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One year on from the latest
Government procurement

rules

How are Government agencies
progressing?

The 4th Edition of Government procurement rules came into
effect for the public sector in October 2019. Agencies have now
had a year to get up to speed and implement the changes.

The eleven new rules included a focus on delivering public value
through procurement, including:

+ broader outcomes

+ access for New Zealand businesses

+ construction skills

+ employment standards

+ sustainability

Seven designated contracts have initially been targeted.

We interviewed and surveyed a number of leading agencies
across the public sector to see how they were getting on; we
identified common themes and learnings that could help other
agencies.

Who do the rules apply to?

Public service
Departments and
ministries

State services 1
Crown entities and

agents

State services 2
Subsidiaries and
schools

State sector
Local Government
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Key themes from our research

We uncovered five key themes in our interviews and survey
responses.

Leading agencies have spent the last 18 The biggest challenges faced by agencies
months laying the foundations and showing are competing priorities and getting the
how the rules can be used effectively in resources to support implementation.

specific procurements to deliver public
value. They are now shifting their focus to
activation and implementation.

COQVID-19 has created a stronger focus Leading agencies have moved away from
on access for New Zealand Businesses, an output focus and become outcome
but made broader outcomes harder to focused. This requires more involvement in
prioritise if they come at an additional the planning phase.

cost.

The area that has been slowest to
implement is getting suppliers aligned to
meet broader outcome objectives and
report on their progress.
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The survey results

Our survey revealed some key insights.

Contents

Aligning organisational strategy and
procurement strategy had a high
correlation with overall progress.

Supplier alignment was lowest when
category strategies hadn’t been
progressed.

Policy and category strategies were usually
progressed as much as procurement
strategy; where procurement strategy was
aligned, cascading into other areas has
been easier.

Progress on RFPs was only delayed when a
procurement strategy was not developed.

=
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Which new rules have agencies
been able to progress?

Progress No opportunities Some Significant
blocked yet progress progress

Sustainability has been a key focus for
many agencies with leaders already
advancing this area. Particular headway
has been made in areas with central
contracts or established competitive
offerings.

Sustainability

Achieving the priority broader outcomes
identified has been varied, but good
progress has been made in areas that
were closely aligned with agencies’

Broader
outcomes

priorities or core missions.

Agencies with major infrastructure spend

COHS:::-IIC‘IO“ % have had a lot of success compared to
skills

those where spend is more irregular.

COVID-19 has resulted in a stronger
Access for NZ focus on access for New Zealand
businesses businesses, and business in local regions

where agencies are operating.

Immediate supply relationships were
already quite mature. The challenge now
is understanding New Zealand supply
chains, and discouraging and reducing

Employment
standards
modern slavery in the international

supply chains suppliers use.

. Average h Lowest q Highest
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Where have agencies been
able to progress the rules?

No opportunities Some Significant
yet progress progress

Procurement
strategy

Category
strategies

Policy/process
alignment

Organisational
strategy

New RFP
processes

Supplier
reportng and
KPls

Supplier
alignment

Our research revealed that the most
progress has been made in aligning
procurement strategy.

Most agencies who had aligned
procurement strategies had also aligned
specific category strategies.

Procurement process alignment was often
advanced, especially when strategy was
well developed.

Leading agencies had support and
drive from the top. Other agencies have
had slower progress trying to align and
educate diverse stakeholder groups.

New RFP processes is the area with the
most mixed success. Financial pressures
are front of mind and impacting
agencies’ ability to achieve some other
social or environmental outcomes.

Supplier reporting was consistently an
area with little progress. Even leaders are
just starting out.

Supplier alignment is a key area to
support achieving broader outcomes,
but it was the area with the least
reported progress.

. Average h Lowest q Highest
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Which designated contracts
ave agencies advanced?

Progress No opportunities Some Significant
blocked yet progress progress

Fleet emissions

H&S in
forestry and
construction

Office supplies
waste

Wages in
cleaning and
security

Construction
skills and
training

ICT access for
NZ business

Heating system

emissions

— —

Fleet emissions was the most advanced
designated contract. Central contracts

and specific targets have supported
significant improvement in reducing
fleet emissions.

Progress has been made by agencies
operating in the designated core
sectors - construction and forestry.
Opportunities still remain for advancement
of health and safety outcomes in agencies
outside of these core sectors of focus.

The most significant progress has been
made by agencies buying off collective
agreements with sustainable options
built-in.

The remaining challenges for
employment standards in cleaning and
security sectors include additional cost,
slow moving syndicated agreements and
grappling with the two-tier market rates.

Major infrastructure agencies have
enjoyed some major achievements,
but there’s still opportunities for other
agencies where infrastructure is more
irregular.

Progress in ICT has been limited due to
skills shortages, legacy relationships and
a breadth of local supplier capability that
can compete with offshore providers.

Heating emissions was the area of least
progress, mostly due to agencies waiting

for the need to upgrade or build a new

system.

. Average h Lowest q Highest
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Lessons from the leaders

COVID-19 has caused tail and headwinds; there’s a stronger
focus on employment, but broader outcomes are harder to
prioritise if they come at additional cost.

COVID-19 has resulted in agencies prioritising employment
and supporting local businesses. The national shift in
consciousness toward buying local is aligned to, but not
because of, the Procurement Charter objective.

Many agencies are taking the objective one step further by
prioritising companies in regions where services are being
delivered. Agencies are challenging the traditional method of
awarding cost-effective national contracts, with pressure to
‘buy local’.

Leading agencies are working with strategic suppliers who
can deliver consistent quality across the country. They
are looking closer at delivery models, ensuring outcomes
and benefits are achieved in local communities through
subcontracting, local hiring or training.

Solutions that offer greater public value are often more expensive
initially, despite having lower overall Total Cost of Ownership
(TCO)J. In the current environment, financial constraints are
causing additional scrutiny, which makes it tougher to get
projects signed off.

The challenge at some agencies, particularly with COVID-19, has
been getting leadership to view broader outcomes as important
enough to influence an outcome or come at additional cost.

Other procurement teams have had more success by investing
effort up front, engaging organisational stakeholders and
changing mindsets; this has resulted in support for bids which
deliver more public value, even if they come at a higher cost.

Supplier alignment to deliver outcomes desired has been the
slowest area to implement.

Raising supplier capability and alignment to broader
outcomes is a key area to support achieving better public
value procurement outcomes. Supplier alignment was the
area with the least reported progress. Our interviews revealed
that many suppliers were not aware of broader outcomes
outside of ad hoc elements included in occasional RFPs.

Upskilling suppliers on outcomes desired is just as important
as upskilling internal stakeholders. Unless an investment is
made during early supplier engagement, including supplier
upskilling and ongoing relationship management with a
shared focus on innovation, results will be limited to minor
tweaks to existing services and products delivering only
incremental improvements.

Grant Thornton has produced a supplier guide to the 4th
edition rules that agencies can provide their suppliers (see.
Additional Resources section).

Leading suppliers find that As-a-Service models are more
effective at delivering broader outcomes for agencies. Service
models that closely control product lifecycles can help
implement sustainable products and methods more smoothly.

Agencies need to challenge the traditional procurement
sourcing cycle that delivers existing products in a contract
lifecycle. Two-step and early contractor involvement (ECI)
procurement models are being effectively used to achieve
greater innovation and gain more input from suppliers.

A relationship approach over the procurement lifecycle, from
initiation to review, will deliver the best public value outcomes.

Over time, transformative outcomes can be achieved by
working closely with strategic suppliers that are aligned to
organisational values and work.
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What are the challenges facing agencies?

Of the six challenges in implementing the new rules, competing priorities and resources to support implementation were the biggest

challenges.

Competing
priorities

Resources
to support
implementation

Understanding
opportunities

Measurement
and reporting

Stakeholder/
organisational
buy in

Organisational
rules that
conflict

Procurement teams are regularly facing competing priorities, particularly when asked to support a
procurement last minute or deliver on an ambitious savings target.

To plan and deliver broader outcomes, there is more effort required in the strategic and planning
phases, and in supplier monitoring and relationship management. Agencies are being limited

by the human resources available to do the planning up front and ensure benefits are realised
alongside suppliers. Limited resources are stuck in the sourcing phase, the smallest of the phases in
leading teams (Plan, Source, Manage).

Quick wins have been achieved through some AoG and designated contracts. Outside of

these, many agencies and category managers have encountered challenges in understanding
opportunities. Leading agencies have spent time understanding supply markets and using two-step
processes to allow suppliers to bring innovation.

For many agencies, measurement and reporting is still on the horizon. Outside of AoG agreements
with established reporting, supplier reporting is still a development area. MBIE has just completed
the first round of agency progress reporting, which will shed some light on what agencies have
been able to measure.

Most procurement teams have had support from their organisation - at least in theory. The
challenge has been getting leadership to view broader outcomes as important enough to influence
an outcome or have an impact on price. Leading procurement teams have invested effort up front,
bringing organisational stakeholders along on the journey.

Organisational policies, rules or acceptable behaviours can be slow to change. Some agency

rules and commitments are currently at odds with the 4th edition procurement rules and this is
slowing progress for procurement teams. Leading agencies have found that Ministerial and Director
General support can speed up otherwise slow change.

Implementation progress: Government procurement rules - 4th edition 11




Focus on outputs

Leading agencies have made a shift from an output focus

to an outcome focus. This requires more effort and input

in the planning and managing phases from procurement
professionals. This sounds simpler than it actually is - for
decades procurement teams have been set up, incentivised and
managed to deliver outputs.

| want this widget from WidgetSupplyCo. Can you get me a
better deal? Oh, and [ want it next week.

Procurement teams are starved of resource and given targets
where the focus naturally drifts to the source phase. However,
to effectively achieve outcomes that deliver public value,

significant investment in planning and managing is required.

Leading agencies have been moving from deep expertise

in social procurement and broader outcomes to spreading
the knowledge throughout the procurement team and other
stakeholders. This allows them to identify required outcomes
early and to consider broader outcomes at all stages of the
procurement cycle.

Manage phase
The manage
phase is important

to measure and 1
report on outcomes
to ensure they are Review Initiate

achieved. project 2

Manage
contract Identify needs

and and analyse
relationships the market

Negotiate and 3

award contract Specify
requiremenets

Plan phase
The planning phase is

crucial in identifying
opportunities

for achieving
broader outcomes
and introducing
innovation.

Approach Plan
6 market approach
and select | to market

supplier and “
evaluation

o
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What’s next?

The shift to delivering broader public value isn’t going to happen
overnight - but it will happen. Leading agencies are moving from
laying the foundations to activation and implementation.

The best-practice steps agencies are taking to implement the new rules are outlined below. At a high level these apply to all agencies,

but start to differ and become more detailed for different public sector entities.

Foundations

Implementation

» Leadership's commitment to deliver » Change mindsets to become Outcome » Getinvolved in Planning, through
broader outcomes focused delivery
+  Align with agency goals and values - » Embedding tools and templates that + Targeting broader outcomes in every
identify priority areas make alignment easy procurement, make it the norm
* Engage stakeholders early about what + Governance frameworks + Collaborating with other agencies
the changes mean for them. Get buy » Access to user training, MBIE plus *+ Incentivising suppliers for outcomes
in before starting on a procurement agency-specific materials achieved
process . . »  Monitoring and reporting framework
A Hikina (Learning Management System)
* Plan and prioritise where you . )
e-learning modules and workshop Implementing broader outcomes
can target outcomes across your 7. Bt /
categories and contracts opportumtles:. ttps: WWW.Drocurfsment.qovjc‘nz
; ; https://learning.procurement.govt.nz broader-outcomes/implementing-broader-
+ Learn from leading agencies and
outcomes/

suppliers
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https://learning.procurement.govt.nz/
https://www.procurement.govt.nz/broader-outcomes/implementing-broader-outcomes/
https://www.procurement.govt.nz/broader-outcomes/implementing-broader-outcomes/
https://www.procurement.govt.nz/broader-outcomes/implementing-broader-outcomes/

Additional resources

Complementary
procurement rules guides

Agency guide on 4th edition
procurement rules

Suppliers guide on Lth edition
procurement rules

IPANZ public sector
article

Are you ready for ethical consumerism
on a national scale?
September 2019, pg2l/25
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https://www.grantthornton.co.nz/globalassets/1.-member-firms/new-zealand/pdfs/government-procurement-rules-guide-suppliers.pdf

Methodology

Our research comprised a qualitative survey and in-depth

interviews.

Participants

Our survey respondents and interview participants represent

ten organisations that vary in size and complexity. These

organisations range from agencies with substantial externall

spend and dedicated procurement teams, to those with limited

external spend and decentralised sourcing activity. Our sample

also represented the two of the three levels of Government

procurement rules and how they apply to certain entities:

+ Required to be followed by all departments, Ministries, Crown
entities and agencies

+ Expected to be followed by subsidiaries and schools

+ Encouraged to be followed by local government entities

Types of entities surveyed

Procurement
rules are:

Departments Required 3
Crown agents Required 3
District health boards Required 1
Local government Encouraged 1
Mixed ownership model Encouraged 1
State-owned enterprises Encouraged 1

Contents

Survey questions

1 Which of the areas of the new rules has your organisation
been able to advance?

(For each area, participants were asked to select from: progress
blocked, no opportunities yet, some progress, significant
progress, N/A)

+ Broader outcomes

+ Access for NZ business

+ Construction skills and training

» Employment standards

+ Sustainability

2 How has your organisation been able to advance the new
procurement rules in your organisation through each of these
areas?

(For each area, participants were asked to select from: progress
blocked, no opportunities yet, some progress, significant
progress, N/A)

+ Organisational strategy

* Procurement strategy

+ Specific category strategies

+ Policy/process alignment

+ Supplier alignment

3 Which designated contracts have you been able to advance?

(For each contract, participants were asked to select from:
progress blocked, no opportunities yet, some progress,
significant progress, N/A)

+ Access for NZ businesses in ICT services

+ Construction skills and training

+ Employment standards (low wage) for cleaning and security
* Health and safety in forestry and construction

* Reducing fleet emissions

* Reducing heating system emissions

* Reducing office supplies waste

%
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4 Please explain where you have been able to make the most
progress on implementing the new Government procurement
rules

(Open comment]

5 What area has been the biggest challenge to implementing
the new procurement rules so far?

(Choose one)

+ Stakeholder/organisational buy in

 Supplier maturity

+ Competing priorities

+ Understanding opportunities to achieve broader outcomes
+ Resources to support implementation

« Other

6 Please explain what you have found the most challenging in
implementing the new Government procurement rules?

(Open comment)

7 What will be your focus for the next six months in
implementing the new Government procurement rules?

(Open comment)

Types of entities interviewed

We carried out in-depth interviews with the Head of Procurement
(or their delegates) from four agencies, leaders in social and
sustainable procurement and New Zealand Government
Procurement and Property Groups.

Interview questions

Each interviewee (or group) was asked the following key

questions:

* Which of the new rules have you have been able to advance?

* Which parts of the procurement process have you been able
to apply them to?

«  What have been your biggest challenges?

+ What your focus will be for the next six months?

+ Have you got a good case study/success story to share?

Implementation progress: Government procurement rules - 4th edition 16



Our procurement services
and public sector expertise

Procurement and supply chain

Procurement and supply chain inputs will often dominate
your balance sheet. They must constantly evolve for
organisations to remain competitive and meet changing
customer requirements. The arrangements you put in place in
the past might not be what you need for the future.

We have a reputation for delivering real results fast. This is
possible for two unique reasons: the use of our best practice
toolbox we have been developing and using since 1999 and
our people - senior, commercially experienced professionals.
You get delivery from senior resources, real knowhow transfer
to your team and tangible results, often in 90 days or less.

Our relationships with clients tend to be long term. Over
the arc of our involvement, we can provide our services in
variety of ways: working with you, coaching, and mentoring
or educating.

We offer:

* procurement strategy

+ procurement analytics

+ category management and sourcing strategies
* procurement automation

+ supplier relationship management

+ vendor innovation management

* supply chain review and process improvement
* inventory management

+ sales and operations process improvement

* logistics and distribution review.

Public sector expertise

Government departments and agencies are facing an
unprecedented demand for services coupled with increased
budgetary pressures to deliver more with less.

These pressures combined with the ever-increasing
requirement for greater transparency and accountability
presents unique challenges for Government agencies.

At Grant Thornton, we understand these challenges often
drive significant organisational transformation and the need
to review and change structures, strategies and service
delivery models to improve performance.

Our dedicated public sector advisory works with all types

of agencies, including central and local government, Crown

Entities, State Owned Enterprises, autonomous agencies,

public-sector units and public-private partnerships. We are

perfectly placed to help your organisation deliver on its vision

in the longer term. In addition to our procurement expertise,

our key Government services include:

+ policy and programme development - strategy, guideline
and framework development

* programme implementation - change management,
programme and project management

+ risk and financial assurance - independent certification,
risk identification and assessment, control design and
assurance

* programme reviews - funding and price reviews, business
case development, performance and compliance
management, financial assessment, business and
operating model development

+ operational efficiency - service integration, business
process improvement, organisational transformation, and
change and service cost modelling.

JTm,
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Contact us

To find out more about how Grant Thornton New Zealand can
support your organisation, contact our experts:

Michael Worth Elisha Nuttall

M +64 21 623 4kt M +64 27 201 7398
E michael.worth@nz.gt.com E elisha.nuttall@nz.gt.com
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About Grant Thornton

We’re a network of independent assurance, tax and advisory
firms, made up of 56,000 people in over 140 countries. And we’re
here to help dynamic organisations unlock their potential for
growth.

Grant Thornton New Zealand is a nationall, fully integrated firm and is organised into six main service lines. We offer a broad range
of professional services and an exceptional client experience. In addition to traditional accounting, audit, assurance and tax services,
we also focus on business advisory, information technology, business risk services, government advisory, performance improvement,
insolvency services, corporate finance and transaction advisory services.

o)
000 o

Auckland, Wellington w . . o420
staff nation wide [ R e partners

and Christchurch
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Auckland

L4, Grant Thornton House
152 Fanshawe Street
Auckland 1140

T +64 9 308 2570

F +64 9 309 4892

E enquiries@nz.gt.com

Wellington Christchurch

L15, Grant Thornton House L3, Grant Thornton House
215 Lambton Quay 134 Oxford Terrace
Wellington 6143 Christchurch 8140

T +64 4+ 474 8500 T +64 3 379 9580

F +64 4+ 474 8509 F +64 3 366 3720

E enquiries@nz.gt.com E enquiries@nz.gt.com

© 2020 Grant Thornton New Zealand Ltd. All rights reserved.

Grant Thornton New Zealand Ltd is a member firm of Grant Thornton International Ltd (GTIL). GTIL and the
member firms are not a worldwide partnership. Services are delivered by the member firms. GTIL and its
member firms are not agents of, and do not obligate, one another and are not liable for one another’s acts

www.grantthornton.co.nz

or omissions. Please see www.grantthornton.co.nz for further details. This report is general in nature and its
brevity could lead to misrepresentation. No responsibility can be accepted for those who act on its content
without first consulting us and obtaining specific advice.
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