferred operator
s the basis of determining payments to the operator.

3.4.2 The Present NZ System

3.4.3

The system of economic regulation introduced in NZ under the transport law reform
legislation may be described broadly as a deregulated system (commercial services)
supplemented by a system of competitive tendering for "gap-filling" contracts.

The NZ system is superficially similar to the UK (outside London) model of "deregulation"
or "service competition". However, there are a number of features of both the NZ
environment and the way that the NZ system has been specified (through the legislation and
the regulations) and applied in practice (by the RCs) that make the resultant system very
significantly different from that applying in the UK.

The present NZ system is radically different from the pre-1991 system in NZ, particularly
through the following features:

e Clear separation of regulatory policy (TINZ and RCs) from provision of services
(corporatised or private operators).

» Introduction of competition (or threat of it) for all services, by replacement of the
previous monopoly area franchises with the new deregulated/contracted system.

e Introduction of "commercial" services, over which regulatory authorities have limited
influence.

 Introduction of CPPs to provide a framework for the competitive tendering process for
all services involving public funding.

The legal framework for the current system is principally covered by the Transit New
Zealand Act (1989) and the Transport Services Licensing Act (1989), and their subsequent
amendments.

Concerns Relating to the Present NZ System

The general/policy concerns with the present system raised by submitters have already been
summarised - in Tables 3.2, 3.3 and 3.4 in particular. From this earlier appraisal, a number

*  Note that this is not to suggest that the NZ system is inherently better or worse than the UK

system, or indeed that the differences make it inherently deficient.
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of concerns/issues have been identified which in our view:

« are valid, in whole or part

» are of some relevance and importance

* might be addressed/ameliorated by changes in the present system of economic regulation
(or in some cases possibly by changes to the present CPPs and adoption of a more
innovative approach without amending the current legislation).

These concerns are in summary as follows:

» There is excessive focus on the tendering process and cost minimisation, at the expense
of orientation of services to meet the needs of users.

» Regional Councils are inefficient and not sufficiently market-oriented in service planning.

» Operators lack incentives to develop/improve services.

» The current system discourages industry investment.

» Service integration is difficult under the current system.

» The present regulatory system is unsuccessful, particularly at the interface between
commercial and tendered services.

» Funding requirements for different services are not transparent.

A number of submitters who expressed one or more of the above concerns (and some who
did not) made suggestions for major modifications to the existing regulatory system, or for
adoption of a specified alternative system. Several submitters considered the present NZ
regulatory system as an uncomfortable and unsatisfactory hybrid between the "full
deregulation” model (as adopted in the UK, outside London) on the one side, and the "full
contract” system (as adopted in London) or the "area franchise" system (as adopted for
private operators in Sydney) on the other side. However, it is perhaps notable that, for any
given concern, there was a considerable range of views on the preferred alternative system
which would best ameliorate that concern.

Alternative Regulatory Systems

As noted above, the existing NZ system involves components of "deregulation" (service
provision on a full commercial basis) and of competitive tendering on a route basis for
publicly-funded services. Starting from this position, two very different directions for change
have been identified (from our own appraisal and the views of submitters): to a
"deregulated/commercial"-oriented system, or to an "all contract” or "area franchise" system.
The present system and these alternatives are summarised diagrammatically in Figure 3.1.

An overview of these alternatives is as follows:

» "Commercial" System. The main thrust of this system would be to maximise the extent
of provision of "commercial" services, ie. services for which operators could cover their
costs without bidding for subsidy funds (but which may involve measures to "artificially”
inflate revenues and reduce costs). A range of measures could be adopted to achieve this
(see diagram). The system would become "market driven" rather than "contract driven"
(eg. in terms of price-setting), and the powers of RCs to restrict/discourage commercial
services would be much more limited than now. Operators would be responsible for
planning most of the services, although some residual contracted services might still be
expected. (The system would be generally similar to the present UK (outside London)
system.)

» "All Contract" or "Area Franchise" Systems. These systems move away from the
present system in the opposite direction, ie. to abolish the concept of commercial services
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3.4.5

and to make all services subject to tendering/ contracting procedures. Contracts could be
negative (ie the operator pays a fee to the tendering authority) or subsidised (as now).

Under the "All Contract”" system, the form of contracts could be kept very much as
now, with gross cost or net subsidy bidding and funding. Service planning would be
largely left to the RCs, although (as now) greater or lesser latitude could be given to
operators. (This is similar to the present London model, which has hitherto involved
gross cost contracts, but is to be converted to net subsidy contracts.)

A variant of this is the "Area Franchise" system. This essentially brings a number of
geographically adjacent services together into a single area contract. Establishment of an
area monopoly for a specified operator (at least for the contract duration) gives more
scope for the operator to plan services in the area in an integrated manner (within broad
service guidelines defined by the RC). Typically area franchise systems are characterised
by longer duration contracts than route-based systems and maybe a lesser degree of
contestability, although this does not have to be so. Contestability may be achieved by
benchmarking procedures (with the threat of competition in cases of poor performance)
and/or by periodic direct competition for the franchise. Payment may be on various
bases: on a lump sum basis, or on an output (passenger kms etc) basis, or there may be
no explicit subsidy. (The present Sydney private operator system is of an area franchise
type, but with a very limited degree of contestability.)

This description and that in Figure 3.1 summarise the features typical of each of the
alternative regulatory systems. Perhaps the key features which characterise any system are
as follows:

* Role of commercial services.

» Extent and manner of contestability.

» Basis of service and fare determination.

» Scope of contracts (size; area v route).

* Basis of contract evaluation and payment.

However, it needs to be recognised that, in practice, a wide range of hybrid systems are
possible (and exist in some places), combining features of the different models. For instance,
long duration contracts might be applied in the "All Contract" system, just as in the "Area
Franchise" system; or regional councils might retain prime responsibility for service
planning under the "Area Franchise" system, just as in the "All Contract” system. It is
clearly important in any debate about alternative systems that the proposed system
characteristics are carefully specified.

System Characteristics and Impacts

Table 3.5 provides a summary of the key features of the existing regulatory system and each

of the three alternative regulatory systems illustrated in Figure 3.1. The table presents

information for the four systems, in comparative form, relating to:

» Basic characteristics of the system

» System performance in relation to amelioration of the four original industry concerns and
of other concerns arising in the consultations.

» System performance in relation to the two main CPP-related objectives of the TNZ Act,
ie. encouragement of competition and efficient use of public funds (in terms of both
productive efficiency and allocative efficiency).

In interpreting this table, it is necessary to bear in mind:
» The previous caveat about the need to specify system characteristics carefully before
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3.4.6

drawing any conclusions about system performance.
» That the results are of a preliminary nature only, and that it is outside the scope of this
project to provide a detailed assessment of the merits of alternative regulatory systems.

Examination of the Table 3.5 results (subject to these caveats) indicates the relative
performance of the alternative systems in terms of the TNZ Act objectives and the industry
concerns identified in the project. It is apparent that no one system is clearly superior to
others in regard to addressing these objectives and concerns: a particular alternative system
will be better than the existing on certain aspects, worse on other aspects.

This highlights that the overall merits of moving to an alternative regulatory system will
depend on the trade-offs judged appropriate between different objectives and concerns: there
is no one "best" solution unless these trade-offs are determined.

A number of the submitters themselves advocated a change to a specified alternative system
of economic regulation, as a means of better meeting their concerns overall. These are noted
in Figure 3.1:

« Of the operators, four advocated the "Commercial” system. Three of these indicated the
"Area Franchise" system as an alternative. Another operator advocated this system as its
first preference.

+  Of the RCs, two advocated either an "All Contract” system or an "Area Franchise"
system. A third advocated the "All Contract” system.

Other submitters suggested that the present regulatory system was operating reasonably
satisfactorily, and that a clear-cut case needed to be made to justify any radical change.

There is a clear tendency in the views expressed for operators to prefer systems which give
them greater control over decisions on services etc and which reduce their uncertainty; while
RCs prefer systems which involve some form of contract with operators, which enables
them to have a considerable degree of control over service specifications etc.

Conclusions to Date and Further Issues

The above appraisal indicates that there is not a clear-cut case for moving to an alternative
regulatory system, either in order to ameliorate industry concerns or to better meet the CPP
requirements of the TNZ Act. Whether an alternative system would be "better" in overall
terms depends very much on the relative priorities to be given to specific issues and
objectives: these are not fully defined at this stage.

Further work would therefore be necessary, both to define the most promising alternative
systems and to evaluate their merits on a consistent basis against clearly-defined objectives,
before any definitive view could be formed. It would also need to be examined whether any
change in regulatory system should be mandatory (ie. would have to be applied in all
regions), or permissive (ie. could be applied at the discretion of each regional council).

Furthermore, it is likely that legislative changes would be required (or, at least, desirable)
in order to move towards any of the three regulatory alternatives defined:

» In the case of the "Commercial" system, the TNZ Act is likely to need to be changed to

allow cost rebates (or revenue top-ups) to operators without requiring some competitive
pricing process to determine the quantum of these.
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+ In the case of the ‘All Contract’ and ‘Area Franchise’ systems, the TSLA is likely to
need to be changed to remove the concept of commercial services (or at least to allow
regional councils to abandon this concept if they wish to pursue these systems). While
it may be possible for a regional council to pursue an Area Franchise policy (for
instance) without legislative amendment (but maybe requiring some CPP changes re
contract size etc), such an approach may well face legal challenge.

In addition, our appraisal of CPP-related issues (in Chapter 4) suggests that many of the
concerns expressed can be at least partly met by changes to the CPP Manual, within the
existing legislation.

These factors lead us to recommend a two-pronged approach as most appropriate:

* In the short term (the next few months), to pursue amendments to the CPP Manual,
within the existing legislation, to overcome or ameliorate many of the concerns
expressed.

« In parallel, to further investigate the merits of alternative regulatory systems. This
investigation would essentially compare the alternative systems with this improved
existing system, in terms of their ability to meet the industry concerns and the objectives
of the TNZ Act.
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TABLE 3.1: ORIGINAL CONCERNS - ANALYSIS OF RESPONSES

No. of Responses

Total

Area of Concern Extent of PT Regional Other
Concern Operators Councils
(A)  Formation of Bus Major 2 - 1 3
Coy. Monopolies Moderate 2 1 - 3
Little/none 3 2 - 5
No view 10 4 6 20
Total 17 7 7 31
(B)  Lack of Investment Major 6 - - 6
Moderate 1 - - 1
Little/none 1 3 - 4
No view 9 - 7 16
Total 17 7 7 31
(C)  Lack of Operator Major 6 3 - 9
Incentives re Moderate 4 - - 4
Services Little/none - - - -
No view 7 4 7 18
Total 17 7 7 31
(D)  Declining Patronage  Major 1 - - 1
Moderate 4 1 - 5
Little/mone 2 1 - 3
No view 10 5 7 22
Total 17 7 7 31

29



0¢

"SOOIAIOS JO AMNjIqels Jajeals
2InsSud 03 “(Wo)SAS 90IAIIS [BIDISWIUOD

"9SIAIIO Uy} oseuoned
IOMO] U J[nsal m_a (aroqe O ‘g)
$30IAIOS oA0IdW O} SIANUSOUL

‘wio) Joys u 10935 sSeuoned
a510APE 9ARY ABW 95UBYD AuR ISoW[y

v ¢ uonoeg 15y (D) ysijoqe ‘o1) wasAs joenuod-[[e dopy (D) Jo pue juatmsaau; 1ojerado (019 saporyaa pio) Aupenb
(aa0qe (g) u12ou0)) I9701) ARSnpuy Jo e} ‘wiey Suojwnipaul 's109)35 o5euoned 901AI5S Ul wONeIoN9}ap Jo suondasiog
aAoqe (g) woouo) 059y (d) a1y ur jusunsaaul senbape amosg (g) ur ‘19A9mOH “wapqoid 9SIOApPE 2ABY 0} AJoY (1661) Washs Mau Jo JUSWIYSI[qRISI
(anoge (D) u190U0)) 19JOI jueptodwi/ofew K124 jou Jerp wolsAs mau Jgpun sadueyd 03} Sumepar Arorqnd 2519ApY aSeuoned
2A0Qe (D) wouo) 199y (V) JAISUOdsaI-1o)IRW 218 S301A10S 2msuy (V) SIONIWANS WO MIIA [2ISUAD) Jenunuo) “AupijeA wWog Spuan J1uou0d? Sulk[Iapu(] Surmpag (@)
“diysiaupied 1ojeIodo/ ~diysioupred
Kq sadIAISS SAnEAOUUY/[ELY ur Jojeredo pue O £q |eLn/uonBAOULY
Jo juowdojaasp 10y sampaoold 901AJ0S 10] WISHUBYOSW ApPeal ON
-a8ueyo 4D aunbay (@) Surpuny pue juswainooxd sonponuj (@) JoBNUOD
SBurpuny peseq-mdino JO uopeInp 0] 2nIooe A[Uo [Im
¢ uonosg 1950y (D) s wsAs ssiyourly eomw 1dopy (D) BATIUBOUI ureS onuaAdl Aue SB ‘[[ews SI 9AQUIdUI
(4 ¢ uonoeg [eroueuyy Suons v yim s1opraod 10je1ado ‘s)oBRUOD jOU IOpUN USAH
Ioja1) senseaws jo oSuel \ﬁ% SQ0IAIRS 201A135 £q 29 01 bov:ﬂr SOOIAISS 901AI3S JO S[9AQ]/SpIEpULIS
€ uonoas 1919y (g) Jerosowwod jo uopodord asearouy (g) JArsuodsar-jayrewr SUrASIIR I9US1y 0} uonius0oa1 9AI8 SOIIAISS
jenuoo Suln JO SUBSW 2A1OYO ISON ‘1661 jou saop Ajjensn uOnEN[EAD IApUI] aaorduig
S301AI9S SulkIeA IOJ puB uoneooads “Juepodu -21d ueyy 2sIom ou si uopenys 101e19do 0} S9ARUOU]
201AI0S Y W AN[IGIXS[] 2I0UW UM AI9A SI 1 18U} JOPISUOD S aLING 2y spoadsar Auew 10] Q:ﬁxom s Sutaea] sy 1o3e1adQ
sddD Sunsixa 1opun 2jqissod (V) ‘spoenuod Jo Suipuny paseg-anding (v) "SIONIUQNS JO UIAOUOD JOfRJAl Ul IOA9MOH ‘UI20U0D preA  Aq pauroads A[oBIe] $901AIRS PADBNUOD) Jo yorT (D)
‘010 Aienb
901A19s 19100d ‘53500 JOUSIY ‘sjuswauese Swpuny [endes orgroads
03 pes] 03 AJ23I| Inq ‘w9jqol s aghewr ‘uopemis Ajodouow
JuaunsaAUl JAJ0S AN (D) a1qe3seruoo-uou sonponuisy ()
uonnadwoo
20onpal ABW pue {JUIUWISIAUI
uo joedwl yonw 9ABY [IM
uonEINp JORNUOO Ul SISBIIOUI
[euiSrew Jeyy eopo JoN () syoenuod 1e5uoy (g) ‘9J1] sng [eo1dAy
uoneduod a8eInoosip 0} 2AlIR[2I UOHEIND JORNUOD HOYS
Aewl OS[y "2nUSA3I pue “JUSUISIAUII uopen[eA9
aSeuoned paseaioul £q 195pJ0 J10J oJRUN[D JUSPLUOD B Iopuoy up soud 1somoj uo siseyduwg
2q s SOA JoysIy 107 1500 -uonpdope opraoid jou saop [us siojerado Surpeiddn/emaust 1sse oxmbar
Jer AJojIun Surads [ersuas SOA YA OS SS9] JBUYMOWOS 10] AJurepiooun Suinuiuod 01 SL.TY ul spiepuels ojenbape jo yow
uj ‘pannbal aq asIMIAYO Supwooaq nq ‘uepodunt 2y “19AMOH "SOA JO uondope oLI9 JUSUNSIAU]
PINOM JeUM IDAO S[PAZ] O yoes SI )1 ey 19pIsuo)) ‘siojerado Y Aq_poonpas Sureq wojqoxd LUl Supyes, urepeoun Surpuodsaiioo Ansnpuj
Sulpunj 4 osearoul 03 AT (V) £q SOA Jo uondope pue juswdojaasq (V) Aq uIadu0o Jofew B Se papieSey ysnouyie ‘piea A[jerousn yim ‘ownar Aropengar maN Jo yoe (g)
- 7d90u09
JAjodouow eore, oy} 9SHBULIOJ
0] ‘AIfIgeIsaiuos Jo sa13ep todoxd
¢ uonoes 195y (@) s “weisAs asiyouely vare eonponuy (Q)
S19pu9) 10J
sddD 2ep SUISO[ IoYe SIOIAISS [BIDIOUIUIOD
Ajipout 10 SOy 01 2ABYT (D) SupIgysIsal woiy sy moesiq Q) "s10j3oduod
SuoI3al enuatod Jo 10A0-23e) J0jRIAAQ
fenpiatpui 0} ajeudoidde SddD 01 suoneuwl| ‘syustuannbar Suppuny Suisearout wat yya ajediwod
‘uosiaax g4 spaaN (€) 2IByS 1deW Wnuwixew ppy (g) snyy pue seoud 1oeNU00 s10jerado 1ayjo J1 s1ojesedo jueulwIop

s 01 dny (v)

“(ssonoexd

uorensiSor [RIOISWII0D ‘OZIS ISpua)
"59) wie} wWnipaut S I0A0 JONIBWE

aannedwos v Sulglso] 0 uopua)e
1918218 2A18 03 SJJD esard urgm

soonoeld s8ueyo 03 sOY [enpiapu] (V)

Suster s1ojerado | Kjodououw,

03 (;3upesy Apeaije)

peaj 01 AjeyI] snunuod o}

ST WSAs 1D Jo 2dAy juasard J1

juepodwn AjjeULjO sIoNIWIQNS
Aq wieouoo Jolew e se u23s JON

“$anLIOINE

Surpung yo jurodmara

pue sioerado Iojjetus Jo
JUIOdADIA WHOJ} “UISOUOO PIBA

£q InoIABYaq AIOJBI[EIAI JO SUOHSIZING
Ia1opug) paniayaid Jo Juswasunouue
I9Ye SUONENSISaI [RIOISIIOD
SurSenoous ‘SOA ‘siopus) 10518 59
uonpadwos a52IM0ISIP 0) puad) UOIYM

soopjoeld SunoenuUOd/SULIAPUY) DN .

sarjodouoy

Auedwo) sng

JO uoneuoy
fenuslod (v)

suonedduy

suonnog

JouBlI0d W AUNXT

ISTRITT

asne))

WI[GOIJ/UIIU0))

TVSIVIAAY - SNYIDNOD TVNIDIHO

e ATAVL




1€

‘sjustianbal

Surpuny 1o 193J0

9sI0ApE A ‘voniadwod
JO 1ueIXa 93npaI KBl

“KI[IqRISSIU0D 19311pUl

10 Juonbaljur yim SaSIyoURL) BAIY
“S1OBIJUO0D

10818] 9qARW pUR UOHEBIND JAFUOT

*030 Suipuny paseq-indino ySnony
QIMINIS SANUAOUI JO Juatisaoiduy

‘SO Aq JUSWan10us pue SuLIcHUOW

‘suoneinal ‘sompaoosd Sunspus)
pasoidulr ySnoiy jromauer)
JdD wesaId urylm uonnjos [erued

‘aunSal

1L U M UonoRISIessIp ol

JO xruo 9y} 0) $208 Ajurepeoun/3unse)
panunuod ay) :ansst juepodu]

"Sa0IAI9S pIepuels ySiy Surastyor
ur eduepIodUl /20UBAS[RI/0]qRIOPISUO))

“SONSSI SSAUIANIILD

9014108 U0 siseydws paseaIout Jo
Inoagj up Sunsa) eoud penunuod
3O JuerXe Suonpal ul JW

2q Aew ‘paaaryor KjoSie] sBuiaes
MmoN “(puepiony ui sdeysad
1deoxa) s3500 nduy paonpa:
ysnoiyy Ansnpui Jo o unt

2q 03 sSurAes SIq [[i3s ate 1oy}
JeY) SNOIAQO JON "Pijea aq Aejy

‘weyqoid o3

103nqLIIU09 © 81 yoeoidde J40 Ing
SddD) ueyy Jayle: ‘uonesyroads
901AIOS 1) 0] Saje]al

wierqoad Jo yonpA AIptjea swog

510 JusueAoIduwy

UOTJBAOUUI S01AIGS

uey) Jeype: ‘goeoxdde 1opusy
Suruioyuoo 9o1d Jemof,
so8eInoous we)sAs Suepus],

‘SAINJONIIS SAIUIDUL Oumzco_umcm

“Supepua) yonu 00],

“SSUINJaSN S} PAAI[INO
aAeY ABW Ing ‘sured AouaidIyR
paonpoid sey wiolSAS YIL »

“SAOIAIOS PAJUSLIO-1asN

‘Anrenb ySpy Suipiaoid uo uey
Jayjel ‘UoneSIWIUI IS0 pue
‘senss SunoenuUod/3uLIopUs)

(6) 11D

©10(

snquid 49)

“Buipuny 14
JO [9A9] [BISAO0 9SBAIOU] ABJA

sO¥

0 UOIIRIOSIP [qRISPISU0D
9AB3] 0} PasU [[1S [[IM
sororjod peuoney 12A0MOH
‘Juswdoreaap Aotjod

10J 3SBq JOULIJ 9PIAOI

(615) 10V ZNLL JO JuaMul fiim
seanoerd Y Jo ATULOU0D ISA0D
03 SuLIojuow JJ70) pualxa aqAey

(ZNL Aq usurdofaaep

Iopun AJJUSLIND) SIVIAILS

1d Jo Asuour J0J anjeA SuLIoyuow
JO WBISAS [BUOTIRU B 99NPOIU]

“Aotjod souegsisse Surpuny [ewndo
ue Juawe[dw 0} pamo[e Sureq ZNL
s 1oie0) (e Apmg Sumong
podsuel] pue ‘ZNL ySnoys)

1.d JO SHjauaq uo (oIessal Jeyun,j

‘(paxmbaz 118 Loijod

Surpuny uo yIom Joyuny) ASarens
yodsuer], pue] [euorjeN pasodod
y3noxy; papraoxd Aped oq KBy
‘Surpuny pue serojod “seanoalqo
J.d UO JUSWIE]S JUSWILIIA0D) T8a[)

1 Sunendiuew o1e oym 950y}

Aq uayo *, WwasAs auy,, JO WSIONLIO
pue uogendiuew o} uado jjosy
SOARS] $1)Y WS Aq pardope wia)sAs
oy :passaidxe Sureq suonensny
1 0] JuBAS[RT AIOA

‘sdd)) 013ueA9[al
10N ‘[je1aa0 Suipuny I J Jejeass

Ul 1S9l AJLIBSSI0SU 10U [[IA JOASMOT]
“7ZN1AA0D) 10] ansst Juepodul]

‘satorjod
pue $2A1193(q0 1e3[0 oY 03 JueHodur

‘sddD U sampaosoid
JO AJULIOJUOD 0) pauuod Ajoge|
BurIojUOW JUsaI ANpPI[BA SUWIOS

‘[oaa] Teontjod 1e pajdasoe oq

0] SPasU UL STY], 'SJO-OpEI} 030
Surpeol A 1J Suipnjour ‘Suipuny
1d Joy siseq teuuy dojeasp

03 Spasu ZN L, “WIA0UO0D PI[BA

‘WW9)SAS

WL Jo wusuodwiod v Ajuo are
Kays 1ng ‘53505 pue uonnaduiod uo
Snooj Jofeul ARy SJJ)) ‘PeASIYOE
129G 9ABY S2A108[qO YT, [[B 10U
ey sreadde Ajuiepn)) seandafqo
Jo Aued a1 Aipl[eA swWoS

Juowainoold

Juo1s1A01d 901AI8S U ABUOLT
103 anfea 1saq apiaoid o1
Juijoe sAem|e Jou se u2es S

“BLIOJLID SuIpuny j 4 uo
Korjod ZNLI/LON Jesd Jo yoe]

0j9
Surpuny 9101 [ J U0 JUSWIeIs
Aotjod teuoneu Jo orT
‘Jre1ap Aue ug saanda{qo

WLL N0 Sumes juswnosop
aarsusyarduiod Jo 9oussqy

U0 SNO0J SAISSIIXD yorosedelg
ue saonpoid wolsAs oYL ‘) vod
WSAS WL AYLGD
*(psonpal
st a[ox Supuny 1d ZNL
J1 uaAd) saonoerd DY Jo ZNIL
Aq SULIOHUOW JASO[D JO] PON D oom
“WRISAS I JO Sijousq
[euIRlxe SHSPaMOOR ‘S]oA9]
Suipuny JJ MIARI 0} PION  » (8) vod
‘uononpal
1500 uo Popoeid ur siseydure
anpun aq o3 sieadde ‘paasiyoe
U2aq aAey 0} jou Jeadde @110
puE 189[0 10U $2A1193[G0 YTL @nvod

sonss] jeuonestuesiQ pue Suipunyg ‘Aorjog 14 [oun (1)

(w2950
suoyearduy suonn[og uEBAIPY/uUELIod U XT AnpieA asne) WO J/UIIIUO)) RETTHENGTIN
SESNOJISTYH JO AUVINIANS - SNIIINOD ADITOL/ TVHINTD CEATAVL




[43

*PAPUSLULLIOD3I
10U SI pue sJusuIIMbal
Jatpo 1surede 03 pjnom sIyL
‘sanpaso1d Sunoeuod/SuLepus)
[eUOIIRU ULIOJIUN

jdope J1 poAjos AJuo Wojqold e

'$$0001d 019 SULIGPUL) Ul S2INJONIS
SAIUROUI PoAOIAWIL OPIACLT o

039

sauljaping Jdo) pastaal ‘sagueyd

pIlom awos £q ,1opua) SUIULIOJU0D
9oud 159mo0},, UO siseydue Sonpay .

PA0qE Y

DY 01 S[Ie1ap 2Ae9] pue (I uI se)

2onjoeld Jo apoy/seurfeping peolq
01 54dD (ZN1) wuesaid a8uey)

‘saurepIng

0] [eLISJBW JoJsuen) ‘SdJ0) Juasard
ul sjuatuaInbal ATojepuew 20npay .

“SaNNOLIP paAredad

QUWIOIIBA0 0] SJJD) SAlRUIANE
Juqgns 01 sy o8eInoduy .

“goupodu JOULA

‘sdd) wensa oy
30 wsponun Judnpal uo joedul [eal Aue
SARY PINOM 10 31} JO 61 S JO Spoadse Jayjo
U0 SNS0J [RUOTHIPPE ey} AjeyIjun Swoag

59V ZNLJO 61S Wim pioode

Ul $em 2W02IN0 AJ9N1] 2 18t papraocid)
sddD eanewsye saoxdde o) paurpout
a10w ZN I, J1 Juepodut oq J0U PO

SddD

paxepai stow yuuad Lew esueunrojrad 1y
J0 Sunioyiuowt pasoidiy “pasnooj indino
Sureq ueyy 19yiel ‘payustio ndul a1e S34D
paspul “AN[LqIXaY SIY) 13}J0 JOU Op SIdD
(urewr) Jua1Md Y 1, "ULIOU Y} WOL] JDJIP
UOIUM SUOHRIMIS 93BT} S0] SJEPOWILION0R
01 9[qe 8q 0] SPadU WISISAS Ay L.

“saAjeswaty uonneduios

10818 0} JUBM JOU Op Jo/pue yojed
QUWIOY JIA1) 03 Pappam aIe A2y asnesaq
SI Seale JAU10 Ul Jopus) Juop siojerado
U0SBaI UL JOASMOH "AJIpI[eA PRIl

‘sddD) pue satorjod

Y ySno1y; paasiyoe aq 03 St 932 Ajjenb
90IAIRS "61°S 10V YA JUSISISUOD ST S
nq “sansst AOUSIIYR 1509 pue uonneduwoo
U0 SI SddD JO SNo0J UIRA "PHeA JON

"SEOURISWINDIID 7)Y [enplAIpul
0] 3{oeq Saje[al [AIIpIeA SWOS

‘Juouingie sy} uayeam

03 SWaas Yorym “ysno s 3ySnos asey
ma ‘panoidde SJJ)) ATRUISYE UMO T}
2ARY 0] JO SJUSWIPUSLIE Y935 0} 3[qe SOY

SO [enpialpul
JO uonaIosIp 18 12516 uo1gal
Y983 Ul $2[I SUnoRnuos/SutIopus ]

padojaasp
Q1M SJJD) YOIYM UO Siseq

‘suorems Jo ofuer opim 0} Suikjdde
JUSWINDOP B YA S[qRIABUL JSoul]y

suoigal

u2am32q senpaooid Sullspus)

Ul $30URIDJJIP JO 9SNBI3q

suo15a1 JuaIaIp ul SuLIepus)
woij paSeInoosip s10jed)

(618) 10V ZNLJjO

sjustusnbal 1930 uLy) I9yIel

‘Kjuo saanoafqo uonnadwod
U0 SNO0J - P 003 SIJD »

"SI9U}0 Ul [e18UaF 00) ‘Seare
swios ur oanduosard 003 S3dD e

‘a[qixapyui/aandiosaid
00} S3dD »

(1) msaD

(1) odm

(1 ow dod

(1) snquid “(¥)
TIV “(0) 11D
(¢ vod

(1) DOSN

1 ous

(91) DMO

(@) Dum

1 ouv

SddD 10} sopinqisuodsayyo aameN (D)

(Spunois 1apia o suopesyIou
[BIDIBUILIOD SULI9P 03 Afiqe O 89)
SIUSLUPUBUIR IOUTUN 9ANIS[0S Yl I9q[E

(sddd

‘spoadse oanelsiSe] Jo malaal  ‘uonesiSa] Sunsixe ot JO ISNIY} AU UIHM ‘USAIS ‘039 ‘seAnuagour 1o3eiado jo 1sn{70U) SrOMaLLIRY SAIRISISS|
0] pea| Aew yoafoid si Jo QWIONNQ  PISSAIPPE 9q 0] 9[qe Jeadde SUISOU0D ISO[A]  SUOSERI Woly ANIPI[EA YSI[qRIse 03 JnoLjiq  oe| ‘sarjodououu Jo Jo8uep (SnoLeA Ld 30U JO MIIASI I0) PIaN e redenusy sy
(9012.19J0Y)
suonedyduy suonnjos RueARY/AIuLLIedmy uNXY ApieA asne) WO J/UIIDU0)) Jpluqng
PIN0Y/SEISNOLSHTY A0 AAVININIS - SNHIONOD ADI'TOL/ TVHIANID CEATIVL




123

‘103ex0do s diyssupred ur sjoefoxd
ohs 03 pajeoo]je 9q 0} (SdJdD SpIsino)

$901A10S SATIEAOUU]

Surpunj pajiwI] 2ARY 03 S MO[[Y ‘Juepodwy PIRA dojaaap 01 saAlueoU Aue JO YoRT N
uogesouu] NARS (3D
*Apeaife y3nous
pley st (Suneyon pue) SadIAIS PeIORNU0d
30 uorjeISour sy “YSe} uoljeISauI
aU3 $93eo1[dUI0D $IDTAIBS [RISISUILIOD
I0A0 [ONU0J JO NoB] “(UONN]OS 9AN03]JD
-)S00 JS0UI Y} 9p1A0Id A[LIesSa0aU JoU
‘Sjuswannbai S0P 11 UayM SOV Aq pansind sewriowios
uoneidaul JuiAzoads sOY yim “SUOTJEIOPISUOD yBnow) suonenys swos upjuepoduy  UISISAS J0RHUOD/[BIOIOWIIOCD " uoyRIZAIUI
‘Wa1sAs BSHJoURI] BAIL 10 10RIIUOD [V 19130 SIBUILIOP JOU PNOYS &m:oszm Jcaﬁo&ﬁ& 9q Kewt ﬁOﬁﬁMQE S0IAISS PIfRA paxiwy ‘sioyeredo Jo owcmvm . DIAIDS DAQYOL O JMOUJIT o oriy
‘W9ISAS JeIdIewWLod Ajegre| Aq
10 “wRISAS asIYoURY BaIR Aq pIISisse UOoHEN[eA IOPUA) IOISEd
9q P[Noo SI ], “seulfepms Oy [eiousd ‘[OUOD - [IeJap Ul $aJIAIIS
upym saotales ueld 0 101eisdo Ayoads 03 Aouspuel O e
10} Aqeqoxd uonn[os paLazald “O¥ 01191 9q PINOYS IBYISYM 10 s0¥ |12 £q pardope ((29] snqnEy
*SAATIUIUL ‘(seanueour oreuidoxdde yym) sqisuodsal aq pinoys SHONNOS SI0B1U0D paseq-oInoy suonnjos Jood ) ogx 1)
M sanijiqisuodsar Suruueyd s1oexado Jatpoym st 901010 Jeyuswepun,] Suruueid J1ameq sonpoid Aay Joyieym aonoerd sonpozd pue ‘jexreur sy 03 250[9 voxeyy {(9)
901AJ9S JO JUSWUSI[E pUE ‘SaInjonns 201AI3S 10J sanjiqisuodsar st wesAs A1ojejngor Ul Jea]o 10U Inq ‘SO0 Uey] JoNIRUL 91} 0} "§301AISS Pa)oRNUOD jou are Koy :Suruuerd 9014108 yoe0oo33e)§
sanuedut sreridordde 10§ pasN JO uond3pas Uy ansst Aoy uenodunpueasiel AUSIH 195010 2q pinoys s1ojead() piea A1qeqold Jouogodord aBXeT o Ul SOY JO JUBLUIAJOAUI SAISSIONT o (L-5) vod
SINSS] Suruue|g 31408 (1)
‘swiejqoxd [enueisqns
‘s1oje1edo saAIg sseo01d Supapua) 2y Jo 0
Io[ews J9A0 sioje1edo 1eS1e] sMoAey pue ssa001d ‘nonnediiod so8eInodsIp pue ssa001d SIPPIW S} Ul SUOLEIIOU 301ALSS 240 (¢) msaD
v ssidey) 1050y atp Jo AuSeyur oy skonsap aonoerd sty yuepodury Supepua) oy sidnisip 901oRId PifeA [ero1atwiod undadoe Jo 201oeld e (0 D0SN
sa1euy o1jqnd ssauIsng
‘snoiqnp aJe sweisAs  ut aq 03 jou Jeadde SwISAS PejoLIU0D puE 1193 108301d 03 SuonEILTIOU
L,a1nd,, aseyy 1040 SeSejuRApR S} pUR “‘SWASAS omd, [EIOISUILIOD U9aMIBq 90BLISIUI I8  Soues [EIDISUIUIOD [ed110E) OJUL (0
res SAIBUISIE OM] UsamIaq PLIGAY A103oB)SIesun [eonoey, ustaSuene Jood € 9q 0) “WRISAS Pa010§ aJe s10e10d() [nySs300NS DgA (2) 0UD
g 208 JaJa1) WRISAS ,10BRU0D [[B, 0) 95uRy) Ue ST WAISAS JU0sald "WolsAS AI0JRNSaI JUSIRIIP 0)  SWIOSS ‘SO1RI ZN I8 ‘S90IAI0S [RIDISUWILIOD (1orNU00/[RIOIOWI0D) 10U ST S01AIRS PaIIRIOD ) M
‘woIsAs , [BIDIOUILOD, SI0UI 0] SFueY) SurSueyo JO SILSUI 0} JUBAS[DI AIo ‘onssT jueniodu] PUE PaIRIU0D JO SIMXIN PI[EA PHQAY IUSSId »  PUR [BIDISLULLOD JO WIASAS POXIN o ‘(a1 ouv
SINSS $ANARS [eROWWE)  (H)
[EAlIENEIEN ]
suonyeaydury suonn[og RUEBAIPY/uBLIod I /UK Aypyes sne) UR[GO.1J/HINDU0)D) Jpugng
PIUOY/SASNOASTY JO AAVIAIANS - SNIIDONOD ADITOd/ TVHINTD CeATAVL




143

‘Joresado snid
Y SiusweSueLe a1muRA U0l Moy

"239 320318
Surjjo1 armjonnseyul
UMO0 0] DY MO[[B

oy uonesi8a| aBuey) .

"(eA0qe se) suonjeredo wioyy Ajereredes
N201SBUI[[01 /AINIONHSBLUL 1OBIUOY)

‘(suonelepisuod oifeyens, 01 Suplosal
UeL) ISYJEI) UOIIBN[BAS JOPUS) Ul JJO
-open} axeul pue ‘s1oje1edo [1el pue sng
410q WoIJ SIOpUS) 3295 03 s S1mbay
1oenued Suneredo

wioyJ (sseooxd Suniepus) feniur) yoisiaoad
sposgurfjor rmonnseyul ajeredsg

aweu
JIOYIOUE Jopun ‘Mot
0} Te[iuis 8 ABUIINSSY

‘sainpadoid ojeredas
dn 395 pue JJD WoIj 219 {Ies opnjoxs

sainssaid AousIoljye 1509
JUSIDIINS 2onpul J0U
S20p pue ‘Sjustedise
1AIRS 1661

a1d wox JuaIaIp S|

K1ojoeJsnes AJSINUO JON e ‘uonnos g0 Jotddns 910s, Juasalg

‘S)oenuod Jetjddns
2]05/51955€ 9JI[-BUO] 01 JUBAS[Y

'$1S0 [t 0 saInssaid 11eXa 03 JNOUJIp
11 el 90ULY PUB ‘$30]AISS SNq pue
urel} usamieq Jjo-apelj uaaald (DM
“THV) [rel 107 paydope sampaocoid
JU0Sa1

-ooueAdelsouepodu weoyusis

'sddD Jo1yddns 9108, M SW0210A0
uasald 1y Jueixe/sourHiodu JueoyuSS

‘sjoenuod (191ddns 9jos) aannadwos
-uou ym wiejqold e Ajjedounid
'sjosse QJ1]-1o3uo] 10J ‘Ajjerouad pijeA

AKpowiwod Jeyy Jo
Ajddns a1 10} uonnedwiod aq Jouued 910y} USY]
1ot1ddns ouo AJuo $1 219U} J1 JUOINULJAP AQ ‘AN,

‘asn ut Apeaife a1e 9say ], "(Ajeyeredas 10 weisAs
JddD unpm) sampasoid JUSISHIP PIaN PIBA

"9J1] Josse
UBY} J19110US YONU S YITyM
“QJI[ JORIUOD JOAD IS0 Jasse
[10J 19A0031 0} SINOABAPUS
Jojesado ‘S)oRNU0d UOYS U]

$901A13S (Aa101

10) urexn 1oj 032 yooissui[jol

JO Jaumo auo AjuQ

"SRAI] JOSSE 0} QALIR]OI
HOYS 00} SIDBIU0D 1834 ¢
‘spunoig o1891ens

U0 SPOW SUIULIAIOP 0} PaN

ssaooid

1ORIIUO0D Y} YBnoy}
syasse jo uonismboe
1ojezedo ayeand

Suipuny a1 Y . o) oam
“oAnnedwoo-1jue

are sgg) Ierfddns sj0g (1) oaa
"sapout {rex/[endes
ysy Joy ajenrdoxdde

0USIAD PIRPUEIS o (01) DMV

SOPOJAL 19SS paxi/endeD yS (W)

"SOOIAILS [RIDISUILIIOD UO SLLUSYIS
JUWASINGUIAT UOISSIOUOD [T (Him
1973030} ‘SODIAISS 10RUOD 10] SUIpuny
paseq-ndino ssnpo/s8emoous]
"Afjeuoneu

AoUOWI-10J-0NBA 90TAISS SUISSOSSe

o1 yoeoidde prepuels ysijqeiss 0} ZNIL

“ooueAd[al/eouEHodun Sw0g

“SWIRISAS SAnBUIAIE £q 9WI0010A0 Afjeried
AJu0 2q 0) AjoX1] “T12A9MOH] ‘pijeA AjeBIer]

"S[qe[RAR
jou AjeS1e] ejep oSeuoned
05 ‘(pajeerndino jou)
pajejas-gndul a1 SjuaABg

‘sdnoig

10SN/SAD]AIIS JURISLIIP

10} Asuoul 10J anjeA

pue SuIpuny Jo sjeas]
Ajnuapt 03 MUNA - (Dogxa

Ppeyuo) jo wiog (1)

‘Joafo1d a1} w0
JUSUSaAUT Jsed JO JUNOIOE e} O POIJIPOLL
aq 0} s1npa00Id UOIIEN[RAS JOPUS} MOTY

"S3SLD 1oNS Ul

‘(sa0qe

20S) A[[eIeuas UOIBAOUUL 901413

ur pue (Y] "39) spoafod mou tofew
U JUSUISA[OAUL 103005 9jeALId JO SULIS)

‘(s10afoxd 13T '89) 159AU] JOU
A 103098 2yeand o) asimIaylo - 30afoid Jo
juawido[aasp Ul JuaunsaAur snotaaxd asiugosar

'spoafoid 1J 1013
uourdofaaapyuorowiord
101098

ojeand aemnoous 0} se
os sainpasoxd 10enu0d

10yeredo pariajoid (Im UoNRI0ZaU MO »  ur juEHodunUBASIRI A10A 3G 0 KPYIT 18U} Papasu axe sanpadoid 10enu0)) PIRA ur AIMQINaY PaaN. e @711V

[EALIBRETER )]

suonvrdury suonnjos NULARY/AIUELIOdW/URXT AnpieA asne) WG J/LINDU0D) Reiitiitndy
PINOY/SASNOISTY A0 XAVINIANS - SNHIINOD ADI'TOJ/TVHIANTD EEATAVL




33

Ausaur wiaysAs 03 juepodury

AplL[RA SUI0S

‘siojerado

paaauS8e Aq ysnoiq

SoseD U0 SSuIpul] ZNI, woly
BupNSaI $S21pal JO NovT

"ZNL 4q uswao1ojus sno1odi Jo
Yor] AQ POUIULIDPUN WSISAS (D o

(1) redenuaym
(@wus0

‘(3111 $8) semnpadold Jusesmquial
srenrdordde yum owsyds [BUOLBU 9ONPONUL PINOYD

‘(o1qe1se3u09 St UoIsIA0Id 901AISS

[erorswiod se ‘ssaooid sanmedwos e 03 103fqns
AJ2Ano3jJe usy) St SUIpun] JUSIOSINGUIIAI 9Y 1) "Sa18]
uoIS520U03 aptacid 0) pamoi[e/painbal 2g pinom
SEO1AIS [erorowod Jo s1ojesad() sfo1 Lorjod a1e]
TeuLrou sy jo ped se sjuswoSuLLIe JUSWSSINAUII pue
SOIRJ UOISSIOUOD SUIULIRNP 01 Y ¥ YD ddD 2192

Jayew euoISal
© Jo Japew £o1jod [euonjeu e oq Siy) pinoys

Jueproduiy

‘uone|side] feurdiio oy ul
(31 SB) WiaISAS 2IB] UOISSIdUOD
11y © 2oNPOLUI 03 UOHUIIUI UL
Aure seam Jey3 Je9[o JON snoiqn(]

('suoisiaoid SO

Jo asnqe JusAald 0] JUSLIpUSTIR
aAneIsISo] e SuImoi[o)

Tenuep J4o 9U 01 peppe

a1om sjuswoSuLLE §:10) PIEA

‘SaIe] JOI0 WOy
sse001d JuaIsliip ysnoyl
POUIULISIOP SAILJ UOISSAOU0D) »

nowdouy 4> ()

“pajustuafdun
Aj[ny U2eq JOASU SBY SuonuUdUL (g) snqui)
WL 94 Jo 1ed $a18] UOISSIOU0))  » ) 09X
)
yoeosedng
wnvod
"K1030B]SIIESUN SjUSWIaTURLE (1) DIO
SO1B) UOISSEOUO0D JUSSALY » 1) Ddm

sanssy saagy] Areuoissuo)  (d)

‘fenuely JJ0 W saurjopins pasoiduit opraoi]
oY 01 dn Ae81e

‘padejueApe Apiejun
2q J0U p{noys Jusqunoul :eouepodun swog

"S10J0B] J9U10 JUN090E o SULye) Wolj DY
Aue dojs 0} Suryjou st 9191} INQ UOHRIAPISUOD
Juepodu ue st ansst 9o1d 1somo]

‘pestioeid 198uoj ou Inq “pijeA

‘O Aq padojaasp

a1e sanpaosoid pajtelep alow
UOTUM UTTIIM JI0MAUre]j B A[uo
SddD) JoAemOy] “AIpijeA swog

‘uorjeaijdde
Y Apped ‘uoneoijoads
ddD Jjoynsar Ajped

*3[RIISSPUN ST UOLJRIN[BAD
Iopus) ul 10yeredo JuRqUINOUI

FuLmoae] Jo (DY) 291081l oD
"UOIIBN|BAS JapUS) Ul 2011d 159MO0]
U0 siseydua 9A1SSIOXS 9ARY SIJD (8)11D

SAIPI0IJ UOHEI{EAT JopudY, (N)

(R[S 10] parayjo

uone[si32] Sunsixa

ZN ut 1ojerado
[fel 90§ PUB IUMO Yorn

‘sypoen TYZN uo siysu Sunersdo
ajenodou o3 saiuedwiod Jayjo

TIZN uaym passaippe Apadoid jou :1espo 0N Jsopun vomisod Ajurel) juenodun aq Ay PIBA 1181 9]0S APUALING TYZN » 103 $Inpaco1d 17e] 10 PION N1V
“(3s9AU1 01 pasu A10jRpURLY U} PUB SOA JO
UOnONPOIIUI SJON) “9Ji] OILIOU0IR S}1 JO pus At} “(syun fre1 “Sa) 1e3p1eW payIwI|
(sr0qe se) suonerado 910J2q pue J9B1UO0D © JO PUD U} 1k S[qRISISUEn UJIM SJOSSe PUB $19SSB PoXI) "SOA1] JOSSE 0] PaIR[al
woy Aareredas 001sBUL[[01 /2ININNSBLUI J0RIU0)) -UOU SI 19SSE S} JBljl JUL)X? a1} 0} JUBAS[aI AJUQ) 107 Aredmound ‘Aipijea suiog 9q 0} SP3dU UOHEIP JORIUOY  » (& 11v
(ua13)3)
suoneandmy suonnjog RueAdpPY/PusLIoduryJuaxy AnpieA asng) IGO0 J/UIdUCD) BESIGIHIN
*PIIOY/SASNOISTY A0 XAVININNS - SNIIINOD ADITOd/ TVIANTD ECATAVE




TABLE 3.4 GENERAL/POLICY CONCERNS: SUMMARY OF MOST IMPORTANT CONCERNS AND POSSIBLE SOLUTIONS

Area of Concern/Validity

Possible Solutions/Implications

(E) General PT Policy and Funding Issues
. Need for a clear statement of Government policy, objectives and funding
for PT, to provide a firmer basis for CPPs, RC policies etc. (Mainly an
operator view: largely valid.)

TNZ to complete development of PT funding assistance
policy, and then be allowed by Government to implement
this (including road v PT trade-offs as appropriate).
Proposed National Land Transport Strategy should clearly
set out guidelines on the role and funding of PT.
Introduce national system of monitoring value for money
from PT services (currently under development by TNZ).

(F) The Transport Law Reform (TLR) System
. System has excessive focus on tendering/contracting and cost
minimisation, rather that service quality. (Not always clear whether this
criticism is directed at the CPPs, or the wider TLR system: mainly an
operator view).
(Some validity, but CPPs are only one part of overall system).

Criticism only partly valid. Large part of responsibility for
service quality etc is with RCs, in terms of service
specification etc.

Situation may be ameliorated with improved operator
incentive structures, such as output-based funding.

(G) Nature of/Responsibilities for CPPs
. CPP system is too prescriptive and inflexible (operator and RC view).
(Some validity, but RCs allowed to propose own CPPs at present.)

RCs should be allowed to prepare their own CPPs, either:

- for approval by TNZ (possible at present); or

- without requiring TNZ approval (involve a change in
legislation).

(H) Commercial Service Issues
. Mixed commercial/contract system does not work successfully - because
of both the legislation and the way it is applied by RCs in practice.
(Largely valid).

Improve procedures at interface between commercial and
contract services (eg. refuse commercial notifications
during tendering process).

Measures to maximise the proportion of commercial
services (see Section 3.4).

Change to all contract system (Section 3.4).

(J) Service Planning Issues
. RCs have become excessively involved in detailed service planning: this
should be left to the operators, who are closer to the market (operator
view). .
(Probably valid, although no clear evidence with present system).

Require appropriate incentive structures for operators if to
have greater service planning responsibilities.

Measures to maximise the proportion of commercial
services (see Section 3.4).

Adopt an area franchise system, within which operator
would define services within broad RC service guidelines.

(K) Service Innovation
. Need for more flexibility in contracting and funding procedures so as to
encourage new/innovative services. (Valid).

Need modified contracting and funding procedures to
encourage service innovation, private sector promotion of
services etc

(M) High Capital/Fixed Asset Modes
. These modes are not handled well through CPP process: need to be
dealt with outside CPPs, or CPP process modified. (Some validity).

To be dealt with outside the CPPs, acknowledging that the
scope for competitive procedures is limited (involve
legislative change).

Contract infrastructure/ rollingstock separately from
operations (possible legislative change to allow RCs to
own assets).

(P) Concessionary Fares Issues

. Present concession fare procedures are unsatisfactory: concession fares
are treated differently to other fares. (Valid).
. TLR intentions re concession fares have never been properly

implemented. (Doubtful if valid.)

Delete CPP Chapter 4. RCs to determine concession fares/
reimbursement arrangements along with other fares. RCs to
require/allow operators of commercial services to provide
concession fares (the commercial service process will
constitute a competitive pricing procedure). (May be
necessary to put limitations on concession fare funding to
prevent abuse).

Could introduce national concession fare
policy/reimbursement arrangements (as part of policy of
encouraging commercial services). But may be best left up
to regions.
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4.1

4.2

CHAPTER 4 SUMMARY AND APPRAISAL OF INDUSTRY
CONCERNS - CPP-RELATED ISSUES

Introduction

This chapter provides a summary of industry concerns and our appraisal of these concerns,
relating to the contract procurement process in general and the CPPs in particular.

Our approach to the summary and appraisal task followed similar lines to that outlined in
Chapter 3 (Section 3.1). As noted there, whilst we have attempted to appraise each concern
individually, the nature of the topic is such that solutions to one concern may well have
impacts on other concerns and solutions. Therefore a holistic approach is needed to derive
a package solution which achieves the best overall result, but which inevitably involves
trade-offs between different objectives and requirements.

The chapter is structured as follows:

« Section 4.2 outlines the status of the Competitive Pricing Procedures, to provide a
context for the following sections.

« Section 4.3 provides an overview of our proposed approach to addressing the various
concerns, and in particular suggests the appropriate roles for TNZ (through the CPPs)
and the regional councils in the procurement process.

+ Section 4.4 summarises and appraises the main concerns raised by the tendering
authorities (regional councils) relating to the procurement process and the CPPs.

+ Section 4.5 provides a similar summary and appraisal relating to the concerns raised by
operators.

»+ Section 4.6 draws together our main recommendations relating to changes to the
procurement process, either through changes to specific CPP clauses or through other
means.

Status of CPPs

Given the sometimes considerable criticism of the procurement process in general and the
CPPs in particular, it is important to appreciate the status of the current approved CPPs for
passenger transport.

S.19 of the Transit New Zealand Act (1989) gives the Authority (ie Transit New Zealand)
the power to “approve from time to time a competitive pricing procedure for each project
or class of project”. In approving a competitive pricing procedure TNZ is required to have
regard to the requirements of S.19(3) of the Act (refer Section 1.4.4).

The main point to note from this is that TNZ is not required to develop CPPs itself. (In
1990, TNZ did in fact both develop and approve competitive pricing procedures for public
transport to ensure as smooth as possible transition to the new regulatory environment within
the limited time available.)

TNZ’s approval role, with respect to competitive pricing procedures, is noted in the present
"standard™ CPPs, which state (S.1.5.2) “Tendering authorities may submit alternative
competitive pricing procedures to TNZ for approval which vary or replace sections of this

> As distinct from the "Sole Supplier" CPPs.
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4.3

manual but which are in conformance with section 19(3) of the Act”.

To date, the alternative CPPs approved by TNZ fall into two main categories - those which
involve major variations from the "standard" CPPs, and those which involve minor
variations. There have so far been few major variations submitted for approval, the main
ones being the “Sole Supplier” CPPs for rail and trolley bus contracts (these were developed
very much between TNZ and the relevant regional councils working in conjunction). There
have been more, but still comparatively few, minor variations submitted for approval.

Given that most regional councils have some criticism of the present CPPs, it is perhaps
surprising that, since the CPP system was introduced, no regional council has attempted to
submit for approval a comprehensive alternative CPP to overcome its perceptions of the
deficiencies in the present CPPs with respect to tendering for “mainstream” (ie typical diesel
bus) passenger transport services.

Irrespective of the recommendations and outcome of this project, there would seem almost
certainly to be a continuing need for some form of procurement/competitive tendering
procedures for passenger transport, to ensure efficient use of public funds: this need would
remain, whether or not the TNZ Act is modified. While in the medium term it is
conceivable that a fundamentally different regulatory system would be adopted and the
present CPPs would thereby need to be heavily modified or abandoned, this seems most
unlikely in the short term. Thus we consider it is important to examine the range of
concerns expressed relating to the CPPs, and then to develop proposals for CPP changes that
would address these concerns and that would appear to have overall merits against the
requirements of the TNZ Act (Section 19(3)).

Industry Concerns and Appraisal Approach - Overview

Many of the submissions focused on concerns with the present "standard" CPPs, in some
cases in general terms but more often in relation to specific CPP clauses. In many cases,
the criticisms made of the detailed operation of the service procurement process related
more to the practices adopted by individual regional councils than to the CPPs themselves
(although this distinction was not normally made by submitters). A number of submitters
also put forward specific proposals for changes to the "standard" CPPs, sometimes going
as far as setting out proposed new wording for clauses. In some cases, there appeared to be
no clear relationship between the concerns expressed and the changes proposed.

Given the range of issues covered and views expressed, it is difficult to summarise the main
thrust of the industry concerns, and on many issues different submitters put forward
opposing views. Our general comments are as follows:

* Tendering authorities (regional councils) tended to the view that the CPPs were too
prescriptive for their particular circumstances, and that more latitude should be given to
the regions to determine their own procedures.

» Tendering authorities also found the CPPs unclear in a number of areas, and wanted
clarification through improvements in wording, further guidelines etc.

»  Operators generally regarded the CPP/procurement system as having an excessive focus
on lowest price in tender evaluation and being too open to manipulation by tendering
authorities. These concerns appear not to relate primarily to the CPPs themselves, but
more to the specific policies and practices of regional councils.

* Operators expressed little concern about the degree of prescription of the CPPs
themselves. Indeed some suggested measures to make them more prescriptive, in order
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to increase the consistency of procedures across the different regions and to restrict what
were seen as undesirable practices by regional councils.

For each concern expressed about the CPPs or other aspects of the present procurement
system, we have undertaken a comprehensive appraisal of its validity, its importance, its
causes, possible solutions to the concern and the implications of these solutions. This
appraisal is presented in full in Appendix C: Table C1 covers general concerns related to
the procurement/CPP system, while Table C2 covers concerns relating to specific CPP
clauses. ’

The concerns expressed and the case for changes to the present CPPs/procurement system

have been considered in the light of the responsibilities for and developments of the CPP

system to date, and in particular (as described above):

» TNZ’s responsibility is to approve CPPs, not necessarily to formulate them itself.

« "Non-standard" CPPs have already been developed for a variety of situations (especially
the "sole supplier" CPPs for urban rail and trolley bus services).

» No regional council has so far attempted to get approval from TNZ for a comprehensive
alternative CPP for "standard" (ie. diesel bus) services.

Where the concerns expressed in submissions have been judged valid and significant, our
first approach has been to assess whether they could be ameliorated by changes to the
"standard" CPPs. In practical terms, such a solution will be easier to achieve than other
approaches, which would involve more fundamental changes to the regulatory system and/or
legislative amendments. However in considering CPP changes, it has been recognised that:
« The present CPPs, both in general and in terms of specific clauses, represent a
compromise between the different objectives of the TNZ Act (S19(3)). Any CPP
changes are therefore likely to involve trade-offs between the different objectives, and
are unlikely to satisfy the full range of interest groups involved.
» Given this and given the complexity of the issues involved, the CPP provisions and
changes to them need to be considered as components of an overall package of
measures, rather than individually in isolation.

As noted above, many of the concerns expressed, particularly by operators, relate more to
regional council policies and practices than to the CPPs themselves. Various approaches are
possible to address such concerns (to the extent that they are valid):

(A) Draw the concerns to the notice of the relevant regional councils, but take no further
action.

B) Expand/modify the CPP Guidelines to advise regional councils of suggested
practices that would be best to address these concerns.

© Introduce more mandatory requirements in the CPPs, to require regional councils
to follow practices that address the concerns.

In general, we suggest that TNZ should pursue approach (B). It should focus on the
principal procedures which will help to achieve the CPP requirements of the TNZ Act, and
should incorporate these procedures in the mandatory sections of the CPPs: it should not
attempt to prescribe for every eventuality, but should provide CPP Guidelines on good
practice to guide tendering authorities in relation to the less critical aspects.

Broad aspects on which TNZ should place emphasis include (in no particular order):

» Ensure the tender process and also (to the extent it is able) the commercial registration
process are managed in such a way as to encourage competition, minimise the scope for
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4.4.1

anti-competitive activity and ensure efficient use of public funds.

« Assist in fostering a competitive market, through ensuring that potential tenderers have
adequate information and are able to compete on an equal footing.

* Encourage operators to remain in and invest in the industry, by providing a reasonably
stable environment for operators.

* Encourage both operators and regional councils to provide services responsive to the
needs of the market, through the most appropriate arrangement of incentives and
responsibilities.

Consistent with this broad approach, the next two sections describe the main concerns raised
by tendering authorities and operators, and outline our suggested solutions to them.

Tendering Authority Concerns

In the broad the main concern of tendering authorities (regional councils) was that the CPPs
were too prescriptive: they wanted more latitude to determine procedures that they
considered best suited their particular situation. The regional councils also appeared to have
difficulty in understanding and interpreting the CPPs in some areas: they wanted
clarification, improved wording, or further guidance - but in the form of guidelines rather
than mandatory procedures.

Further comment follows, on one particular issue and on the broader issue of the degree of
prescription of the CPPs.

Commercial Registrations during the Tendering Process

A substantial concern raised in submissions was the practice of operators notifying
commercial services immediately after being advised they were unsuccessful in the tendering
process covering those services, and these notifications being accepted by the regional
council. This concern was raised by several submitters, including both regional councils and
operators.

Some regional councils (eg. Wellington) encourage this practice, by publishing the names
of preferred tenderers following the tender evaluation process and inviting commercial
notifications prior to any contract award. Presumably this approach is adopted on the
assumption that it will result in reduced funding costs to the regional council (and it may
well do so in the short term). It may be because of this approach that WRC is perceived by
some submitters as encouraging the establishment of local area monopolies, and it may also
be a significant contributory factor behind the present low number of bids submitted for
most RFTs in the Wellington region.

In Auckland, the recent North Shore tendering round was frustrated by commercial
notifications following announcement of the preferred tenderers, which were then registered
by the tendering authority. Tenders were then published for revised services: some of the
original tenderers chose not to retender because there was no certainty that, even if
successful in the tender round, the same type of commercial notification/registration process
would not again be employed.

In other regions, councils have managed the process to discourage or prevent commercial
notifications after selection of the preferred tenderer. Otago Regional Council states in its
RPTP that any such notifications will only be considered after contract award (in the light
of the then-contracted service). This approach appears justifiable within the TSLA
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legislation, but has not been legally tested. Canterbury RC advises the preferred tenderer in
confidence and then allows a very short time by which a contract has to be agreed: there
is thus little or no opportunity for commercial notifications to be made prior to contract
award.

In our view the practice of encouraging commercial notifications between announcement of
the preferred tenderer and the award of contract is undesirable. It frustrates the tendering
process, discourages competition, advantages incumbent operators over potential entrants,
and tends to advantage larger operators over smaller operators. While the practice may
provide some short-term cost savings to regional councils, it seems likely to result in less
competition and higher contract prices in the medium/long term.

Given these likely impacts of the practice on competition and efficiency requirements for
CPPs under the TNZ Act, we consider that regional councils should use the powers
available to them under TSLA (S49) to decline such notifications. This appears possible (but
subject to legal advice) provided that the regional council is able to enter into a contract in
less than 21 days after receiving the notification: it may then assess any notification in the
light of the contracted service.

We recommend that TNZ should issue guidelines to support regional councils in this policy,
suggesting they adopt procedures for each tender round along the following lines:

D Review the services in consultation with contract and commercial operators, user
groups and other interested parties.

3 Publish the proposed minimum service requirements, and invite commercial
notifications. Register all notifications (unless contrary to traffic management or
environmental policies).

3) Advertise non-commercial services for tender. Register further commercial
notifications up until the tender closing date. Advise operators who have registered
an interest of any commercial registrations, but do not necessarily change any
requests for tender. (The RFTs can be cancelled or varied to take account of all
commercial registrations once all tenders are received.)

@ Hold any commercial notifications received after tender closing date, and do not
action them until contracts have been signed. They may then be considered subject
to TSLA S49.

This approach requires the time taken between tender closing date and contract signing to
be under 21 days (in practice, the critical dates are between advice of the preferred tenderer
and contract signing). We believe this timing will generally be adequate. (If the time proves
to be insufficient, consideration could be given to a change in the TSLA to allow a "stand-
down" period between close of tenders and contract award during which commercial
notifications would not be permitted or not considered.)

Prescriptive Nature of the CPPs

Regional councils generally considered the CPPs to be too prescriptive and / or unclear for
their own particular circumstances. Issues raised which we consider have some validity
included:
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+ RFT / contract size (maximum size too small for larger regions, particularly Auckland).
CPPs unclear (group and combined tenders, alternative tenders and optional evaluation
factors).

* CPPs excessively bureaucratic (advertising and publication requirements, pre-tender
meeting requirements).

» Inability to seek clarification after opening of Part B envelope.

» Inability to negotiate (with preferred tenderer) when there is more than one tenderer.

« Service planning difficulties associated with staggering contract end dates throughout the
year.

+ Particular difficulties for smaller regions attempting to apply the CPPs (Otago, staggered
end dates; Southland, maximum contract size).

» Some tendering authorities also sought additional guidelines to assist in a number of
areas.

The resolution of some of the concerns expressed (eg. in relation to maximum tender size)
may have significant impacts on contestability, and would need to be treated cautiously.
However, most of the concerns in this group could be resolved by fairly minor amendments
to the CPP wording, without significant detrimental impacts on achieving the CPP
requirements of the TNZ Act. In such cases, we propose changes to the CPPs: our
recommendations are brought together in the last section of this chapter.

Operator Concerns

Operators generally regarded the CPP/procurement system as having an excessive emphasis
on lowest price, being too open to manipulation by tendering authorities, and offering
inadequate contract security. There was also an additional group of concerns raised by
smaller operators, who considered that some tendering authorities adopted practices which
disadvantaged smaller or less-established operators. The main groups of concerns are
covered in the following sub-sections.

Emphasis on Lowest Price

The CPPs were frequently criticised for having an excessive emphasis on lowest price. In
our view this criticism is generally unsustainable. The CPPs set out a process within which
tendering authorities may procure the required services; tendering authorities are expected
to develop their own detailed tendering and tender evaluation process within these CPPs.
The CPPs do not require acceptance of the lowest priced tender but do require a preference
for the tender which offers the "best value for money", after allowing for any optional
evaluation factors or features specified by the tendering authority. Consequently it is up to
each tendering authority what weighting it chooses to accord to non-price features. Some
tendering authorities have accorded greater weight to non-price attributes than have others.
In our view this is entirely reasonable since it allows each tendering authority to identify and
specify non-price matters it considers important.

We do not consider that any fundamental change to the CPPs is necessary in light of this
criticism. However there may be merit in incorporating additional commentary in the
guidelines to further advise tendering authorities that they are able to incorporate non-price
attributes in tender evaluation.

Manipulation by Tendering Authorities

In our view it is likely that any system which allows a degree of flexibility will allow a
degree of manipulation and may thereby be open to criticism on this score. However, a
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system which allows no flexibility is unlikely to be workable. The issue then is striking the
right balance between flexibility and prescription. The original (January 1991) CPPs were
generally more prescriptive than the current (January 1992) CPPs.

As outlined earlier (Section 4.3) we advocate an approach under which the mandatory
requirements of the CPPs focus on these key procedures which will assist in achieving the
CPP requirements of the TNZ Act; while other less important procedures and advice would
be placed in the CPP Guidelines. Overall, this will tend to make the CPPs less prescriptive
than they are now, but they will also provide improved guidance in some areas.

Taking this approach, there is obviously no clear dividing line between issues that should
be covered by the mandatory procedures and those that should be confined to the guidelines:
a judgement has to be made, based on the expected impacts on the CPP requirements of the
TNZ Act. We have noted earlier some aspects where we believe the mandatory requirements
should be strengthened, eg. in relation to the provision of patronage information for net
contracts. But in other areas, we believe that the mandatory requirements could be relaxed:
some recommendations to this effect are given in the following section.

Security of Contract Tenure

A number of operators expressed concern about the possibility that their contracts could be
cancelled at short notice as a result of lack of adequate funds for payment. While all
potential bidders for a contract are in the same position, some are better able to cover the
risk than others: in particular, potential new entrants who would need to purchase vehicles
might be discouraged from bidding because of the risks involved and the difficulty of
securing finance.

One solution to this concern would be for the tendering authorities to guarantee funding for
the duration of the contract, and/or to pay liquidated damages to the operators if the contract
has to be terminated. Various approaches are possible to help achieve this solution:

» Limit contract durations to the period over which funding is certain. This would result
in short (one year) contracts. This is clearly unsatisfactory, resulting in greater concerns
than it would resolve.

»  For the Government and TNZ to agree to guarantee to each region the TNZ share of
public transport funding relating to the outstanding value of all contracts. For instance,
in a region with 25% of contracts expiring each year, the TNZ future commitment
would be 75% of its current expenditure level in year 2, 50% in year 3 and 25% in year
4. Despite the difficulties which have arisen in the past with securing a long-term
Government funding commitment to passenger transport, it may be possible to achieve
such a guarantee: this would still leave Government/TNZ with sufficient flexibility to
review its future funding policies and phase any changes in over a reasonable period.

» For the tendering authority (regional council) to continue the contract by making up any
funding shortfall from TNZ through its own means, eg. increasing fares, reducing
service levels, increasing local authority rates.

* By the tendering authority agreeing to pay liquidated damages to the operator in the

event of contract cancellation (the funds for these damages may need to come from the
same sources as above).
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4.5.5

We would suggest that the concerns expressed would be best met, by amending the CPP
Guidelines to encourage tendering authorities to guarantee funding for the full duration of
the contract, or to pay liquidated damages in case of contract cancellation because of lack
of funding. Along with this, we recommend that TNZ/Government pursue the possibility of
guaranteeing the TNZ share of funding relating to the outstanding value of contracts.

While it is uncertain whether adoption of such a policy would significantly reduce tender
prices (given the nature of the competitive situation), it should help to encourage
competition, particularly from smaller operators.

Preference to Incumbent Operators

A significant concern expressed by some smaller/newer operators related to the claimed
practice of some regional councils of favouring the incumbent operator in the tender
evaluation process, even when other bidder(s) submitted lower prices. It appears that some
regional councils have used the "optional feature" provisions in the CPPs to effectively give
advantage to incumbents.

There may be legitimate reasons for favouring incumbent operators in determining the award
of contracts. These might include lower adminstration costs, lower social and financial costs
of redundancy/redeployment, and service stability for users. If appropriate, the CPPs could
be modified (perhaps through an appropriate guideline) to clarify that regional councils
could take such factors into account in the tender evaluation process.

However, incumbents already have significant advantages in the tendering process (better
market knowledge, absence of set-up costs etc), and any substantial preference expressed
for incumbent operators in tender evaluation is likely to deter competition - as in the initial
tender round in Auckland. On balance, therefore, we consider that no particular preference
should be given to incumbent operators. Guidelines should be included in the CPPs to
clarify this intention.

Other Practices Disadvantaging Smaller Operators

The common theme in a number of submissions from smaller operators was that the CPPs
were being used in an unfair way by tendering authorities to the disadvantage of smaller and
less established operators. However most points were made by only one or two submitters
and tended to be specifically related to an individual tendering authority’s actions. As such,
these criticisms are focused more on specific tendering authority actions than on the CPPs
themselves.

Examples of perceived unfairness include:

» Commercial notifications registered by tendering authorities during the tendering process
(see Section 4.4.1).

* A tendering authority liaising "too closely" over service design issues with one
incumbent operator to the disadvantage of other potential tenderers.

* A tendering authority contracting over, or threatening to contract over, a commercial
service on the grounds that the commercial fares were too high.

* Incumbent operators colluding, leading to low levels of competition and higher than
otherwise contract prices.

* A tendering authority adopting a policy of preferring incumbent operators over new-
entrant operators, for other than legitimate factors covered through the tender evaluation
process (as discussed in the previous section).
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* Need for final approval of contract award at the political level to ensure that officers are
faithfully following tendering authority policy.

Whilst these concerns may be valid in the specific circumstances, they appear not to be
common to most or all tendering authorities. In general, they would not be best dealt with
by making the CPP mandatory requirements more prescriptive. In some cases, it would be
appropriate to expand the CPP Guidelines to describe preferred practice on these issues.
Additionally, the audit process can be used to check that regional council practices comply
with the CPPs and with the council’s own policy statements, tendering documents etc.

Summary of CPP-Related Recommendations

Given our suggested general approach in relation to procurement procedures and the role
of the CPPs (Section 4.3), we have identified a number of specific changes to the present
"standard" CPPs which will go some way towards addressing the concerns expressed in this
Review.

These changes are set out in Table 4.1, which gives our recommendations and provides brief
comments on issues and implications relating to these. Most, but not all, of these
recommendations relate to changes to the mandatory sections of the CPPs. These
recommendations will need to be further developed into revised CPP clauses.

Table 4.1 also notes some specific CPP issues on which valid concerns were expressed but
for which, on balance, no change to present procedures is recommended. It comments on
the concerns and the arguments for and against change to the present procedures.

While the recommended changes individually appear to be quite minor, we consider that
taken together they will give regional councils greater flexibility in meeting their own
individual objectives through the procurement system, while still satisfying Section 19 of
the TNZ Act. The introduction of further/amended CPP Guidelines will also help regional
councils to adopt best practice on certain aspects, and thereby reduce some of the concerns
expressed by operators.

If any regional council still believes the modified "standard" CPPs are inappropriate for its
needs, given the requirements of the TNZ Act, it will still have the option of submitting an
alternative CPP to TNZ for approval. The introductory wording of the "standard" CPPs
should be redrafted to clarify that this option is open to regional councils.
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TABLE 4.1 SPECIFIC CPP-RELATED RECOMMENDATIONS - SUMMARY

Issue CPP Reference  Recommendation Comments

Alternative CPPs 15.1 Clarify that RCs may submit alternative +  Already possible, but clarification desirable.
CPPs to TNZ, and that these will be *  TNZ should consider any submitted alternative
considered consistent with TNZ Act CPPs on their merits, against the TNZ Act
S19(3). requirements.

Advertising requirements 221 Reduce advertising requirements to one = Present procedures require advertising outside

- small contracts newspaper of wide circulation within region in case of smaller regions.
region concerned. »  This additional cost not justified, certainly in

case of smaller contracts.

Pre-tender meetings 222 Modify pre-tender meeting requirements to »  No point in holding meeting if no one wants it.
make clear meeting is not necessary if not *  Would reduce administration costs.
required by potential tenderers.

Conforming tender 252,331 Remove requirement to submit conforming »  Unncessary: additional work for RCs and

requirement tender when alternative tender submitted. operators; discourages innovation.

Optional evaluation 2.6,2.7 Clarify wording regarding tender evaluation + There appeared to be confusion amongst

factors/alternative tenders for optional features and alternative tenders. operators and RCs (which may discourage

innovation and competition).

Tender clarification 2.6.1 No change to present procedures (ie. any »  Concerns expressed about extra admin costs for
clarifications of part A tender have to be detailed inspection/clarification of all part A
undertaken before part B envelope opened). tenders if they are not price-competitive.

+  However, this needs to be offset by advantages
of present procedures in ensuring that preferred
tenderer meets all mandatory requirements.

Allowance for non- 272 Clarify that tender evaluation process is not =  Reported that some RCs have been favouring

tendered costs to take account of any costs outside the incumbent when not lowest price.
tender bid, that might favour one particular « Non-tendered cost differences may relate to
operator (usualy the incumbent). passenger information provision, admin costs of

change of operator etc.

»  May sometimes be short-term cost savings in
favouring incumbent operators, as reduces costs
of change to both RCs and users.

»  However, this has to be offset by likely impact
on level of competition.

Ability to negotiate 2.8 No change (ie. RCs only aliowed to +  Alternative of allowing negotiation when there is
negotiate when only one tenderer). more than one tenderer would have some

advantages (reduce admin costs, may reduce
contract costs).

«  However, it would need to be subject to
constraints and there would be danger of
undermining the integrity of the tendering
process. It is not the norm in tendering
procedures generally.

*  Whether one or more tenders is involved, the
tendering process may still be regarded as
competitive.

Patronage information 33 Require RCs to provide patronage » This is an important provision to encourage
information to potential tenderers if net efficient pricing and competition in the case of
tenders are required. net tenders.

»  Left to discretion of RC whether patronage
information is obtained from incumbent operator
or through separate survey.

*  Any information may need to be provided with
disclaimers about accuracy, responsibility etc.

Contract size 34.1 Allow larger contract sizes where necessary *  Would reduce potential passenger confusion and

to cover a single route (maybe with
safeguards to encourage competition).

additional costs (timetables etc) from two
operators on a single route.

«  Appropriate to have mix of contract sizes
matched to mix of sizes of potential bidders.

*  Only marginal effect on overall levels of
competition if restricted to large routes.

»  More reliable process than relying on
combined/group bids to achieve single operator.

»  Could require that larger contracts can be
awarded only if more than one tenderer.
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TABLE 4.1

SPECIFIC CPP-RELATED RECOMMENDATIONS - SUMMARY/contd ...

Issue

CPP Reference

Recommendation

Comments

Combined tenders

3.5

Allow combined RFTs to cover more than
a single route (amend current Guideline).

Present CPPs restrict a combined RFT to
covering a single route only, although this
restriction is only a Guideline.

However, group bids (at the initiative of the
tenderer) can cover multiple routes.
Interpretation of Guideline is subject to definition
of "a single route".

Appropriate to either omit restriction (as
proposed) or to convert to mandatory
requirement.

Needs to be reviewed in conjunction with any
changes to procedures on group bids.

Contract duration/roll-
over

37

Allow roll-over provisions in contracts, to
permit extension under limited conditions.

Suggest maximum 2 years roll-over, and retain 5
years maximum length (including roll-over).
Provides more flexibility for service planning:
could be used to coordinate end dates, extend
trial services etc.

Also help to reduce administration costs.

RC may wish to impose conditions on roll-overs,
reward good performance etc.

Necessary for roll-over conditions to be stated in
the RFT.

Need to check legal position.

Minimum contract
duration

Allow contracts of less than one year.

Present restriction unnecessary.
Useful in case of school contracts etc.

Spacing of contract
expiry dates

Allow greater flexibility in spacing of
contract expiry dates, especially with regard
to spacing throughout year.

Change will facilitate coordinated service
planning.

However, reasonable staggering of expiry dates
in larger centres stiil desirable to maintain
contestability.

Service level variations

381

Allow greater service level variations
within contracts.

Present £25% variation is too restrictive in
practice, particularly for smaller contracts.

Could be potentially anti-competitive it allow too
great an upward variation in contract size.

Maybe allow -100% to +50% variations with
agreement of the operator.

Price adjustment for
service changes

382,393

Allow greater flexibility for price
adjustments in case of changes in service
levels.

For net cost contracts may not be possible to
sensibly specify in advance method for adjusting
revenue allowance when service levels change.
Maybe sufficiently covered under present CPP
3927

Concessionary fare
scheme requirements

4.1 - 4.6 etc

Delete CPP Chap. 4. Allow RCs to
determine concession fares/reimbursement
arrangements along with other fares, and
abolish the need for the separate
concessionary fare committee.

Current process is unsatisfactory, but legal
opinion required as to whether recommendation
achievable (otherwise could consider law
change).

May be necessary to put limitations on
concession fare funding, so as to prevent abuse.
See further discussion (Section 3.3.8).

Wheelchair hoists

4.8

Clarify principles and mechanisms for
funding of wheelchair hoists.

Present means of funding additional wheelchair
hoists not clear to RCs involved.

Need for review/establishment of principles and
clarification of wording.
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APPENDIX B Summary of General/Policy Concerns by
Submitter

Table B1: Listing of Original Concerns (by Submitter)

Table B2: Main General/Policy Points of Each Submission
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TABLE B1: LISTING OF ORIGINAL CONCERNS (BY SUBMITTER)

Submitter

Ref

Specific Concerns

Suggested Solutions/Changes

(A) POTENTIAL FORMATION OF BUS COMPANY MONOPOLIES

Regional Councils

AKL RC 14 + Not a problem as such. But problem of dominant
operators applying threats of retaliation or predatory
practices

WLG RC 12 * A problem - current/anticipated + Area franchise

CAN RC 2 + Not a substantial problem at present, aithough some

future dangers. (Area monopolies also have
benefits)
District Councils
Wen CC/Cable Car Ltd 1 * Yes, in Wgn region, given WRC policy
Operators
Stagecoach Wgn 2 » Not a problem. (Low entry barriers; Commerce
Commission provisions; always danger of
competition for contracts, and from other modes)

Wally Hammond Tours 1 * Yes, in Wgn region, given WRC policy » Range of measures to ensure level
playing field and encourage smaller
operators.

Invercargill Pass Tpt 1 + A problem: smaller operators vulnerable to market

power of larger operators
Yellow Bus Coy 19 + Not a substantial problem. (Low barriers to entry,
Commerce Commission provisions.)

Christchurch Transport 1 » Not a real concern: a perceived, rather than actual

problem

Whenuapai Bus Travel 2 » Some (?) concern. Monopoly situations generally

Kinloch Strathmore

cyclic, but likely in system of lowest-price
conforming tenders.

Over-regulation by RC will deter competitors and
lead to monopoly situation.

+ Encourage commercial services and
restrict ability of Res to interfere with
these.
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TABLE B1: LISTING OF ORIGINAL CONCERNS (BY SUBMITTER)

Submitter

Ref

Specific Concerns

Suggested Solutions/Changes

(B) LACK OF INVESTMENT IN THE INDUSTRY

Regional Councils
AKL RC

OTA RC

CAN RC

15

Not seen as major ongoing problem: to date been
the result of uncertain situation; partially resolved
by VQS policies.

Not a major problem: VQS should assist in
encouraging investment.

Has occurred to date, but not yet a major
problem. VQS should assist in overcoming

District Councils

Operators
BCA

Stagecoach Wgn
Fullers Northland

Invercargill Pass Tpt

Yellow Bus Coy

Citibus (Dunedin)

Christchurch Transport

Whenuapai Bus Travel

10

20

2,6

1,6

A significant problem, as a result of short
contracts, uncertainty, danger of commercial
services etc. Will be somewhat reduced by VQS

Not a problem generally. VQS should assist

A problem: standard of assets has deteriorated
since TLR because of emphasis on minimum
costs.

A pi'oblem: system encourages operators to use
cheapest possible fleet.

A problem: very little investment since 1991.
Reasons: emphasis on lowest price; uncertainty
of new system; operators do not feel in control
of the market or their future.

A substantial concern: national fleet has
deteriorated -in-age -and -quality ~overlast-3 years:
Short-term contract system discourages
investment. Introduction of VQS will mean
tenderers need to-make a generous allowance for
risks in tender pricing

A substantial concern: no incentive to undertake
other than the minimum investment required to
meet VQS.

Some (?) concern. Lack of investment to date
largely result of new system still settling down,
with longer-term future uncertain. VQS will
increase investment, but danger of substantially
increased costs with little passenger benefits.

«  Set maximum vehicle age criteria

+  Package of proposals to maximise

commercial services, give operators
responsibility for detailed service
planning, and have output-based
contract pricing

*  Longer contracts
#+.+ Eliminate :RC: ability«tocancel

contracts due to lack of funding

*  Area franchise system.
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TABLE BI1: LISTING OF ORIGINAL CONCERNS (BY SUBMITTER)

Submitter

Ref

Specific Concerns

Suggested Selutions/Changes

(C) LACK OF OPERATOR INCENTIVES TO IMPROVE SERVICES

Regional Councils
AKL RC

WLG RC
CAN RC

16
9

Yes. Little incentive, but no worse than pre-91
Yes.

Yes.

Area franchise

Need to develop appropriate
incentives

District Councils

Operators
BCA

Stagecoach Wgn

Dial-a-Ride Tpt (AKL)

Invercargill Pass Tpt

Yellow Bus Coy

Cesta Travel

Citibus (Dunedin)

Christchurch Transport

Whenuapai Bus Travel

Kinloch Strathmore

6,9,10

1,5

Yes. RCs have taken over service planning; no
incentives for operators to develop innovative
services.

Somewhat a problem.

Yes. CPP system encourages lowest acceptable
standard of service.

Yes. Operators have no incentives to provide
better than minimum service quality.

Yes. No incentives for operators.

Some concern. RC practice of tightly specifying
service requirements-in-RFT:discourages service
innovation.

Yes. No encouragement to innovate under
present system; ORC tender evaluation process
give no credit to offering better than minimum
service.

Substantial concern: no incentives for operators
to innovate or improve service quality.

Some (?) concern. Probably more result of the
legislation rather than the CPPs. RFTs tend to be
too prescriptive, and operators have no incentive
to improve quality of contracted services.

RC restrictions/over-regulation results in
excessive constraints on provision of commercial
services.

Encourage commercial services;
alternatively adopt area franchise
approach.

Need for further incentives - more
commercial services, extend
concession fare schemes etc.

Allow preference to existing
operator in tendering process,
subject to good service record.

Package of proposals to maximise
commercial services, give operators
responsibility for detailed service
planning, and have output-based
contract pricing.

Consider area franchise system

Make RFT’s less prescriptive.

Restrict RC ability to interfere in
provision of commercial services.
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TABLE B1: LISTING OF ORIGINAL CONCERNS (BY SUBMITTER)

Submitter Ref

Specific Concerns

Suggested Solutions/Changes

(D) DECLINING PATRONAGE

Regional Councils

AKL RC 17 No. Not a problem inherent in present system,
although change period may have had adverse
effect.

CAN RC 5 Some concern. Change to new system had
adverse effect. Also deterioration in vehicle
quality and use of small (10 seater) vehicles

District Councils
Operators

BCA 12 Concern in some locations, where have been
continual service changes (short contracts,
commercial notifications etc)

Stagecoach Wgn 5 No. Service quality has not deteriorated since
1991 (in Wgn). Patronage now increasing.

Invercargill Pass Tpt 4 Concern, in general terms relating to Govt/local
council policy, rather than to TLR.

Yellow Bus Coy 22 Some concern. Mostly the result of outside +  Package of proposals to maximise
influences, but concern that any service changes commercial services, give operators
are likely to result in patronage loss responsibility for detailed service

planning, and have output-based
contract pricing.

Cesta Travel 8 No. Patronage declines largely result of
economic trends, not of TLR/CPPs.

Christchurch Transport 1,5 Major concern: no incentives for operators to
increase patronage.

Whenuapai Bus Travel 5 Some (?) concern. No evidence that CPPs have

influenced patronage, although patronage fall in
lead-up to TLR because of bad press. RC
involvement in detailed planning not conducive
to effective PT network, which would encourage
patronage.
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TABLE B2: MAIN GENERAL/POLICY POINTS OF EACH SUBMISSION

Submitter  Category Ref Concerns/Problems Solutions/Changes
REGIONAL COUNCILS
AKL RC Fundamental 1 » National CPPs too inflexible + Allow RCs to prepare own CPPs,
without need for TNZ approval
10 » Rail/high capital modes - standard + Establish separate procedures outside
CPPs not appropriate CPPs; or modify CPPs and allow
strategic considerations
11 »  Commercial services system not *  Modify TSLA: have "commercial
successful contracts" or require all services to
conform with RPTP.
12 + Difficulties of service integration » Area franchises, without commercial
services
CPP Details * Varjous points
WLG RC  Fundamental 1 + CPPS too limited - focus only on + Fundamental review of CPPs
competition objectives )
2 + National CPPs too inflexible « Allow RCs to prepare their own
CPPs
34 * RCs are funding private operator } + Allow JV companies RC/operator
investment in assets through } + Delete rail from CPP system
contract process (especially rail) } <+ Modify TSLA: allow "commercial
7 » Commercial services system not } contracts"
successful } + Area franchise policy
9,12, -+ Potential formation of area }
13 monopolies }
« Lack of operator incentives to }
improve services ' }
14 + Concession fares arrangements * Remove Conc. Fares from CPP, treat
unsatisfactory as other fares
CPP Details « Various points
BOP RC Fundamental 1 + CPPs too prescriptive in some
aspects, too general in others
CPP Details » Various
OTA RC Fundamental 15 Conc. fares arrangements + Remove Conc. Fares from CPP, treat
unsatisfactory as other fares
16 National CPPs too » Allow RCs to prepare own CPPs,
prescriptive/detailed without need for TNZ approval.
CPP Details Various
CAN RC Fundamental 1 Innovation - no incentives at = Proportion of funds outside CPPs
present which can be applied for innovative
services
2 Commercial services system not * Modify TSLA: have "commercial
successful contracts" or require all services to
conform with RPTP.
CPP Details Various
WAI RC CPP Details Various
SOU RC Fundamental 1 CPPs are too prescriptive/detailed,

given TNZ contributes only
minority of PT funding.
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TABLE B2:

MAIN GENERAL/POLICY POINTS OF EACH SUBMISSION/contd.

Submitter  Category Ref Concerns/Problems Solutions/Changes
DISTRICT COUNCILS

WGN CC/  RC Policy 1 *+  WRC policies discourage

Cable Car competition and will lead to near-

Ltd monopoly situations

2 *  TNZ need to play enhanced role on TNZ should define clear national
PT issues, to ensure RCs provide objectives and monitor RC
value-for-money. performance.

Hutt CC
North Fundamental 1 * CPPs too inflexible/prescriptive Allow RCs to prepare own CPPs
Shore CC RC Policy for TNZ approval.

2 »  Commercial service notifications Restrict operator ability to notify
should not be accepted in middle of commercial services (RC policy
tendering process rather than CPPs)

CPP Details *  Various
OPERATORS
BCA Fundamental 1,2 *+ TLR objectives appear to focus Clear Govt statement on PT policy
primarily on cost reduction. Other objectives and funding
objectives not clear and have not
been achieved.

3,17 + TLR has implemented only part of Introduce concession fare
promised system, and hence few reimbursement on all services, plus
commercial services. other measures

4 »  Excessive focus on tendering Encourage commercial services:
system, rather than on providing concession fares policy, RUC
good services for passengers. rebate, etc

5,6,7 + Excessive involvement of RCs in Confine RC role to policy areas.
route and service planning, Encourage commercial services and
resulting in inefficiency and loss of output-based funding. Detailed
touch with market. service planning to be left to

' operators.

8 *  PT requires adequate funding,
recognising its external benefits.

9,10 + Operators have no incentive to be } Larger contracts, rollover
innovative. } provisions and protection for

10 » Lack of investment by the industry} operators who develop new

13 « (CPPs too inflexible, to services.
accommodate differences between
regions, service patterns etc.

19 As alternative to encouraging
commercial services etc, adopt area
franchise system.

Newlands Endorse BCA & YBC views
Stagecoach  Fundamental 6-10 + Inefficient for RCs to do most of } Encourage greater proportion of
WGN service planning } commercial services, through more
=  Too much focus on competing for } generous concession fare
tenders, rather than satisfying } reimbursements; RUC exemptions;
passengers } passenger-related bounty;
+ Contract system discourage } accelerated depreciation on buses.
investment in the industry }
12 * Trend towards reduced competition Maybe adopt area franchises (with

(in WGN), may indicate area
monopolies are the natural state for
urban bus operations

suitable contestability provisions).
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TABLE B2:

MAIN GENERAL/POLICY POINTS OF EACH SUBMISSION/contd..

Submitter Category Ref Concerns/Problems Solutions/Changes
Community RC Policy *  Various
Coach
Services
Eastbourne Fundamental 1 *  Sole supplier CPPs are anti- *  Ensure all PT funding goes
Bus Coy competitive through a proper competitive
process.
RC Policy *  Various
Wally RC Policy 2-9 *  WRC has adopted variety of tactics + CPP need to be more prescriptive
Hammond to discourage competition, in a number of these areas.
Tours especially from smaller operators:
allowing commercial registrations
during tendering process; high
performance bonds; accepting
combined/group tenders; ETM
requirements; favouring incumbent
operators in evaluation process, etc.
Fullers/Gulf =~ RC Policy 1-3 +  Ferry tendering procedures +  Ferries need different tendering
Ferries deficient, with resulting service process from bus services.
unreliability, vessel unavailable etc.
Fullers +  Various
Northland
Dial-a-Ride RC Policy 1 *  System encourages lowest * Give preference to existing
Tpt (AKL) acceptable standard of service. operator, where has good record
of quality service.
Akaroa RC Policy 1 * RC not close enough to market for + Need for RC to consult with
Shuttle detailed planning of contract users, and give more weight to
services. non-price factors in tender
evaluation.
Invercargill RC Policy »  Various comments on four original
Pass Tpt concerns.
Coy
Yellow Bus  Fundamental 1-3 * RCs are inefficient and not * National concession fare scheme.
Coy 5-7 sufficiently market-oriented in *  Rebate of RUCs
12 service planning process * RCs confined to policy and

Emphasis on lowest price
discourages investment in new
buses

No incentives for operators to
provide high quality/innovative
services and encourage patronage
Established operators forced into
tactical commercial notifications
to protect their business

Difficult to identify what funding
goes to social services.

S N N N N S e Ny S Mg o o St St

monitoring issues (operators do
service planning, as mostly
commercial services).

Tenders to use output-based
pricing

RCs able to negotiate with
operators to provide add-ons to
commercial services

Group tenders to be allowed.
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TABLE B2:

MAIN GENERAL/POLICY OF EACH SUBMISSION/contd.

Submitter Category

Ref

Concerns/Problems

Solutions/Changes

OPERATORS (contd)

Cesta Travel Fundamental
Ltd ’

CPP Details

Operators discouraged from
tendering in different regions
because of variations in
procedures between different RCs.
CPP concept undermined by lack
of rigorous enforcement by TNZ.

Commercial service notifications
should not be accepted in middle
of tendering process.

Various.

Make CPPs more prescriptive in
some aspects.

CPPs need to include an
enforcement code, which TNZ then
needs to follow.

Restrict RC ability to accept
commercial notifications during the
tendering process.

45

System has too much emphasis o}
cost minimisation and conformity }
with CPP/RFT requirements, at }
expense of service quality and }
user benefits: CPPs too }
prescriptive; ORC is specifying }
very rigid tendering requirements. }
Industry investment discouraged, }
due to short-term contracts and }

funding uncertainties }
RC is doing too detailed service }
planning, rather than leaving }
initiative to operator. }

Longer contracts

Eliminate funding uncertainty from
contracts

Encourage commercial services
through full concession fare
reimbursement, RUC rebate
Alternatively pursue area franchise
arrangement, with operator and RC
in partnership.

Citibus Fundamental
(Dunedin)
Christchurch ~ Fundamental
Transport

Support BCA Submission, and its
proposed outline of solutions.
Government policies towards PT }
are not clearly defined. }
CPP system focuses on cost and }
competition aspects -only, with no}
consideration of quality of output.}
CPPs are too prescriptive

CPPs have excessive emphasis on
lowest price in selecting preferred
tenderer.

Lack of incentives for operators to
improve service quality or
increase patronage

System introduced by TLR has
achieved efficiency gains, but may
now have outlived its usefulness.

Clarify Government
goals/objectives/policies and revise
procedures to match.

Define overall objectives for CPP
system fully, then cut out much of
CPP detail.

Introduce operator pre-qualification
system, with focus on operator
reputation, credit rating, innovative
approach, investment strategy etc.

Suggest pursue an area franchise
system.
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TABLE B2: MAIN GENERAL/POLICY OF EACH SUBMISSION/contd..

Submitter Category

Concerns/Problems

Solutions/Changes

OPERATORS (contd)

Whenuapai Fundamental
Bus Travel

Need for review of whole PT
legislative framework, not just
CPPs

Need for TNZ to better enforce
the rules it has made.

OTHERS

Calvi-Freeman RC Policies
Consulting

Commercial service notifications
should not be accepted in middle
of tendering process

Practice (WRC) of favouring
incumbent operators in tendering
process is undesirable.

Review effects of this on
competition. Then either amend
CPPs or TSLA.

Impose strict limits on this.

Dunedin Envt

Centre

Bus Watch

(CHCH)

Auckland Fundamental CPPs too prescriptive Simplify CPP content and
LRT Ltd language.

Need flexibility of contract
procedures so as to encourage
private promotion of PT projects
For high capital/long life assets,
contract duration needs to be
related to asset lives.

Need ‘proper procedures -for -other
companies to negotiate operating
rights on NZRL tracks.

Range of options possible,
involving negotiation or modified
tendering procedures

Modify maximum contract
duration; or separate out asset
purchase contract from PT
operation contract.
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APPENDIX C Summary of CPP-Related Concerns

Table Cl1: Other CPP-Related Concerns

Table C2: CPP Specific Concerns
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