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1 Executive Summary

t.t

This Procurement Options Analysis ("POA") report outlines the process of selecting a

preferred procurement and delivery model for the proposed development at the
current Powerhouse Museum site in Ultimo. At the direction of the Executive
Director, Cultural Infrastructure Program Management Office ("CIPMO"), the POA
contemplates the preferred option for the site only and only those developments for
delivery within the heritage portion of the site. The analysis is conducted consistent
with the National PPP Guidelines and the project aims and objectives as set out in the
Atimo Project Definition Brief.

The proposed redevelopment includes three core spaces:

. Lyric theatre;
o Museum; and
. Ancillary commercial and other usage.

Evaluation Criteria
The evaluation of options within this POA is consistent with the framework outlined
in the National PPP Guidelines. Each option is assessed against the following six
evaluation criteria:

1. OperationalFlexibility
2. Risk Management
3. Time to Deliver Project
4. Market Interest
5. Value for Money
6, Budget Certainty

Criteria are weighted based on their relative importance and alignment with the
overall project objectives set out tntheWtimo Project Definition Brief.Each potential
procurement model is assigned score out of 5 for each criteria, based on its ability to
meet that criteria, with a total weighted score then calculated for each option.

Procurement Models Assessed

The following procurement models are considered as potential options in the POA:

. Delivery models, including;

o Model l: Construct Only;
o Model2: Design and Construc!
o Model3: Project Alliancing;
o Model 4: Constrrction Managemen! and

o Model5: Managing Contractor.

. PPP models, including;

o Model6: Design, Buil4 Maintain;
o Model T: Design, Build, Finance, Maintain;
o Model S: Design, Build, Operate; and

o Model9: Design, Build, Finance, Operate.

1.2
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1.3

Consistent with the requirements of both the National PPP Guidelines and the NSW
PPP Guidelines, public-private partrership models have been considered given the
likely capital value in excess of $100m.

Options Analysis

The score adrieved by each procurement model, when assessed against the weighted
criteria, is shown in the table below.

Table 1: of

17.55

Desig4 and Constmct 17

ConstructionManagemmt 73.45

Alliance L3

Contractor L3.45

DBM 14.3

DBFM 74.3

DBMO 13.25

DBFMO 12.8

It can be seen that the highest score is achieved by Option 1: Construct Only, and
consequently this is the preferred option. This option is preferred for the following
reasons:

o Enables the State to best manage key risks, including heritage and stakeholder
risks relating to the Heritage buildings;

o Provides the best opportunity for value for money and improved qualitative
outcomes through separated design and construction processes; and

o Allows the State to retain operating responsibility for the facility, which is key
given the unique nature of the proposed cultural elements within the
development.

Summary

This Procurement Options Analysis recommends that a Construct Only procurement
method, involving the State separately contracting for both design and construction of
the facility, be utilised in implementing the proposed redevelopment of the Heritage
buildings on the Powerhouse Museum site in Ultimo.

A Design and Construct model also scores highly, and may also be recommended
should the State have a requirement for the lower timeframe for delivery that
typically comes with such an arrangement.

't_.4

Mode! Total Score
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2 lntroduction

2.1

2.2

Inhoduction
This Procurement Options Analysis ("POA") report outlines the process of selecting a
preferred procurement and delivery model for the proposed development at the
current Powerhouse Museum site in Ultimo.

This developmmt has been scoped under the Ultimo Presence Project, the options for
which are considered within the Ultimo Presence Invesfinent Case to be tabled in
conjunction with the Extended Final Business Case for a New Museum in Westem
Sydney. The development of a new flagship facility for MAAS in Parramatta releases

the current Ultimo site for redevelopment by the NSW Govemment (the "State").

The proposed redevelopment involves three key components:

o Divestrnent of the site of the currmt Harwood building to a private sector
par$;

r Divestrnent of the site of the current Wran building to a private sector party;
and

. Redevelopment of the Heritage buildings to provide a retained cultural
presence in Ultimo.

This POA considers only the redevelopment of the Heritage buildings, with further
detail on the project scope provided in Section 3.

Approach to POA

This POA is conducted in alignment with the requirements of the National PPP

Guidelines, Volume L. The Guidelines set out an approach, as shown in Figure L,

which has been adopted in considering procurement options for the Ultimo Presence

Project.

1: National PPP Guidelinee Decision Procees

Consistent with the requirements of both the National PPP Guidelines and the NSW
PPP Guidelines, public-private parbrership models are considered within this report
given the likely capital value in excess of $100m.
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3 Project Description

3.1

The Ultimo Presence Project was defined within theUltimo Project Deftnition Brief.This
outlined the overarching project requirements, including objectives, strategic and
policy alignment, and project focus.

Objectives

The[timo Project Definition Bief outhned seven objectives of the Ultimo Presence

project, as shown in Table 2.

Table2 ettives

Ensure the poteftial for a renewed MAAS in Ultimo complementary
to key adjacent urban renewal projects.

Objective Description

Objective 02 Ensure the potential for a Lyric Theatrg responding to
recommendations within the Cultural Inlrastructure Strategy, to be

developed by the private sector.

Objective 03 Enables and encourages education, indushy and research

parbrerships with the education sector and creative and digital
industries.

Objective M Create a facility that has the capability and scale to operate effectively
as a cultural exhibition venue to intemationally recognised standards.

Objective 05 Investigate the commercial and development opportunities inherent
in the site to off-set project costs.

Objgctive 06 Develop a sustainable operating model that enables ongoing revenue

raising and commercial opportunities.

3.2

Objective 07 Adfeve within the proceeds generated from the divestrnent of parts
of the Ultimo site; without compromising the outcome for the New
Museum in Westem Sydney.

The evaluation criteria utilised in this POA, as outlined in Section 4, have been

developed in alignment with these overarching project objectives as well as the

requirements of the National PPP Guidelines. This ensures that the choice of
procurement model supports the achievement of the project objectives.

Proiect Scope

This POA considers the preferred option for redevelopment of the Powerhouse

Museum site in Ultimo only, as directed by the Executive Director of CIPMO. The
Project involves redevelopment of the Heritage buildings to incorporate a Lyric
Theatre, museum space and other mixed use or commercial space. Figure 2 shows the

location and physical site characteristics shaded in dark brown. A red boundary
highlights the total site area.

CTPMO I Ultimo Presence Project Procurement Options Analysis Page 6
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Buildings, Current Powerhouse Museum Site

/A
Site Characteristics

The overall Powerhouse Museum site is comprised of 5 separate land parcel lots;

e Lot l,DP 770031.

o LotlDP781732
r Lots L and 3 DP 63L345
o Lot 3DP 21,6854

o Lot 37 DP 822345

The approximate total site area is24,378 m2. The Heritage buildings occupy Lots 1 and
3, DP 631345. The City of Sydney Council administers the LEP guidelines and
planning constraints on the site.

The Heritage buildings located on the tlltimo site are heritage listed in the Sydney
LEP 2}L2,listing number 72031' According to the State Heritage Registrar ("SHR") the
buildings are a representative example of a Federation power station building and

contemporary museum adaptation. As per the recommended management plan, no
vertical additions nor any alterations to the fagade of the building will be undertaken
other than to reinstate original features. Additions and alterations are confined to the
rear in areas of less significance that are not visibly prominent and are in accordance

with the relevant planning controls.

The Heritage buildings are located on the North East portion of the Ultimo site

between the Wran and Harwood buildings. The site is bound by Harris Street, the

Pier Street overpass, Macarthur Street and The Goods Line. The Heritage buildings
consist of the Boiler House, Engine Room and the Turbine Hall, with typical intemal
features shown in Figure 3.

5q

3.3
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3.4

3: Turbine HdI & BoilerHouse

The Heritage buildings contain large open plan spaces with high ceilings, exposed

beams, brick facades and large windows.

As well as being heritage listed, the buildings were listed by the National Trust in
1997.

Redevelopment Characteristics

This POA considers only the redevelopment of the Heritage buildings. The

divestrnent or redevelopment of the Wran and Harwood sites is to be investigated
separately.

The proposed redevelopment of the Heritage buildhgs is an adaptive re-use to
incorporate a Lyric Theatre, with a museum presence and commercial space alongside
the theatre. A new entrance to the Heritage buildings will be from the South of the
boiler house closest to the Goods Line.

Capital costs for the construction of a performance theate, refreshed museum and

mixed use hub are estimated to be around $387.5m, based on cost planning conducted
to date on the preliminary design work.

Preliminary design work has been conducted to provide an indicative layout for the
site and identify required elements of the schedule of accommodation. Tiered flooring
will be introduced allowing the fulIbuilding volumes to be retained whilst
introducing more floor space. A new entrance from the Goods Line into the Boiler
House will hamess the full scale of the original chimney stacks. Figure 4 provides an

indication of the flooring design and new entrance position.

CIPMO I Ultimo Presence Project Procurement Options Analysis Page I
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Figure 4: Indicative Site Design

f<

The overall size of the redevelopment is outlined in Table 3, along with the allocation
of space to each of the core uses.

Table 3: Totd GFA

Ground/
Mezzanine

3,448 '1,,765 987 363

Redevelopmen
t (GFA m')

Boiler House
Museum

Turbine Hall
Museum CommercialTheatre

Level 1 926 804 7,759

Level 2 677 1,003 1,286

Level 3 467 363

The Engine Room building, located at the Southem end of the Turbine Hall, will
indicatively provide back of house, commercial space and an additional lobby area for
the theatre. The Engine Room will be split into 4levels to incorporate accompanying
facilities to the performance theatre.

Characteristics of eadr of the core spaces are outlined in subsequent sections.

3.4.1 Lyric Theatre
A 1,500 seated capacity performance theatre is to be incorporated into the Southem
portion of the Turbine Hall. It will span 3 levels consisting of ground floor, L't level
and 2"d level. Seating will encompass all three levels, and the stage will occupy the
ground floor and overhead space. The Boiler House will be redeveloped into a grand
entrance incorporating ti&eting and lobby facilities. The overall size of the
performance theatre is outlined in Table 4.

Table 4: Theake GFA

GFA m'?Level

CIPMO I Ultimo Presence Project: Procurement Options Analysis Paee I
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GFA m'Level

3,M8

Levd 1 926

Level 2 67t

Level 3

3.4.2

Total 5,045

Volumetric studies and spatial analysis are based upon the precedent Princess

Theatre in Melboume, Victoria. The Princess Theatre is housed within a warehouse
style building and exhibits many of the volumetric and spatial requirements
necessary for the theatre in Ultimo.

Amendments to the roof space and structure are likely to be required to accommodate
more height in the Turbine House for the fly space.

The Engine Room at the southem end of the Turbine Hall will house accompanying
facilities for the theatre. These include loading areas, storage, back of house,

commercial space and a level2 lobby.

Museum
A museum consisting of touring hall, temporary and permanent exhibition spaces

will be incorporated into the Heritage Buildings, providing an ongoing presence for
MAAS in Llltimo. The touring gallery will be a shared resource with other cultural
institutions. Museum space will indicatively be located in the Northem end of the
Boiler House and the Northem end of the Turbine Hall.

Museum spaces span all4 levels and consist of Touring Hall, temporary exhibition
and permanent exhibition spaces.

The sizes of the museum spaces are shown in Table 5.

Table 5: Museum GFA

Ground./lVlezzanine 7,765 987

Boiler HouseMuseunr (GFA m') Turbine Hal!

Level 1 804

Level 2 1,003

Level 3 467

3.4.3

Total 3,439 987

Commercial
The redevelopment will incorporate space designated as commercial space. This space

is indicatively divided into office & educational areas and commercial space

accompanying the performance theatre, however may incorporate food and beverage
or entertainment space, or other uses dependent on the final design and operating
strategy.

The overall size of the commercial, office and educational spaces (as indicated on
preliminary designs) is listed in Table 6.

CIPMO I [fltimo Presence Proiect: Procurement Options Analysis Pa.qe l0
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Table 6: Office & Education GFA

GroundTMezzanine 363

Office & Education (GFA
m')

Turbine Hall Engine Room

Level 1 340 81.9

Level 2 u0 946

Level 3 3s8

3.5

l,lml 1,765

Summary of Scope

The proposed redevelopment includes three core spaces:

. Lyric Theatre;
o Museum; and
o Ancillary commercial and other usage.

Of these spaces, the Lyric Theatre and museum are likely to require bespoke design
and construction considerations which differ from regular commercial design and
construction processes. The design must also incorporate heritage considerations
unique to developing inside the heritage listed buildings.

CIPMO I Ultimo Presence Projech Procurement Options Analysis Page I 1
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4 Evatuation Criteria

4.1

The evaluation of options within this POA is consistent with the framework outlined
in the National PPP Guidelines. Each option is assessed against the following six
evaluation criteria:

1. OperationalFlexibility
2. Risk Management
3. Time to Deliver Project
4. Market Interest
5. Value for Money
6. Budget Certainty

These criteria have been developed based on those established in the National PPP

Guidelines.

The sections below describe each of the criteria, and outline their relative importance.
The relative importance is expressed as a percentage, with a value of 700o/o

representing the highest level of importance. Weightings have been developed based

on consultation with key project stakeholders, and criteria are weighted based on
their alignment with the overall project objectives outlined in section 3.1..

Operational Flexibility
Operational flexibility refers to the ability of each procurement model to respond to
dranges in the required parameters for operation. This incorporates changes to the
use of spaces or the level of output. This may include varied numbers of
performances within the Lyric Theatre or a changed programmatic approach to the
MAAS elements.

The facility proposed involves several scope items which are not likely to materially
change in their operational use. Accordingly, this criterion is not considered to be as

important as other key criteria and is assigned an importance value of 75%.

Risk Management

Risk management refers to ability of each procurement model to effectively transfer
and allocate risk between the State and the contracting party or parties. Importantly,
this does not simply measure the volume of risk transferred under each procurement
model, but rather the suitability of that risk transfer. Risk transfer is considered
efficient when risks are transferred to the party who is able to manage that risk in the
most cost-effective and efficient maruler.

Key risks which are considered under this criterion include the following:
o Design risk;
o Construction risk'
. Heritage risk;
o Lifecycle and maintenance risk;
. Operating cost and revenue risk; and
o Stakeholder and reputational risks.

4.2

CIPMO I Ultimo Presence ProjecL Procurement Options Analysis Page [2
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4.3

4.4

4.5

4.6

As the project is a high-profile project, involving the redevelopment of an asset which
has heritage and public significance, the treatrnent and transfer of risk is considered a

key consideration of the project. Consequently, this criterion is assigned the
maximum importance weighting of 100"/".

Time to Deliver Project

This criterion assesses the ability of each procurement model to deliver the defined
project scope in a timely m.rnner. This may be adrieved through use of concurrent
process for individual project activities such as approvals, design and construction, or
through the incentivisation (or disincentivisation) of timely project completion
through various contractual mechanisms.

This criterion is considered highly important as the project is a high profile and
visible Govemment infrastructure project. Any delays to announced project timelines
will therefore attsact significant media and public scmtiny. The State's ability to
conunence eaming revenue, through the rental and operation of the Lyric Theatre and
associated commercial spaces, will also be dependent on the project's completion,
meaning timely delivery is of further importance.

Given the high importance of timely delivery this criterion is assigned an importance
weighting of 90%.

Market Interest

Market interest refers to the likely level of interest from parties that may be involved
in delivering the works under each procuremmt model. A high level of market
interest will drive competitive tmsion and ensure that competitive pricing and
innovation in areas of project design and delivery can be attained through a

procurement process.

Market interest is likely to be affected by the scope of works required by each

procurement model, and the risk transfer associated with that model.

Market interest is considered to be of a reasonable level of importance, and is
assigned a weighting of.75o/o.

Value for Money

Value for money considers the overall value that the State is likely to adrieve through
utilisation of eadr potential procurement model. The overall value for money
incorporates not only the contract costs, but also all State costs associated with the
procurement and management of the project.

Value for money considers costs across all project stages, from procurement through
to operation of the facility. Value for money is an important consideration in any
procurement process, and aligns directly with objectives 6 and 7 of the project. For
these reasons it is assigned a high weighting of 90%.

Budget Certainty

Budget certainty is a key consideration for Government as it allows accurate
projection forward estimates and other forward looking budgets. Procurement
models will vary in their ability to provide budget certainty dependent on the scope

of services included and the contractual nature of the procurement model. This
criteria assesses the ability of each procurement model to provide budget certainty
over the full project life.

CIPMO I Ultimo Presence Project: Procurement Options Analysis Pase [3
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Budget certainty is not considered to be as important as other criteria for the project,
as it does not directly align with the stated project objectiveg and the future operating
cost is likely to be low when compared to the more certain elements of upfront
investrnent. For these reasons, this criterion is assigned a relatively low weighting of
50o/".

CIPMO I Ultimo Presence Projech Procurement Options Analysis l']age .14



SN(}UP

5 ldentification of Procurement Options

5.1

There are a number of procurement options available for the desigR construction and
operations phases of the Project. This section identifies the full range of procurement
options, from traditional public sector procurement through a range of models with
progressively increasing private sector involvement.

The following models are discussed in subsequent sections:

. Delivery models, including;

o Model 1: Construct Only;
o Model2: Design and Construc!
o Model 3: Project Alliancing;
o Model 4: Construction Management; and
o Model5: Managing Contractor.

. PPP models, including;

o Model5: Design, Build, Maintain;
o Model T: Design, Build, Financg Maintain;
o Model S: Design, Build, Operate; and
o Model9: Design, Build, Finance, Operate.

Delivery Models

Traditional design and construct models limit initial procurement decisions to
development phase activities. There remain various forms that this can take,
depending on the level of private participation in the project.

5.1.1 Construct Only
Construct only is the traditional public sector delivery model. In the construct-only
model, the State takes full responsibility for the design and documentation of the
facility, engaglng design contractors as required to support this process.

The major contract let is for the construction of the facility, taking the detailed design
and any specifications produced by the State to dictate the final product. The
construction contractor will be responsible for delivery of the completed facility, with
the State then assuming responsibility for commissioning and operation.

Construct only contracts are typically fixed-price contracts. This means that the
originally agreed value of the contract will be the amount that is paid by the State,

with the exception of any agreed variations or scope changes over the life of the

contract. Under the construct only model, the State retains the majority of risks.

5.1.2 Design and Construct
The design and construct ("D&C") model involves awarding one contract that
bundles the design and constmction roles. By bundling responsibility for design and
construction, decisions made during the design process should lead to a facility that is

easily conskuctible and the time between the two tasks should be minimised.

CIPMO I Ultimo Presence Proiect: Procurement Options Analysis I')agc 15
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5.L.3 ConstructionManagement
In the Construction Management model, the State engages a private partner to act as

construction manager. This private partner, engaged as either a contractor or a
consultant, is responsible for the management of conskuction works.

The State manages the scoping of the works and, in addition to the engagement of the
construction manager, also directly engages a private designer. The State also engages

the trade contractors directly, although these contracts are entered into by the
constmction manager as the State's agent.

The construction management contractor provides advice regarding the coordination,
planning, cost management and supervision of works. They perform a purely
managemmt and co-ordination role and do not take on delivery risk for the projecf
which is instead retained by the State. Generally, the State pays a fee based on a

percmtage of the value of the works to the construction manager.

5.1.4 ProjectAlliancing
Project Alliancing involves the State and one or more private-sector parties, sudr as a

designer and constructor, sharing the risks and responsibilities in delivering the
development phase of a project. All project delivery risks are shared by the alliance
participants. The alliance contract and supporting structures promote a positive
culture based on'ho-fault, no blame", unanimous decision-making, and requiring all
participants to find "best for project" solutions. Because the behavioural culture is
crucial to the success of alliancing, the selection of the right participants is paramount.

Under an alliance model, the non4ovemment parties are typically guaranteed
reimbursement of their direct project costs and payment of corporate proled
overheads in an open-book arrangemmt. Targets for cost schedule and other key
project parameters are developed prior to contract award with payment of reward
through a "gain-share" arrangement should project performance exceed targets.
Conversely, if delivery does not meet the agreed targets, a pre-agreed "pain-share"
formula applies, with risk distributed between the State and alliance partners.

5.1.5 Managing Contractor Model
The Managing Contractor model involves the State appointing a private party as the
head or managing, contractor. This managing contractor is responsible for engaging
subcontractors to deliver the required works, as well as administering these

subcontracts, and thus accepts some delivery risk. The principal and the managing
contractor generally negotiate a fixed lump sum management fee. The managing
contractor may also receive incentive payments for achieving cost and schedule
targets, and is therefore engaged early in the process to rnanage the scope definition,
design documentation and construction of the works. Additionally, the managing
contractor sometimes performs elements of the design andlor construction and is paid
for that in addition to the management fee.

The managing contractor is typically responsible for preliminaries such as site
facilities and crane hire, general project requirements including security and
insurances, and project management inclusive of scheduling, reporting and
coordination. The managing contractor will prepare tender packages for sub-
contractors, working with the State to select preferred suppliers.

CIPMO I (Jltimo Presence Projech Procurement Options Analysis Pagc 16
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5.2 PPPModels

PPPs can be delivered through various delivery models where the private sector party
takes on responsibilit5r for non-construction functions in addition to the construction
role. The State's responsibilities are different from all the other delivery models, as the
State becomes a purchaser of various services over the operating phase that are paid
for according to performance.

There are a number of possible models, where the private sector party can undertake
a different combination of roles. These are detailed in the following sections.

5.2.1 Design, Build, Maintain
The Design, Build, Maintain ("DBM") model involves the development of a contract
with the private sector to design, construct and maintain the infrastructure. The State

retains the control of operating the facilities, including any demand risk. This model
has similar benefits to the D&C model, with the additional benefit that lifecycle and
maintenance considerations will be taken into account during design. The State

benefits through a lower cost of maintaining the facility, and through the certainty of
an agreed cost for this service.

The model is applied where whole-ofJife benefits are desired and able to be achieved
through the facilities management arrtrngements, thus avoiding the need for private
finance.

5.2.2 Design, Buil4 Finance, Maintain
Under the Design, Build, Finance, Maintain ("DBFM") model, the private sector is
contracted to provide financing in addition to the design, construction and
maintenance of the asset. A finance payment, often separated from the services

payment, plays a key role in the model's attempt to achieve risk transfer. This is
adfeved through the involvemmt of debt and equity financiers, who provide an

additional level of scmthy and project oversight.

Repayment of the construction finance by the State is contingent on the facility
meeting the specified requirements. The State's repayment method may also vary
depmdent on the model specifics, with lump-sum "bullet''payment or progressive
payments over time oftm utilised.

This model is a historically transacted PPP model. The DBFM model allows the State

to take advantage of the efficiencies gained by the private sector participant in
designing, building and maintaining the asset while the State can focus on their core

business of delivering cultural services.

5.2.3 Design, Build, Operate
The Design, Buil4 Operate ('DBO") model involves the private sector operating the
asset in addition to the design, construction and maintenance of the infrastructure.
The State provides the funding, but all other risks and responsibilities are taken on by
the private sectoi including delivery of cultural services from the asset.

The State funds required capital payments, generally on a monthly basis, depending
on the achievement of required monthly milestones. If a set of milestones is not met
during a certain month, payment is not made by the State until this is rectified.

CIPMO I Ultimo Presence Project Procurement Options Analysis Paec 17
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Ongoing operational payments are made by the State depending on the asset being
delivered and operated in a satisfactory condition. If there are any deficiencies in
delivery or operatiory this operational payment may be abated in accordance with the

project deed. Maintenance is classified as a component of operatiory and is assumed

to be provided by the operator under the DBO model.

5,2.4 Design Build, Finance, Operate Models
Under the Design, Build, Financg Operate ("DBFO") model, the private sector is

contracted to provide operations in addition to the design, constmction, maintenance

and financing of the infrastructure. This places full responsibility and risk for the
facility with the non-Government operator. As with the DBFM models, the finance

payment can be struchrred in multiple ways.

Value drivers for the DBFO model are similar to the DBO model, as outlined above.

The DBFO model achieves a greater level of risk transfer than a DBO through the
inclusion of private financing, with additional financier oversight included through
this structure.

5.3 Validation of Models

The National PPP Guidelines recommmd the validation of potential procurement
models, particularly through reference to similar relevant projects. Given the low
number of cultural infrastmcture projects undertaken within Australi+ it is difficult
to draw conclusions based on precedent projects.

There are several notable examples of altemative procurement models being utilised
for delivery of cultural infrastructure, including:

. The National Museum of Australia in Canberra, delivered under an alliance
model;

o Hamer Hall in Victoria, delivered under a modified alliance structure; and
o MONA in Hobart and the Melboume Museum, both of which utilised a

Managing Contractor structure.

There are no contemporary examples of PPP structures being utilised within Australia
for the delivery of cultural infrastructure. However, both the National PPP

Guidelines, which suggest considering PPP models for projects over $50m, and the
NSW PPP Guidelines, which require consideration of PPP models for projects over

$100m, require the consideration of PPP models.

Given a requirement to consider PPP models, and some precedent for the use of
altematives to traditional construct only or D&C models, all procurement models
identified above are considered to be valid choices, and are assessed as to their ability
to meet the evaluation criteria in the following section.
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6 options Assessment

6.7

The assessment of options is conducted by developing a score for each procurement
option's ability to meet the criteria. These scores are then weighted according to the
importance of each criteria, and summed to develop an overall score.

The following sections outline the scoring of options against each of the criteria
defined in Section 4.

Operational Flexibility
The operational flexibility criterion assesses the extent to which each procurement
option enables the Govemment to retain flexibility in terms of the operational profile.
In relation to the Ultimo development, this relates primarily to the change of use of
individual spaces over time, for example spaces allocated to the Museum or
commercial use having their primary function changed over time.

The scores and rationale for scoring of each procurement model against the
operational flexibility criteria are outlined in Table 7.

Table Z Criterion 1

Design and Construct 5

Co:rstnlction
Management

Alligce Delivery 5

Managing Contractor 5

All models involving the State retaining responsibility
for operation achieve the maximum score against the
operational flexibility criteria. This is because the State

retains the ability to alter the operating structure of the
fadlity, induding use of spaces and involvement of
third parties, over the full term.

5

5

e

Procurement Mode! Scor Rationale for Scoring

4 Both the DBM and DBFM models are assigned a score

of 4 for operational flexibility, reflecting a slight loss of
flexibility when compared to models where the State

retains all operating responsibilities. Under these PPP

models, the chosen private sector party will retain
responsibility for the asset and facilities management

funchions, which may limit the ability of the State to
operate the facility in a flexible manner over the term
of the contract.

DBFM 4
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Procurement Model Scor Rationale for Scoring

DBO The DBO and DBFO models involve the State

transferring risk and responsibility around operations
to a private sector party. This significantly limits the

State's ability to be flefble in future operation of the
facility, as it is governed by the contractual
auangements between the State and operator.

Where changes in use, or flexible practices, are

required this may require contractual agreement
through a variation which will have both cost and
service delivery impacts. For these reasons, PPP

models incorporating operation are assigned a low
score against this criterion.

DBTO

Risk Management

The risk management criterion assesses the degree to which models allow risk to be
effectively and efficiently transferred between the State and other parties. Efficient
transfer of risk suggests that it can be done in a way that delivers valug and that the
private or non-Government sector has an ability to better mitigate and deal with that
risk than the State.

Table 8 shows the score allocated to each model for this criterion, based on the
volume of risks that can be transferred in an efficient manner.

Table & Cdterion 2

Cohstruct Only The construct only model is assigned the highest score

for risk transfer, due to the fact that it incorporates a

minimal volume of risk being transferred to the private
sector. It is not considered efficient to transfer key risks,
sudr as design and heritage riskq to a private party.

The reason that additional risk transfer is not
considered value is that the State cannot effectively
transfer the fulI risk. For example, while the State may
be able to transfer design risk in a contractual sense to a
third party, should the design not be accepted by
stakeholders induding the public, or a non-functional
outcome delivered, the State will be required to deal
with these outcomes. Monetary compensation under
the contract will not be a sufficient risk mitigation if
there is a loss of reputation to the State or stakeholders
sudr as MAAS or other parties are not appropriately
catered for. For these reasons, fully transferring design
risk is not considered an efficient transfer.

2

2

6.2

4

e
Procurement Model Scor Rationale for Scoring
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Procurement Model Scor Rationale for Scoring

Design and Consbrrct 3

Construction
Management

Alliance Delivery 3

Managing Contractor 3

Eadr of the procurement models which groups design
and construction (and potentially other risk elements)
under a single contract is assigned a lower score than
the construct only model. This is because with
significant heritage and stakeholder risks around
development of the Heritage buildings, it is considered
inefficient to transfer this risk in an integrated contract.
Under such arrangements, the State's ability to guide
designs and mitigate design risk is through initial
specifications, with the private parly then responsibility
for delivery of the asset, incorporating design.

The construct only model where the State first
separately tenders design and drooses a preferred
design independent of engaging a construction
contractor, allows more opportunity for the State to
guide design in relation to overall project outcomes
rather than commercial decisions, which will deliver an
overall better value outcome.

3

DBM 2.5 It is not considered to be efficimt to transfer risk for
facility management and maintenance in the case of the
proposed Ultimo development.

Typically, maintenance risk is transferred where a non-
Governmmt party can influence facility design in a
way that minimises maintenance and lifeqyde costs.

Givm the nature of use of the proposed cultural
precincL with specialty operator such as the museum
and Lyric Theatre occupying the space, many elements
of lifecyde and maintenance risk will be bome by the
operators of those spaces.

The overall facility maintenance and liferyde
obligations will relate primarily to maintenance of the
heritage building and overall structue, which is
unlikely to be efficient if transferred to a third party.
This is because the maintenance requirements are more
variable grven the nature of the building, and a third
party will need to price conservadvely in transferring
this risk for an agreed contract term.

As it is deemed inefficient to transfer asset management
and maintenance risk, these two PPP options are

assigned a lower score than options where the State

retains maintenance responsibility.

DBTM 2.5
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Procurenrent Model Scor Rationale for Scoring
e

DBO Procurement options where operating risk is
transferred to the private sector are assigned the lowest
score against this criterion. This is because of the nature
of operation of the facility.

As opposed to many ffiastructure PPPs, where the
State purchases an output from the facility operator, the
primary output in the case of the Ultimo development
is space for use in the form of a museum and Lyric
Theatre. The museum cannot be operated by a private
party, and it is likely that the theatre would require a

specialist contractor. This means that were the private
sector operating the facility, they would be required to
enter lease arrangemmts with these parties, much as

the State will. Introducing an additional level of
operating overhead merely adds cost without altering
the nature of the operational outcome.

The inability to efficiently transfer risk around both
maintenance and operation of cultural facilities is
evidenced by the lack of precedent for PPP-style
traruactions in this space, particularly within Australia.
Typically, Govemment sees value in continued
operation and management of important cultural
facilities, and hence transfer of operating risk is not
considered efficient.

DBFO

Time to Deliver Project

Procurement models will vary in two ways in relation to the time required to deliver
the project. The first is the time taken for procurement and contracting activities, with
more complo< models likely to require a longer process with additional govemance
and oversight requirements. The second aspect is the time from contract award to
facility completion, which is affected by the contractual incentives for timely delivery
as well as the ability to overlap or expedite activities to improve schedule.

Table 9 shows the score allocated to each model for this criterion.

Table 9: Criterion 3

2

2

6.3

Procurement Model Scor Rationale for Scoring
e
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Procurement Model Scor Rationale for Scoring

Construct Only 3 The traditional construct only procurement model
delivers a relatively short procurement process, as there
is the least complexity in contrach.ral and procurement
activities.

However, as the State controls the design process, and
this must be completed prior to letting a conskuction
conkact, the process is very linear. There are also two
procurement processes, for separate design and
constnrction contractorg required under this model. On
the balance of these reasons, the constnrct only model is
assigned a score of 3 in relation to delivery time.

Design and Constrrct 3.5 A D&C model is likely to allow for a faster delivery
process than traditional procurement, due to the fact
that some overlap of design and constmction activities
can be achieved. The contractor may be able to
cofiunence early works for construction prior to
completion of detailed design, saving overall project
time. However, it is not expected that sudr a time
saving would be significant, so a marginally higher
score of 3.5 is assigned.

Conskuction
Management

J The Construction Management model has a similar
likely delivery time, post contractual close, as the D&C
model. There is some overlap of design and
construction activities available due to the contractual
structure. However, this model is likely to take longer
to implement than a more straightforward D&C model,
meaning it is assigned a slightly lower score.

Alliance Delivery 2.5 The alliance model offers similar parameters to
construction management, however relies on a shared
goal and collaborative approach to adrieve timely
outcomes. There is very limited experience in alliance
contracting in public sector projects in Australia
particularly in cultural infrastructure environments. A
Iengthy procurement and execution phase is expected
leading to the lowest score against this criterion.

Managing Conkactor 3 As noted in the National PPP Guidetines, managing
contractor models are very similar to construction
management, particularly in relation to timely
completion and sdredule risk. Coruequently, this
model is scored consistent with the constmction
management model.
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Procurement Model Scor Rationale for Scoring

DBM 3.5 Under a DBM model it is likely that procuremmt
activities will take longer than the previously described

models, due to the complexity of contractual
negotiations and added bid requirements given the
need to indude a long term maintenance contract.

There are, however established processes for PPP

procurement in NSW that mean the time to contract
award is likely to be lower than under the previous
three models.

There is some additional incentive to addeve
completion under this model, as the operator will not
receive payment for the maintenance aspect of the
contract until delivery is adrieved. Because of this
incentive, the DBM model is considered likely to
adrieve similar delivery tirneframes to a D&C model,
and is scored appropriately.

DBFM 4 The DBFM is expected to lead to a faster completion of
construction than the DBM model. This is because the
contractor will not receive payment for construction
activities until services commence from the facility, and
hence cannot repay their financiers.

As a result, the financiers will provide additional
oversight and project governance to ensure timely
delivery, as the repaymmtof their debt and equity
contributions will be contingent upon constnrction and
commissioning completion.

DBO 4 The DBO model is assessed in a similar manner to the
DBIvI, however there is considered to be additional
incentive for timely completion. This is because the
operating contract is likely to be of a significanfly
higher value than the maintenance agreement under a

DBM arrangement, meaning the operator has a greater

volume of payment at risk for late delivery.
Consequently, this model is assigned a higher score

than the DBM model against this criterion.
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Procurement Model Scor Rationale for Scoring

DBFO 4 Similar to the distinction noted between DBM and
DBFM models, under a DBFO arrangement there is
additional financier oversight when compared to the
DBO model. As payment is linked to the
conunencement of operations, rather than the practical
completion of the facility under a DBM model this
removes a further interface with the State, and
incentivises the timely completion of commissioning
activities.

However, the DBFO has the most involved
procurement process, and the benefit of financier
involvement in timely delivery is countered by the

additional procurement requirements to satisfy
financiers within a DBFO. As a result, this option
adfeves no score increase over the DBO.

6.4 Market Interest

The market interest criterion assesses the likely response from the market to
participation in each of the procurement models. The nature of market participants
will vary dependent on the procurement model, with the resulting market size and
competitive nature assessed within Table L0.

Table 1& Criterion 4

Constrrct Only There is significant depth of market for standalone
ardritechrral and construction services, with a number
of Tier 1 and Tier 2 construction companies likely to
seek involvement in a high profile construction job
such as the Powerhouse buildings.

There is also demonstrated market depth among
arddtects and designers given the response to design
competitions and procuremmt processes for similar
projects such as galleries and museums across

Australia.

Given the likely depth of market for both architects
and builders, and the separation of parties under this
procurement modeL a maximum score of 5 is

assigned.

5

Procurement Model Score Rationale for Scoring

Design and Construct 5 The D&C model may limit the market somewhat as

compared to the construct only model, in that a
builder must also absorb design risk and partner with
a suitable design party where they do not have this
expertise in-house. However, this process is seen

regularly on large constmction jobq and would not be

commercially problematic for large builders in the

Australian market, so this option is assigned a high
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Proeurement Model Score Rationale for Scoring

score consistent with the construct only model.

Constuction
Management

3

Alliance Delivery

Managing Contractor 3

For eadr of the construction management, alliance
delivery and managing contractor models, there will
be a similar pool of likely participants. Participation
will be limited to largebuilders or developers that
have the construction expertise to manage the job, as

well as taking on design and other delivery risks.

While the size of market is consistent with a D&C
model, there is far less precedent for the use of any oI
these models in relation to public sector building
proiects, and less so cultural institutioru. This is likely
to lead to some reticence for participation by
contractors, given the uncertainty around
implementation process, risk sharing and contractual
arrangements. The shared-risk nature of these models
is also likely to be a deterrent to market participation,
as noted in the National PPP Guidelines, particularly
where lhere is not a dear precedent or driver for
utilising one of these models.

Given the lack of precedent for similar projects, and
limited market depth on comparable contracting
stnrctures for other projects, these models are assigned

a lower score against this criterion than the more
conventional procurement models above.

3

DBM 3 The project size of $380 million is typical of PPP

projects previously conducted in Australia
dernonskating that there is likely to be some market
interest for a project of this size and scale. However, as

discussed earlier, the nature of the maintmance
element is likely to be quite limited given the facility
type and usage, This means that maintenance
contractort who often form critical consortia partners
in PPP arrangemmts, will be less likely to actively
pursue the opportunity.

Given the limited depth of market of potential
builders to participate in a PPP arrangement there is a
possibility that sub-optirnal consortia are formed
whm builders pair with maintenance providers and
designers. This can limit the ability to addeve value-
for-money in both the D&C and maintenance
components of the model.

Similar to the shared-risk models outlined above,

there is limited precedent for market participation in a
similar procurement model and the DBM is assigned
a low score accordingly.

DBFM 3 The DBFM introduces the possibility of additional
market participants as compared to DBM, as PPP

sponsors may lead consortia. However, this is not
expected to materially impact market depttU as they
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Procurement Model Score Rationale for Scoring

would be likely to partner with the same pool of
builders involved in a DBM model so there is not
considered to be a significant change to market depth
when compared to the DBM model.

DBO

DBFO

2

2

Given the nature of the facility proposed in Ultimo,
operation is largely comprised of management of
tenancies for the museum and theatre spaces. This
means there is limited opportunity for an operator to
derive additional value from the space, and hence

there is not a natural market of potential operators.

5.5 Value for Money

The value for money criterion assesses the extent to which each procurement model
assists in maximising the State's value, including through innovatiory whole-ofJife
cost considerations and competitive tension.

There are not considered to be significant opportunities for value-for-money decisions

in relation to the operation of the facility, given the scope of activities proposed. The

majority of floor space in the facility is designated to be either museum or Lyric
Theatrg which will be run by MAAS and a specialist theatre operator respectively.
This leaves limited space in which to make value-for-money decisions as to the choice

and nature of operation. As a result, the value for money criterion primarily assesses

the ability to derive value through design and construction.

Table L1 shows the scoring of eadr option against this criterion.

Table 1t Critetion 5

Construct Only The construct only model provides opportunity for
value-for-money as the State can independently select

the best value design and constmction components.

This model also provides the opportunity for a
separated design competition, allowing the State to
provide greater specification over both functional and
cost elements of the design requirements, whilst still
addeving a fust-class design outcome.

4

Procurement Model Scor Rationale for Scoring
e

Design and Construct 4 The D&C model provides an opportunity for additional
value as compared to construct o.ly, as designs will be
developed in a way as to also reduce conskuction cos!
and hence reduce the tmdered price. However, the
State becomes limited in that they must select both a
designer and builder within one transaction, so the
ability to achieve value in both areas is compromised

marginally. As a result, this option achieves the same

high score as construct only.

Construction 2.5 Each of the construction management, alliance and
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Procurement Model Scor Rationale for Scoring

Management

Alliance Delivery 2.5

Managing Conbactor 2.5

managing conkactor models involved shared elements

of cost and design risk whidr affect the State's ability to
adrieve value for money. As a contract must be entered

with the preferred partybefore all details are finalised
this means the State must make a procurement choice

with some cost risk remaining, and hence value for
money is not readily addeved.

These models also involve additional cost elements to
the more traditiond construct only and D&C models,

with the additional cost of an overardting managing
contract. This limits the ability to adrieve overall value.
Value may also not be a key consideratioru with the

other party also needingto prioritise delivery
timeframes and mitigation of other commercial risks,

meaning there is not a natural alignment between the

State and the other parfy in terms of achieving overall
value-for-money.

Finally, the ability to addeve value under these models

is limited by the market depth as outlined previously.
Due to these reasons, the three models are all assigned

a lower score of 2.5 in relation to value for money.

DBM 3.5 The DBM model presents an opportunity to adrieve
value by bundling design, construction and
maintenance together, meaning that the non-
Govemmmt party will be incentivised to reduce
construction and lifecyde costs in their design droices.

The opportunity to achieve similar value outcomes as

seen in the construct only and D&C models is limited
by the additional cost of required procurement and

contract management activities, which mean this option
is assigned a slightly lower score than those options.

DBFM 3 The DBFM model achieves slightly less value for
money than a DBM model, due to the requirement for
financing costs to be paid by the State. There is not
significant risk transfer, as ouflined previously, whidr
may offset these costs, and as a result the DBFM model
is scored slightly lower than a DBM.

DBO 3.5 The DBO option is scored consistently with a DBM
inodel, givm that there is limited opportunity to
achieve additional value tfuough the indusion of
operation in the contracted scope for the facility.

DBFO 3 Similar to the distinction between DBM and DBFM
models, DBFO is assigned a slightly lower score than
the previous DBO model due to the requirement for the
State to pay financing costs as part of the transaction.
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6.6 Budget Certainty
The ability of a procurement model to provide budget certainty is dictated by the
contractual nature of the model, and the future cash flows that are contractually
agreed. Tablel2 outlines the nature of agreed cash flows under eadr procurement
model, and the scoring resulting from these arrangements.

Table IL Criterion 5

Construct Only The construct only procurement model delivers a low
level of budget certainty, primarily due to uncertainty
around future operating cash flows and capital and
maintenance payments in future. The construction c\cst

will be relatively certairL with some potential for
variations dependent on design or scope drangg
however from the completion of construction all cost
risk is the State's responsibility. This leads to a high
degree of uncertainty around future operating budgets,
and consequently this option achieves a low score for
the budget certainty criterion.

2

Procurement Model Scor Rationale for Scoring
e

Desigp. and Construct 2 Similar to the construct only model, a D&C model
scores poorly against the budget certainty criteria due
to the uncertain nature of future operating cash flows.
Some improvement is achieved over the construct only
model, in that construction costs are fixed at the time of
awarding the design component whidl is not achieved
in the two-staged construct only procurement model,
however this difference is likely to be marginal and
hence D&C is scored consistent with the previous
option.

Construction
Management

1.5 Construction management is noted by the national PPP

Guidelines to provide no cost certainty during
construction, and suffers the same shortcomings as the
D&C model in relation to operating costs. As a result, it
is assigned the lowest score against this criterion.

Allianee Delivery 1.5 The alliance model is similar to conskuction
management in that there is less cost certainty during
corutruction due to shared responsibility for cost
management. Consequenfly this option adtieves t}re

sarne score as the construction management model.

Managing Contractor 1.5 The managing contractor model has the same

shortcomings as construct only and D&C in relation to
future cash flows, while the construction and capital
cost is also less certain due to the commercial skucture
of the managing contractor arrangement. As a result it
is scored consistmtly with the other shared-delivery
models outlined above.

DBM 2.5 A DBM model removes some of the uncertainty around
fufure cash flows that is seen in the previous models.
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This is because maintenance and liferycle costs will be
contractually agreed for the life of the contract, leading
to greater budget certainty. There is still no budget
certainty around budgets for operation of the facility, as

this remains the State's risk.

DBFM 2.5 Similar to the DBM model, this model creates budget
certainty for capital and maintenance costs, however
leaves significant uncertainty in regards to operating
costs,

DBO

DBFO

4

4

Under the DBO and DBFO models, all capital,
maintenance and operating costs are agreed under the
contract. Hence there is budget certainty for the life of
the project, notwithstanding any requiremmt to vary
the contract parameters or activity volumes. These

models are assigned the highest score agairut this
criteriorL of 4, as a result.
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7 Setection of Preferred Option

In order to select a preferred procurement optiory the scores assigned to each option
in Section 6 are weighted and combined to provide an overall score for each option.
The total scores are shown over the page in Table L3.

It can be seen that the highest score is achieved by Option L: Construct Only, and
consequently this is the preferred procurement option. This option is preferred for the
following reasons:

. Enables the State to best manage key risks, including heritage and stakeholder
risks relating to the Heritage buildings;

o Provides the best opportunity for value for money and improved qualitative
outcomes through separated design and construction processes; and

o Allows the State to retain operating responsibility for the facility, which is key
given the unique nature of the proposed cultural elements within the
development.

Option 2, Design and Construct, also scores highly, and may also be recommended
should the State have a strong preference for any of the following elements which are

considered advantages over the Construct Only model:

o Lower timeframe for delivery due to ability to commence construction before
full design documentation is completed; and

o Administrative and contractual efficiencies as only one contract is required.
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Table 13:

Criterion 1:

Operational Flexibility

of Evaluation

500/, 5 5 4 4 2 255 5

lmportanc
eof

Criterion
Design

and
Construct

DBIVI DBFM DBIVIO DBFMO

Options

Construct
Only

Constructron
lVlanagement

Alliance
Delivery

lVlanaging
Contractor

Criterion 2: Rigk
Management

700% 4 3 2 233 3 2.5 2.5

Criterion 3: Time to
Deliver Project

90"/, 3.53 3 2.5 3 3.5 4 4 4

Criterion 4: Market
Interest

75o/" 5 5 33 3 3 J 2 2

Criterion 5: Value for
Money

9Oo/" 4 4 2.5 2.5 2.5 3.5 J 3.5 3

Criterion 5: Budget
Certainty

50"/o 2 2 1.5 1.5 1".5 2.5 2.5 4 4

Total Scote 17.55 77 13.45 13 13.45 14.3 74.3 73.25 a2.8
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B Summary and lmplementation

8.1

8.2

Summary

This Procurement Options Analysis recommends that a Construct Only procurement
method, involving the State separately contracting for both design and construction of
the facility, be utilised in implementing the proposed redevelopment of the Heritage
buildings on the Powerhouse Museum site in Ultimo.

A Design and Constructmodel also scores highly, and may also be recommended
should the State have a requirement for the lower timeframe for delivery that
typically comes with such an arrangement.

Considerations for Implementation
In order to progress the preferred procurement option, the following steps are

required:

L. Finalise scope and option requiremmts: This will include the completion and
endorsement of the Investment Case and other govemance documentation in
order to allow the project to proceed;

2. Determine Design Requirements: The State will need to determine required
specification and design requirements to inform the chosen process of
selecting a design for the facility;

3. Determine nature of design: The facility design may be developed through a

design competition, or through engagement of a preferred design parher
without sample design submission. This droice will be made dependent on
the project budget and desired State outcomes in relation to the design of the
facility. It may also be informed by choices relating to design and approvals
for development on other portions of the current Powerhouse Museum site;
and

4. Engage design contractor and complete facility desrgn.

Following development of a State approved desigR, a procurement process may be

undertakm to select the preferred builder. The nature of this process will be informed
by timing and other project requirements, and may be detailed closer to the time that
a builder selection is required.
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