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1.

Executive Summary

1.1

Purpose

The Transportation Procurement Strategy ensures that resources are used effectively and
economically to deliver fit for purpose infrastructure and improved customer service.
This strategy is current for the period 2016-2018.

1.2

Vision and Objectives

Council has the following vision for Infrastructure Services:
We Will deliver safe and reliable infrastructure services which support our local economy and
communities, in a manner which is affordable and sustainable for current and future
generations.
The following overarching principles underpin everything we do:

-

Infrastructure services will be delivered as part of an integrated district network and
should offer an increasingly consistent, fit for purpose level of service for users.

-

Value for money and whole of life cost will be considered to deliver affordable levels
of service.

-

Infrastructure services will be delivered in. a manner which balances the current and
future impact on the environment, and makes use of sustainable practices.

-

We will look for new ways and innovative practices to enable us to cost effectively
deliver our services.

-

Our levels of service will meet legislative requirements.

Council's vision for the Transportation activity is:
“ to ensure an efficient, fully accessible, safe roading network.”

1.3

Central Otago District Council Transportation Procurement Approach

Where work can cost effectively be undertaken in house it will be.
Where external suppliers are required due to resources, skills and expertise they will be
procured on the basis of:
-

Quality rather than cost centric procurement
Long term collaborative based contracting arrangements

-

Proving full commitment to continued improvement in customer service and value for
money
The objective is a system that delivers what matters to customers whilst continually
eliminating inefficient work practices.

1.4

Recommendations for NZTA

Council recommends that the NZTA:

-

Endorses the Central Otago District Council Procurement Strategy — 2016

-

Approves the use of advanced procurement models

-

Approves the use of in—house professional services

1.5

Ownership of the Strategy

This Procurement Strategy was approved by the Reading Committee on 30 June 2016 and

will be reviewed in conjunction with the Long Term Plan or sooner if significant procurement
practices are required.

2.

Context

2.1

Introduction

This document is the Transportation Procurement Strategy (the “Strategy”) for Central Otago
District Council (the “Council").
Its development is required under Rule 10.4 of the New Zealand Transport Agency (NZTA)
Procurement Manual and Section 25 of the Land Transport Management Act 2003 for
transport activities funded through the National Land Transport Programme published by

NZTA.
This strategy is set in the context of the Council’s overall procurement policy that details
what is required by the organisation when procuring products and services.

2.2

infrastructure Vision and Objectives

Council has the following vision for Infrastructure Services:
We will deliver safe and reliable infrastructure services which support our local economy and
communities, in a manner which is affordable and sustainable for current and future
generations.
The following overarching principles underpin everything we do:

-

infrastructure services will be delivered as part of an integrated district network and
should offer an increasingly consistent, fit for purpose level of service for users.

-

Value for money and whole of life cost will be considered to deliver affordable levels of

service.
-

Infrastructure services will be delivered in a manner which balances the current and
future impact on the environment, and makes use of sustainable practices.

-

We will look for new ways and innovative practices to enable us to cost effectively
deliver our services.

-

Our levels of service will meet legislative requirements.

2.3

Transportation Vision and Objectives

Council’s vision for the Transportation activity is:
“ to ensure an efficient, fully accessible, safe reading network.”
In delivering this vision, the following five core values as are desired:
-

Timely intervention
Informed customers

-

Quick response

-

Efficient work practices

'

Quality outcomes

The purpose of this Procurement Strategy is to outline how Council will procure services to

undertake work and manage assets to deliver the above vision and core values sought by
our customers.

2.4

Systems Thinking

In 2008 Council commenced a review of its delivery of transportation activities using a
systems thinking framework. This involved reviewing the following:
-

Purpose 0r Vision

Demand
Performance

Work flow
System Conditions
Thinking

This review has been ongoing throughout the 2009-2016 period and has resulted in
significant changes to the manner in which Council undertakes its transportation activities.
We will continue to review our processes for all the activities we undertake with the
expectation that further efficiencies and innovations will continue to be achieved.

Based on the experiences to date Council is committed to moving forward on the system
thinking approach in the transportation area.

2.5

NZTA Procurement Requirements

Value for money has the following meaning for Central Otago District Council:

using resources effectively, economically and without Waste, with due regard for the total
costs and benefits.
Competitive and efficient markets means:

there is more than one supplier within the region who has the capability to bid for the work
Fair competition among suppliers means:

to periodically provide equal opportunity to suppliers to bid for the Work
Councils approach to ensuring that these requirements are achieved is:
'

where work can cost effectively be undertaken in house it will be.

-

where external suppliers are required due to resources, skills and expertise they will

be procured on the basis of:
- quality rather than cost centric procurement
— long term collaborative based contracting arrangements
- proving full commitment to continued improvement in customer service and
value for money

2.6

Influencing Legislation, Documents and Council Policies

The CODC procurement framework are guided by the following guidelines, regulatory
requirements. best practice and internal policies below:
Office of Auditor General
The Office of the Auditor General provides guidance through its publication Procurement: 8

Statement of Good Practice which is designed for use by any public entity,
Good practice considerations include:
-

developing and implementing clearly articulated procurement policies and procedures

-

regard for the legal implications surrounding procurement. including acting in
accordance with the existing enabling legislation. along with wider legal and public
law conSIderations
operating with ethical standards covering confidentiality, disclosure and declarations
of interest.
awareness of economic considerations in the procurement process including total
cost of ownership, value for money and market impact
effective management of risk throughout the procurement process

-

Local Government Act 2002
The LGA 2002 S. 14 Principles relating to Local Authorities notes:
S. 14 (1 ) (f) a local authority should undertake any commercial transactionsIn
accordance with sound business practices...

-

S. 14 (1) (g) a local authority should ensure prudent stewardship and the efficient use
of resources in the district or region

Contract Administration Manual
Council has a Contract Administration Manual. This is designed to represent good practice
in calling for. evaluating and awarding tenders (when it is appropriate or required to go to the
market by tender).
It also establishes good work rules for administering contracts, allied to the good work rules

developed in each Work stream.
Finance Policy/Corporate Services Manual
This establishes the process for procurement of minor works by engagement through a
purchase order arrangement (typically small scale goods and services).

Delegation Registers

Council involvement
Financial commitments beyond one year for more than $100000 per annum may only be
entered into with the prior approval of Council.
Delegations to staff must be in accordance with the current Council Delegations Register.
Expenditure may only be incurred if budget is available.
The delegations to staff associated with Transpottation as at June 2016 are listed on the
table below.

Title

Amount (excl. GST) for
single year contracts,

Amount (excl GST) for
contracts, leases etc. with

leases

commitment

Chief Executive Officer

Unlimited within budget

year
Less than $100,000/annum

Manager,

To budget

Less than $50,000

$10,000 within budget

..
No delegation

infrastructure

Services
Roading Manager

Roading Engineer
$5,000 within budget
Reading Services Officer
$1,000 within budget
Community
Road
Safety $2.000 within budget
Advisor
7 7

beyond

NO delegation
N0 delegation
N0 delegation

Council Procurement Rules

The following rules apply to procurement of goods and services which are not within the
scope of an existing contract.

Estimated Cost Range ($)

Tendering Requirements

Approval by

0- 2,000

Quote or estimate

Budget Holder

one

2,000 25,000

Budget Holder

501000- 100,000

2 quotes
or preferred
supplier
3 quotes or negotiated with
preferred supplier
Tender or negotiatign

Over 100,000

Tender 0r negotiation

CEO or Council if negotiated

25,000- 50,000

-

Group Manager or CEO if
negotiated
CEO

In all cases where negotiation is the preferred option, then the proposer would need to

prepare a suitable case for direct appointment.
-

All purchasing decisions should reflect quality as well as cost, with due regard for
health and safety, and have a whole of life outlook.

-

All suppliers are required to be Sitewise approved for health and safety.
If all things are equal, we should purchase locally.

Preferred Supplier Register

Council maintains a preferred supplier register (PSR). A supplier on the PSR is able to be
engaged as per the procurement rules above.

Poor performance may result in removal and: conversely good performance or having
required expertise may result in addition to the PSR.

3.

Procurement Programme and Approach

3.1

Network Maintenance, Renewals and Minor Capital Improvements

The current roading physical works contract has been in operation since 1 January 2009 and
expires on 31 December 2016. The contract had a five-year term in accordance with NZTA

procurement rules. A two—year extension to the contract was approved to allow the Council
to investigate collaboration opportunities with Queenstown Lakes District Council and NZTA.

A new contract is required to be tendered and awarded before the 31 December 2016.
The current contract is a shared risk contract, with a cost reimbursement method of
payment. This means that the contractor is paid costs based on labour and plant inputs. An
agreed overhead and profit margin is then applied to the costs.
Under this contract model Council carries a greater share of the risk rather than assigning it
to the contractor through the use of tendered unit rates and lump sums type contract. As a

result, Council typically has a greater level of involvement in the selection of treatment types,
materials, products, works, and work methodologies.
The shared risk model has allowed Council to test theories regarding asset life and to take a

greater level of risk by delaying renewals, which has resulted in improved whole of life cost.
There is no commitment to undertaking defined quantities of specific types of work. This
method of payment and programming of work provides flexibility. It enables Council to be

responsive to changes that occur on the network over the life of the contract without
consideration to tendered rates or quantities. The work programme is focused on achieving

the required outcomes and undertaking as much work as possible within Councils approved
budgets.

The scope of the contract Includes all physical Works on Council's roading network, with the
exception of painting large steel bridges, and work where specialist input is required. The

inclusion of most physical work reduces lead in times, as there is no annual tendering period
for different parcels of work. It also enables efficient co—ordination of different activities on the
network. it significantly reduces the administration and management workload associated
with tendering and managing a number of separate contracts.

The contract size enables efficient optimisation of labour and plant across the district and
throughout the year. This in turn reduces the input costs and the method of payment means
that Council receives the benefit of these reduced costs.
The scope, length of contract, and method of payment have resulted in roading costs
remaining relatively static despite strong demand in the sector as a result of the Canterbury
earthquakes. This is because the input costs are not impacted by increased demand within
the region, and the profit margin is fixed.

I
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The attributes of this type of contract are summarised as follows:
Client does not want to pass maximum risk to contractor
Client wants to be involved in construction
Client requires close involvement with running the contract

Client unable to specify all requirements prior to work commencing
Client wants to be closely involved in project
Client has particular capability to contribute their skills and expertise to deliver the
contract.

-

Suitable for larger, more complex and high-risk contracts where a collective approach
to assessing and managing project risks will produce a better outcome

0

Contract has risks that cannot be adequately defined or measured in the business
case or prior to tendering
Method of payment on cost inputs with the client and contactor sharing all risk
Selection processes is contestabie on attributes
Duration usually long term
Size is usually large

o

a

I

C

I

The disadVantages of this model are:

‘

More difficult to ascertain and fix contract price at outset
Not all clients familiar with this procurement method
Client can be exposed to capped cost overrun
Only suited to skilled clients
Only suited to medium to large contractors with small to medium sized contractors as
subcontractors
May be seen as non-competitive and difﬁcult to show any price tension

-

Relatively complex and requires coordination

-

Only works for a coliative client, contactor and their staff

The Road Efﬁciency Group has identified that the Alliance type model should be used when
the client wants to work collaboratively with the contactor to achieve the best network
outcomes, and to understand cost structures for targeting potential savings.

Council has resolved to continue with this option due to the efficiency and customer
improvement gains that have been recognised in the Transportation area over the past 7
years.
The typical annual value of these works forecast in the Council approved estimates for the
2016”? and 2017/18 is $6.5 million.

3.2

ImprovementProjects

Projects such as:
-

Significant bridge renewals and replacement
Seal Extensions

Significant Walking and Cycling Projects
which are considered to be beyond the scope of the maintenance contract may be tendered
on a case by case basis using the procurement method best applicable to deliver the right

supplier for the work.
There are no Improvement Projects which are outside the scope of the maintenance contract
programmed for the next three years.

3.3

Street Lighting

The Council has programmed to upgrade its street light Iuminaires to more cost effective
light emitting diode (LED) Iuminaires. Currently the street lights on power poles on parts of
the network are owned by a utility company (Delta) rather than the Council. Arrangements
have been made for the Council to attain ownership of the lights it does not currently own. A

condition of the transfer of ownership requires the Council to engage Delta to carry out the
LED upgrade on the poles owned by Delta. An appropriate rate for the installation of these
LED Iuminaires will be negotiated with Delta. Procurement for the installation of the of LED
Iuminaires on the other poles on the network will be undertaken by competitive open tender.
The Council intends to take advantage of the competitive tender arrangements made by

other much larger road controlling authorities such as Auckland Transport to procure
appropriate quality Iuminaires at the best price available. As well as achieving low cost

Iuminaires through bulk purchasing, the cost of procurement will be minimised.
Once all of the streetlights s on the network are owned by the Council, then Council will

procure a term maintenance contract for its street lights by competitive open tender.

3.4

Specialist Work

The following specialist activities are required to be undertaken from time to time.
Task

Investigations

Procurement

7

Direct negotiation

RAMM rating

Direct negotiation

Asset Valuation

Direct negotiation

Geotechnical Advice

Direct negotiation

Individual Structural Bridge Inspections Direct negotiation
Network Structural Bridge Inspections ‘ Tender — post July 2016

. Street light maintenance
Street light energy
Legal Services
Property Management

3.5

Tender — post July 2017
Tender — Pioneer to ??
Direct Negotiation
Direct Negotiation

Network Management Including Regulatory Work

This work will be undertaken by Councils in—house business unit. including delivery of the
Community Road Safety programme.

3.6

ProfessionalServices

The Council intends to continue to procure most its professional services in-house as it has

done previously. Professional services requiring expertise, technology or resources not
available in-house will be out sourced in an as required basis to provide the best value for
money.
The NZTA 2016 investment audit confirmed that the Council’s current method of
procurement is appropriate and meets the requirements contained in 826 of the LGMA.

4

Procurement Environment

National and Regional Market Environment
There have been a number of national initiatives which are impacting on the road contracting
environment.

Changes to NZTA Procurement Rules in 2009 have enabled a wider range of contract
options to be implemented, and have shifted the focus to value for money rather than lowest

cost procurement choices,
The Road Maintenance Taskforce Report; published in 2011, identified that alternative forms
of contract to traditional contract types provide opportunity for improved outcomes and value

for money to be achieved.
The Road Efficiency Group has a Procurement work stream which is preparing information
to support Councils. This provides information on collaborative styles of contracting as well

as traditional cost focused forms of procurement.
Changes to health and safety legislation have placed greater ownership on the client for

consideration, responsibility, and leadership for health and safety of contractors. Health and
safety culture and practices within contractor’s organisations will play a greater part in the
tender evaluation process.
Different contract models can also have a negative impact on health and safety culture. This

can occur when the tendered rates for aspects of work are close to cost which can result in
staff feeling under pressure to take short cuts when it comes to health and safety.
New Zealand Transport Agency State Highway Maintenance and Renewal Contracts
NZTA has developed an alternative contract form for renewals and maintenance work on
State Highways, referred to as the Network Outcomes Contract. All NZTA term maintenance
and renewals contracts are being changed to this form over a period of two and a half years.
The Networks Outcomes Contract is a performance based contract model where NZTA set

performance measures. NZTA then hold the contractor accountable for delivering these
performance requirements through their work program.
These contracts cover larger areas, and include all the renewals and maintenance work in a
single seven to nine year contract. They also involve a direct relationship between the
Contractor and an NZTA employed contract manager. The role of an independent consultant
has been removed from the management structure.
The value of these contracts, and long duration will change the local market. Condensing of
tendering all maintenance and renewals work on state highways into a two and half year

period means that the market share of state highway work over the next five years will
remain static.
The Central Otago Network Outcomes Contract is the second last State Highway contract to
be tendered nationally. The preferred contractor will be announced in early July. The
remaining State Highway area to be tendered is the North Canterbury State Highway
network and the preferred contractor will be announced soon after the Central Otago
contract.

The following graph shows the current market share of State Highway maintenance
contracts.

State Highway Network Outcome Contracts (7-9yr
Duration)
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The following map shows the distribution of State Highway contracts across the South
Island. Typically, NZTA is receiving 2-3 tenders for these contracts.
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Southern Local Authority Maintenance and Renewal Contracts

There are 15 local authority contracts shown on the map below. Five of these contracts were
awarded last year. Six contracts, Selwyn, Queenstown Lakes, Clutha, Invercargill, Dunedin
City, and Central Otago. will be tendered this year. Central Otago District Council has a
commencement date of 1 January 2017 which will make it the last contract to be tendered

this year.
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Southland District Council has three contracts which will be tendered in 2017. Gore and

Waitaki are due for retendering the following year.
The high number of local authority contracts, combined with the three southern NZTA

contracts being tendered within a two-year period means the regional contracting market is
currently very unstable. Impacts on available resources, particularly contract management
capability and capacity may result. This could occur when contractors win different contracts

and reallocate their management resources to different areas.
The cost of tendering for a term maintenance contract for a contractor is significant and is

likely to cost in excess of $100,000. This influences contractors when they decide which
contracts they will tender for. It is not anticipated that there will be a large number of tenders
received for the Central Otago Contract based on the number of tenders being received for
the state highway contracts,

Network Physical Works
There are two National Roading Maintenance Contractors based in Central Otago:

-

Fulton Hogan Central (CODC Network Maintenance and NZTA Central Lakes Network
Maintenance)

-

Downer Works EDI (QLDC Network Maintenance)

There are two regionally based Roading Mai ntenance Contractors working on adjoining

networks;
-

SouthRoads

-

Whitestone Roading

In addition, Higgins has expressed its interest in establishing in Central Otago
All of the above companies either have the resources (or could procure specialist sub—
contractors) to physically undertake the work.

Central Otago District Council does not wish to risk the delivery model by entering a contract
with a supplier who does not show demonstrable commitment and evidence that they can
deliver roading services under a collaborative continual improvement process in partnership
with Councils roading business unit.
For this reason, Council's intent is to procure roading services under a quality based supplier
selection method, so that (initially) price is not a consideration.

There is a concern in the market that the trend towards longer term relationship reading
contracts may impact on competition and ability for new entrants. The primary concern of the
CODC is to provide the best value services it can for its road users and ratepayers. Given
the number of network maintenance contracts in New Zealand any decision by CODC will
not overly influence the market.

Council does not want to risk long term relationships and value for money by seeking short
term windfalls.
Professional Services

The intent is to procure specialist work by direct appointment on a job by job basis for
professional services work up to $50.000 in value.
There are two International professional services providers based in Central Otago:

-

MWH New Zealand Ltd (long term providers of reading services to CODC)
OPUS International Consultants Ltd (NZTA Central Lakes Network Managers)

Both companies provide a range of services to Council. This is expected to continue.
In addition, there are a number of other professional services providers based in
Queenstown or Dunedin. These include GHD, Rationale and Beca.

Where opportunities at project level or for specialist asset management services arise.
Council will consider collaboration with other approved organisations.

4.

Management and Implementation

4.1

Risk Management

The key presumption of collaborative contracting is that risk is identified. managed and

mitigated in the work.
The move towards a cost plus based remuneration for suppliers will remove the price risk

that results from uncertainty around scope and schedules of work.
Risk in terms of project outcome, or involving technical or safety issues will be mitigated by
ensuring that appropriate skills and expertise is pulled into the work as required.
Risks that are recognised are:

-

Loss of staff (internallexternai) experienced and committed to collaborative and
continued work methodologies.

-

Organisational controls that limit supplier's ability to deliver to the contract objectives

-

Political (Central and Local) — changes in philosophy

The key mitigation factor is if continuous improvement is not occurring in the work then both
or either party may exercise a right to withdraw within a reasonable notice period.

4.2

Approach to Contract Management

All major Council civil contracts have traditionally been based on the N28: 39101rame work
that is widely used in the sector. Council prefers this framework as it provides consistency

for both Contractors and Council staff.
Standard documents will be used wherever appropriate.

4.3

Communication Strategy

Elected Members

Workshops, formal reports and recommendations on procurement for Reading Physical
Work have been provided and considered by Council.
Management Executive

The Transportation Procurement Strategy has been prepared by the Executive Managers of
Infrastructure, and Corporate Services.

Updating of Councils procurement policies and

significant procurement issues will be discussed at Executive Team meetings
Consultation with Other Local Authorities, NZTA, and Suppliers
All other Local Authorities have been contacted to determine the timing of retendering of
term maintenance contracts for roading across Otago, Southland and South Canterbury.

Meetings have been held with two contractors regarding the tendering of the 2017 Roading

Physical Works contract. The key issue for contractors is the timing of the tender so that it
does not conflict with the other eight road. maintenance contracts which are being tendered
across the Southern Region in 2016.

The Central Otago District tender period has been timed to occur after the other contracts
have closed or been awarded. The preferred tenderer for the Central Otago State Highway
Contract is expected to be announced on 9 July 2016, which will be five weeks before the

Central Otago District Council Reading Physical Works tender closes.
Meetings have been held with two street light maintenance contractors to discuss

opportunities, issues and risks associated with re—tendering of the street light maintenance
and renewals work.

Communication by letter and meeting will be undertaken with suppliers and stakeholders
listed in Appendix 1.
Council also operates an open door policy which encourages suppliers to discuss future
procurement options with Council staff.

4.4

Performance Management and Success Measures

For transportation work the following measures are in place:
1.

Volume of public demand

2.

Response times

3.

Achievement of program

4.

Actual expenditure against forecast expenditure

5.

Cost effectiveness of our service

4.5

ProcurementCapability

Council employs experienced and qualified staff to manage its contracts and procurement
programme. Where required, additional specialist expertise is employed.

The key staff involved in procurement have been or will have training in the system thinking
method, and collaborative contract management.

Council currently outsources qualified tender evaluators, but is undertaking in—house training
in Clever Buying to improve skill levels in procurement organization wide in 2016. This will

ensure that a number of Council staff meet NZTA requirements and best practice in
procurement processes.

4.6.

Updating of Strategy

It will be updated in conjunction with the Council’s Long Term Plan.
The CODC Executive Team is responsible for preparation of the procurement strategy to the
Reading Committee for approval.

APPENDIX 1: Reading Stakeholders
New Zealand Transport Agency
Civil Contractors New Zealand
Association of Consulting Engineers New Zealand
Fulton Hogan Ltd.

Downer Works EDI
Higgins

Southroads
Whitestone Reading
MWH New Zealand Ltd.
OPUS International Consultants
GHD
Beca

Rational
Waugh Consulting

Queenstown Lakes District Council
Waitaki District Council

Dunedin City Council
Clutha District Council
Southland District Council
Gore District Council
McKenzie District Council

Otago Regional Council
Department of Conservation

