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Strategic procurement – an overview

In the vast majority of organisations, procurement has evolved from a transactional function to one which is contributing to the current and future health of the organisation.  Procurement Teams have done this by adopting a strategic approach to managing procurement.

Below is a list of commonly used strategic procurement tools that will aid decision-making and support the efforts of commissioners. 
1. Spend analysis

2. Collaborative procurement

3. Procurement strategy and plan

4. Category Management
5. Supplier Relationship Management
6. Supply/Value Chain Analysis
7. Competition
8. e-Procurement
9. Standard Terms and Conditions of Contract

10. Framework agreements
11. Preferred supplier lists
12. Sustainable procurement
In addition the following section contains information on how to apply the tools above:

13.  Applying Strategic Procurement Tools in Practice

1.
Spend analysis

When used at a strategic level this is a powerful and invaluable tool for identifying and manipulating detailed spend data by, for example,  category, provider, cost unit and time period and combinations/permutations of these.  This information is the key foundation for other strategic procurement decisions such as category management, supplier relationship management and the procurement strategy.  It forms an important part of resource mapping and planning as it allows organisations and their commissioning partners to identify where financial resources are being allocated currently, and commitments in the future.

Spend analysis will be particularly useful if carried out regularly and the information is kept up-to-date at a corporate level.  If this has not been done then it should be carried out as early in the Joint Planning & Commissioning Cycle as possible.  It will allow managers to look, for example, at spend against outcomes and compare these with organisations providing similar services.

Specialist spend analysis skills will be required to download, cleanse and interrogate financial records to produce usable and accurate reports setting out information required. It should be applied in the lead organisation but also in any partner organisations so there is a complete overview of the current spend situation.

Should your finance division or procurement team be unable to provide this service, OGC Buying Solutions have set up a group of providers from whom any public sector organisation can procure these services.  

Spend analysis allows organisations to identify, for example, their key providers, key spend areas, how many providers may be delivering the same goods/services, and peaks and troughs in demand.  It provides management with information on opportunities for improving value for money and potential quick wins.  It is also a building block for forecasting need and spend.

Useful links

Office of Government Commerce Buying Solutions website Provides details of a framework of providers for spend analysis services to the public sector.  See http://online.ogcbuyingsolutions.gov.uk/categories/eCommerce/SpendAnalysis/ for details. 
2.
Collaborative procurement

Organisations should seek opportunities to collaborate on procurement activities at the widest possible level, internally and externally, sub-regionally, regionally or even nationally. 
Collaboration in this sense means working together to procure similar requirements for multiple Service Units or organisations at the same time.  This will usually mean setting up a framework from which requirements can be called-off as and when necessary by any partner division/organisation.
Procurers have a duty to achieve the best value for money for the taxpayer, and with the increasing emphasis on, for example, Children’s Trusts and Joint Commissioning Strategies, organisations should approach collaboration with a positive attitude and seek to break down barriers.

Benefits will include:

· Improved value for money due to economies of scale 

· Greater leverage in the market and greater provider loyalty 

· Access to resources and ideas from others working in the same environment 

· Sharing of the procurement burden. 

Collaborative procurement for a particular requirement is particularly applicable to Stage 6 ‘Decide how to commission services efficiently ‘of the Joint Commissioning Cycle.
There is often a reluctance to procure collaboratively due to a fear that:

· Time will be lost consulting and reaching agreement with all stakeholders 

· Requirements may differ in some respects 

· Timescales are not aligned 

· There may be difficulties managing the contract 

· Control will be lost. 

Collaboration can be eased however by:

· Working with organisations which enable collaboration such as Purchasing Organisations, Regional Improvement and Efficiency Partnerships, Office of Government Commerce Buying Solutions.  They may already have a contract in place or may set one up for your use 

· The pooling of procurement resource and/or budgets 

· Clear supportive statements in Commission Strategies, Procurement Strategies etc and senior management commitment 

· Written agreements with partners on the split of roles and responsibilities, or Service Level Agreements if necessary 

· Involving partners in the requirement development and evaluation processes 

· Automating the on-going contract management as far as possible to reduce the burden on the lead organisation. 

Current statutory guidance emphasises that the arrangements established under section 10 of the Children Act (2004) need to drive and sustain Children’s Trusts and in doing so should include ensuring effective planning and commissioning of services and the flexible use of pooled budgets.

The pooling of procurement resource and/or budgets may take two routes:

Partnership under S75 of the NHS Act 2006 (between NHS and LA partners) where one partner will act as the 'host’ i.e. lead partner for commissioning or provision on behalf of the other along with their own resources. In these scenarios the lead partner's corporate governance, standing orders and standing financial instructions including rules for contract letting will apply. See: Better Outcomes for Children's Services through Joint Funding: a best practice guide (August 2007)
.

 

Partnership under S10 of the Children Act (between 'Relevant Partners' named within the Act) where again one partner will act as the 'host' for a pooled fund out of which other partners may draw down expenditure for agreed use by them against their functions and objectives in compliance with the local Children Trust Plan. See: Children Act S10 Template Agreement (July 2008)
.
While collaborating on procurement activities and aggregate requirements is generally accepted as good practice, care does have to be taken to ensure that the number of players in the market is not so dramatically reduced that competition, value for money and innovation are lost.  Contracting with a number of suppliers for the delivery of a particular service, or keeping the length of contract relatively short are two ways of addressing this.

Useful links

Central Purchasing Bodies (Office of Government Commerce) Guidance where one contracting authority is proposing to procure on behalf of another contracting authority 

3.
Procurement strategy and plan

Most organisations will have a corporate procurement strategy and plan, normally produced by their Corporate Procurement Unit.  This should take account of the procurement activities across the organisation and should be linked to work within Service Units and key documents such as the Children and Young People’s Plan and Joint Commissioning Strategy/Strategies, framework and plans.

Depending on the relationship between the Corporate Procurement Unit and Service Units and the level of detail of any Corporate Procurement Strategy, it may be useful for any commissioning function to develop its own procurement strategy and plan.  This would be most useful if developed jointly with commissioning partners and based on findings from applying other strategic procurement tools such as Spend Analysis, Category Management and Supply Chain Analysis, as well as more general information on the market, and trends in user requirements. 

The strategy would provide very specific pointers for the direction of procurement within its function.  The strategy would include elements such as:

· Overall aims of developing the strategy and how these will be met in broad terms

· Forecasts and priorities

· Resources and skills – what is required and how will it be made available

· Key providers and how these will be managed

· Governance and sign-offs

· The use of e-Procurement and how this will be extended

· Relationships with Corporate Procurement and other functions and the split of responsibilities

· Specific policies such as how commissioners will work with third sector organisations

· How developments in the market will be monitored and acted upon

The plan would support the strategy and provide timescales for significant procurements as well as detailed targets with owners and timescales.  The targets should drive continuous improvement.

4.
Category Management

Category Management is a process of identifying categories of goods or services and managing these as business units so that value for money is maximised.  It comprises a wide number of tools and techniques.

This should be carried out at a corporate level but if this has not been done, it should be applied as early as possible in the Joint Commissioning Cycle.

It should be repeated regularly to take account of changing priorities, demand and markets. 

Identifying the optimum categorisation alone will draw upon information from a number of different tools such as:

· Spend analysis (see above) provides very useful information on the current and past procurement activities, the value of these, the providers involved etc

· Portfolio Analysis allows procurements to be mapped against a cost/risk matrix (see matrix below).  It highlights categories where a more hands-on style of management may be appropriate (the Strategic/Critical quadrant in particular) and where it will be in the interests of the organisation to build relationships with providers.  It will also identify categories most suitable for automated, streamlined management through the use of frameworks or e-catalogues for example (the acquisition/routine quadrant in particular)
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Categorisation will also be impacted by, for example, opportunities for collaborating with other organisations, future business requirements, market forces and the resources available. 

Once the categorisation has been agreed a wide range of tools exist to identify and deliver the best strategy for dealing with a particular category.  The level of resource applied will be in line with the possible benefits that can be achieved.

Challenging and managing procurement activities in this way will ensure that resources are focused where they will achieve the greatest value for money. 
Useful Links

Categorisation and Category Analysis (Office of Government Commerce) Part of the OGC’s Category Management Toolkit.

The Office of Government Commerce website - Category Management Toolkit This comprises a huge number of documents covering elements such as:  Business Requirements Analysis,  PEST Analysis, SWOT analysis, Demand Management, Forecasting, Options Generation and Breakthrough Thinking, Sourcing Strategies and Options, Supplier Relationship Management, Strategic Supplier Management,  Benchmarking, Stakeholder Management  Currently these are scattered around the OGC website but can be found using the site’s search engine.  

5.
Supplier Relationship Management (SRM)
Supplier Relationship Management is an important element of Category Management (see above) but is worth highlighting in its own right.  It should be an ongoing activity applied to all current, significant suppliers.  However, if you have not had a strategic approach to SRM in the past, it may be best to introduce it following detailed spend analysis and categorisation. 

SRM recognises that different relationships will be required with different suppliers/providers.  The type of relationship will depend largely on the criticality and/or value of the goods or services they supply, and factors such as the number of suppliers in the market, and the global availability of a requirement.

SRM allows procurers to develop strategies for dealing with suppliers to achieve ongoing value for money, and reduce the risk of poor performance or non-delivery or non-availability.  It allows the procurement organisation to focus effort on the right suppliers and ensures they are not being managed by their supplier.

For many suppliers, it will not be necessary to expend significant resources building a relationship, and an operational-type management style will be sufficient, but for others it may be necessary to enter into full relationship management.  This will not be a ‘cosy’ option – it will require a drive for continuous improvement and ongoing communication management, cost management and benchmarking.

The success of any management strategy will depend on the supplier’s buy-in and it will be helpful to identify how your supplier values your business.  ‘Supplier Preferencing’ will assist with this
.  It is based on the matrix below.
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Useful links

Supplier Relationship Management (Office of Government Commerce)

Relationship Mapping and Management (Office of Government Commerce) Part of the OGC’s Category Management Toolkit.  Provides a brief overview of key points.

Supplier Relationship Management (Office of Government Commerce) Part of the OGC’s Category Management Toolkit.  Provides a brief overview of key points.

Supplier Management – Overview (Office of Government Commerce) Part of the OGC’s Category Management Toolkit.  Provides a brief overview of key points.

6.
Supply/Value Chain Analysis

Supply/Value Chain Analysis is the systematic mapping and analysis of the parties (internal and external) i.e. the supply chain, involved in delivering the inputs, outputs and/or outcomes associated with providing a requirement.   It is an important element of Category Management and Supplier Relationship Management.

It should largely be undertaken as a one-off activity once the priority categories have been identified using Category Management.  Ongoing reviews of progress internally and among suppliers/providers, and action plans will also be required.    

Supply/Value Chain Analysis allows identification of linkages which provide value and those that pose a risk.  (With regard to short breaks for children, for example, the supply chain may include the social workers, the key provider company, any medical, maintenance, cleaning or catering subcontractors, transport supplier and booking agencies).

Complex supply chains, where there are a number of subcontractors can hide an array of inefficiencies, financial problems and poor practice.

Identifying the supply chain and working with the parties to identify areas of wasted activity, avoidable delays or unnecessary costs, as part of a wider Supplier Relationship Management approach, can greatly increase value for money by reducing costs and/or improving performance.

Useful Links

Supply/Value Chain Analysis (Office of Government Commerce) Part of the OGC’s Category Management Toolkit.  Useful overview of how to apply supply and value chain analysis. 

Supply Chain Management in Public Sector: a Guide (Office of Government Commerce) 
7.
Competition

Perhaps not often considered a ‘tool’, competition is a key way of achieving value for money.

Competition is the process of inviting more than one potential provider to put forward a proposal and then evaluating the proposals in a fair and equitable manner.    It is the opposite of single tender action where only one proposal is considered.  Single tender actions should be kept to a minimum, and are usually only used for very low value procurements.

Competition provides buyers with comparative quality and cost information which allows them to make value for money decisions, and incentivises providers to put forward a more attractive proposal than if they knew that they alone were being considered.

A threat to the effectiveness of competition as a tool is the possible collusion of providers.  Inviting a wider number to put forward proposals, encouraging innovative proposals and checking for any unusual trends in pricing should reduce the risk of collusion. 

8.
e-Procurement

Electronic procurement is increasingly being used to streamline the procurement process. Procurers should therefore consider how their organisation might benefit

Developments include:

· Systems to manage the process for receiving and evaluating quotations and tenders (e-tendering)

· Systems to assist with the management of contracts

· The use of e-Auctions to identify the best price offered by suppliers
 

· Online eMarketplaces which allow buyers and sellers to interface and do business – an example is the OPEN marketplace
 for use by schools.

e-Procurement will be of particular benefit at Stage 6 ‘Decide how to commission services efficiently’ of the Joint Commissioning Cycle but information gathered from any automated contract management will be very useful at Stage 9 ‘Monitor and review services and process’.

Useful links

The National e-Procurement Project (NePP) website Local Authority-run website providing guidance and toolkits to assist LAs get the most from e-Procurement 

9.  
Standard Terms and Conditions of Contract

Most organisations have developed standard Terms and Conditions of Contract for Goods, and for Services, which should be attached to invitations to tender.  
Short versions of these may also be available for lower value requirements.  These should be used where appropriate as they help to lower the barrier to market entry for small or third sector suppliers.  

Standard Terms and Conditions of Contract greatly reduce the risk of procurers omitting important, core conditions, such as Intellectual Property Rights, Default, Termination, Liquidated Damages, TUPE, from the final contract and are an essential tool for the non-professional procurer.

If these are in place, commissioners should ensure they are aware of the detail and that the wording reflects their requirements. Challenge the wording with legal/procurement units and amend as necessary.  They should also ensure that any specification they produce for a particular requirement does not conflict with the Standard Terms and Conditions.

If they are not in place, work with specialists to develop them or collaborate with other organisations with similar requirements and adapt theirs.

It is worth noting that the DCSF has developed standard contracts for non-maintained and independent and special schools, children’s residential homes, and foster care.  These should be used where possible.
  

The Office of Government Commerce has also developed standard Terms and Conditions for Goods and Services that can be used across the Pubic Sector.

10.
Framework agreements

Framework agreements are pre-tendered arrangements with a provider, or providers, by which they must deliver goods and services as and when required over a specified period.  They are a very useful tool for aggregating demand and achieving economies of scale where there is a repeat requirement for a good or service, particularly where these are high value and would be above the EU threshold.

Frameworks provide a quicker and less resource intensive route to securing goods or services than individual tendering exercises, as the framework itself will normally have already been subject to European Directive processes.  Staff can ‘call-off’ requirements from a framework on an ad hoc basis.

Frameworks may be set up internally by the organisation itself or provided by third parties such as Purchasing Organisations or OGC Buying Solutions.

Procurers should aim to use existing suitable frameworks where available.  If it is necessary to carry out a new tendering exercise consideration should be given to structuring it as a framework for use internally and externally.

Consideration should be given to the appropriate length of each framework to ensure the organisation continues to achieve value for money.  Under the EU Procurement Directive, framework agreements should not exceed four years.

There is no limit to the number of providers who may be on a particular framework but high numbers make management of the framework difficult.  

In most cases frameworks restrict choice to only a small number of suppliers (possibly the larger providers) and may discourage the entry of new suppliers to the market.  Where there are good value for money reasons for not restricting the market to a small group of providers, then a longer-term framework in particular may not be a suitable solution.
DCSF launched a new framework for outdoor playground equipment design and installation on 1st April 2009 
.

The Office of Government Commerce has developed a contracts database of all known frameworks open to public sector clients.  This can be used to identify existing framework without having to undertake a full procurement exercise
.
Useful links

Frameworks in the Procurement Regulations (Office of Government Commerce) Short guide to how to use frameworks and stay within the EU Directive
The use of frameworks and preferred supplier lists in Social Care (Care Services Efficiency Delivery Unit, Dept of Health) Although aimed at procurers of adult-related services, the same EU considerations apply to Children’s Services

11.
Preferred supplier lists 

Where repeat requirements for median or low value supplies or services are expected, it may be useful to set up a list of preferred providers for use across the organisation.  The list would set out potential suppliers suitable for inclusion in the competitive process.  It could not be used to replace any advertising requirements under EU Procurement Directive.

Suppliers should be assessed against open and transparent criteria before being included on the list.  To ensure equality, a system for choosing which suppliers to compete for requirements as they arise should be set out.  Also to ensure equality the organisation should not close the list to new suppliers who meet the criteria. 

Criteria for removing suppliers from the list should also be open and transparent.

Useful Links

The use of frameworks and preferred supplier lists in Social Care (Care Services Efficiency Delivery Unit, Dept of Health). Although aimed at procurers of adult-related services but the same EU considerations apply to children’s services

12.
Sustainable procurement

In their 2006 report, the Government’s Sustainability Task Force defined sustainable procurement as “A process whereby organisations meet their need for goods, services, works and utilities in a way that achieves value for money on a whole life basis in terms of generating benefits not only to the organisation but also to society and the economy while minimising damage to the environment”.

The Government's sustainable development policy addresses environmental, economic and social sustainability. 

Despite this being an increasingly hot issue, there is considerable confusion about how to implement sustainable requirements given the overall requirement to achieve best value.  

Organisations should however set out a policy on how they intend to implement sustainable procurement.  See the Local Government Sustainability Strategy
.
Sustainability-related outcomes should be reflected in the Children and Young Person’s Plan and the Joint Commissioning Strategy/Strategies.  They should also be reflected in any evaluation of providers, where relevant to the performance of the contract in hand, and the agreements set up with them. 

Useful links 

Sustainable Procurement Information Network website (SPIN) The only website dedicated to supporting local authorities in their efforts to procure sustainably

Supported Factories and Businesses (Office of Government Commerce) Information on opportunities for reserving contracts for businesses where more than 50% of staff are disabled

Green Public Procurement website (European Commission) Provides a number of publications on green procurement

 
Sustainabilty and Policy through Procurement  (Office of Government Commerce)  An overview of some of the sustainability issues for procurers and guidance on how to deal with these
 
Quick Wins Guidance - Guidance for sustainable procurement of personal computers, paper, white goods, lighting and light bulbs, paint, detergents

 

Sustainability Action Plan for Construction and Maintenance (Office of Government Commerce) Although quite old now, this short document provides useful pointers on sustainability considerations for construction and maintenance type procurements
 
13.
Applying Strategic Procurement Tools in Practice

Given the number of tools available it may be difficult to identify how to get started and how to resource the programme of work.

Where the strategic tools are not being provided by your Central Procurement Unit, a good starting point may well be to focus on areas that support the on-going day-to-day contracting process such as Standard Terms and Conditions of Contract, identifying any framework agreements available to the commissioner, ensuring access to any corporate e-Procurement tools, and the delivery of procurement training/mentoring on essential areas until more in-depth training is available.  

While these areas are being addressed, undertake an in-depth analysis of spend (Spend Analysis).  Use this to identify key risks and opportunities - for example are you too dependent on a supplier, are there major spend areas which are currently not managed?

This information can form the basis of a Procurement Strategy and Plan which prioritise the next steps to achieve quick wins and address key risks.  Category Management tools (including Supplier Relationship Management and Supply/Value Chain analysis) can be applied to the prioritised areas.
With regard to resources, consider how you might be able to work with external suppliers to carry out spend analysis and category management, perhaps for a percentage of the savings they make.  

Also consider how strategic procurement activities might be applied across joint partner organisations, and share any cost/resource burden with them. 

� See the DCSF’s Every Child Matters website at: � HYPERLINK "http://www.everychildmatters.gov.uk/strategy/planningandcommissioning/jointfunding/" �http://www.everychildmatters.gov.uk/strategy/planningandcommissioning/jointfunding/�





� See the DCSF’s Every Child Matters website at: � HYPERLINK "http://www.everychildmatters.gov.uk/strategy/planningandcommissioning/jointfunding/" �http://www.everychildmatters.gov.uk/strategy/planningandcommissioning/jointfunding/�





� � HYPERLINK "http://www.ogc.gov.uk/documents/Supplier_Preferencing(1).pdf" ��Supplier Preferencing� (Office of Government Commerce)  Part of the OGC’s Category Management Toolkit.  It provides further useful information on the application of Supplier Preferencing.





� � HYPERLINK "http://www.ogc.gov.uk/documents/OGC_Guidance_on_eAuctions.pdf" ��eAuctions� (Office of Government Commerce) A short guidance document on the use of eAuctions under the EU Procurement Directive





� � HYPERLINK "http://www.dcsf.gov.uk/open/" ��The OPEN System site� (Department for Children, Schools and Families)    OPEN is an e-Procurement system for schools which allows them to procure and pay for goods and services on line.


� � HYPERLINK "http://www.everychildmatters.gov.uk/strategy/planningandcommissioning/nationalcontracts/" ��National Contracts for the placement of children and young people� (Dept Children, Schools and Families, and Dept of Health. Three national contracts have been developed to assist authorities:  National contract for non-maintained and independent and special schools; National contract for children’s residential homes; National contract for foster care.





� � HYPERLINK "http://www.ogc.gov.uk/Model_terms_and_conditions_for_goods_and_services.asp" ��Model Terms and Conditions of Contract� (Office of Government Commerce).  These Terms and Conditions provide a robust foundation for public sector contracts for goods and services.  Elements of these may be useful to develop Terms and Conditions specific to an authority.


� See details of the DCSF’s playground equipment framework at � HYPERLINK "http://www.everychildmatters.gov.uk/strategy/planningandcommissioning/playequipment/" ��http://www.everychildmatters.gov.uk/strategy/planningandcommissioning/playequipment/� 





� Contracts Database � HYPERLINK "http://www.ogc.gov.uk/contractsdatabase/welcome.asp" ��http://www.ogc.gov.uk/contractsdatabase/welcome.asp�  Office of Government Commerce





� Local Government Sustainability Strategy (Nov 2007) � HYPERLINK "http://www.idea.gov.uk/idk/aio/7643299" ��http://www.idea.gov.uk/idk/aio/7643299� 
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