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REPORT OF THE STRATEGIC DIRECTOR FOR CUSTOMER & SUPPORT SERVICES
TO: Lead Member for Customer & Support Services
ON: 6th June 2011
TITLE:
New AGMA liquid fuels contract
RECOMMENDATION:

The Lead Member for Customer and Support Services is requested to approve: 
Use of the YPO (Yorkshire Purchasing Organisation) framework agreement for procurement of liquid fuels for a period of two months, following completion of the current LAPP (Local Authority Purchasing Partnership) contract in July 2011. 

Procurement of a new fuel contract via the new Pro5 (a consortium of the five major public buying organisations) framework for liquid fuels, for Salford and other AGMA authorities to commence in October 2011. Mini-competitions will be undertaken to provide Salford with a contract for liquid fuels. A further report detailing the recommended suppliers will be submitted for approval following the mini-competition. 

EXECUTIVE SUMMARY:

The existing contract for liquid fuels used by Salford and some other AGMA authorities known as the LAPP contract expires in July 2011. Following research and market testing it has been decided that the best option is to procure a new contract for Salford and other AGMA authorities via the new Pro5 framework for liquid fuels. This is a new framework and contracts should be ready for use by October 2011. In the interim from August 2011, Salford and the other authorities will switch to an existing YPO framework for the purchase of liquid fuels. The benefits of adopting this approach are as follows:
Cost reduction through time and manpower to undertake procurement exercise

Approach in line with government best practice

Benefit from the category management expertise of YPO

Small savings expected as a result 

BACKGROUND DOCUMENTS:

(Available for public inspection)
See below
KEY DECISION:
YES / NO - YES
DETAILS:
Fuel Contract – Proposal
Introduction

Currently Salford and seven other authorities purchase fuel via the LAPP (local authority purchasing partnership) contract with GB Oils, the contract was extended in 2010 for a further year and expires in July 2011. Some GM authorities such as Wigan and Bury use the YPO fuel framework (Yorkshire Purchasing Organisation) again with fuel supplied by GB Oils. Because the current contract for motor fuels is due to expire it is intended to undertake a collaborative procurement exercise for the AGMA authorities and partners.  Below is a table showing the authorities who wish to be included in the new contract with their estimated annual consumption of diesel and how they currently buy fuel. 

	Organisation
	Annual amount of diesel used in litres
	Current purchasing arrangements

	Blackpool
	220,000
	LAPP contract

	Blackburn with Darwen
	554,525
	Spot buy Crown Oils and G.O. Broughton– out of contract 

	Bury
	718,800
	YPO contract expires 30/9/11

	Cheshire East
	1,310,000
	Buying Solutions – although not in contract

	GMP
	2,176,000
	LAPP contract

	Manchester
	2,855,426
	LAPP contract

	Oldham
	1,010,000
	LAPP contract

	Rochdale
	620,000
	LAPP or Crown Oils

	Salford
	1,270,000
	LAPP contract

	Stockport
	667,000
	LAPP contract

	Tameside
	1,008,000
	LAPP contract

	Warrington
	600,000
	Buying Solutions contract expires May 2013

	Wigan
	2,295,553
	YPO contract expires 30/9/11

	Total
	15,305,304
	


Benchmarking
There is very little evidence in the market place of public sector procurements for fuel contracts which would indicate the majority are utilising existing frameworks such as YPO. The price paid to GB oils is derived from Platts (a global company who among other things provide benchmark prices) plus a margin of 1.15 pence per litre for diesel with the LAPP contract, Platts is also the basis for the YPO prices but their margin varies per organisation. The final price per litre includes other considerations such as size of load delivered. It may also include the length of journey needed to deliver the fuel. The LAPP contract provides daily fuel pricing whereas the YPO contract gives weekly pricing which is an average of the previous week’s price which with the current market conditions is an advantage where oil prices are increasing regularly as they are now. The table below shows the differing prices being paid by AGMA members and associates.

	Authority
	Margin above Platts on diesel (pence per litre)
	Load surcharge range (pence per litre)

	Pro5 for AGMA
	1.4p (estimate)
	0.10 – 1.20p

	LAPP contract authorities (inc Salford)
	1.15p (actual to 1.85p)
	0.20 – 2.20p

	Blackburn with Darwen
	Variable 
	n/a don’t order small loads

	Bury
	1.75p
	0.10 – 1.20p

	Cheshire East 
	1.75p
	0.20 – 2.20p

	Warrington
	1.92p
	0.20p – 2.20p

	Wigan
	1.6p
	0.10 – 1.20p


Since April 2009 comparison data has been compiled for the weekly price from YPO (paid by Wigan) and the daily prices for the LAPP contract and on the whole this shows the YPO framework to give a better price for fuel than the current LAPP contract. 

However given that the margin paid on the LAPP contract is 0.45p lower per litre than the YPO margin paid by Wigan, the findings are contradictory to this fact. Further detailed analysis has found that the Platts barrel dollar price used to calculate the LAPP contract final pence per litre price for diesel, is on average 1.66% higher than the dollar price used in the calculation for the YPO price per litre. This should not be the case as the Platts price can only be the closing price for any particular day.

Pro5 contract
Pro5 is a collaboration of the main professional buying organisations which are CBC (Central Buying Consortium), ESPO (Eastern Shires Purchasing Organisation), NEPO (North Eastern Purchasing Organisation), WMS (West Mercia Supplies) and YPO (Yorkshire Purchasing Organisation).

These five PBO’s, with a combined purchasing power of in excess of £3 billion per annum, are identifying aggregation opportunities in key market areas and engaging with the market accordingly. This approach is being applied to liquid fuels delivering more aggregation, and thus increased volumes, lending itself to a market response which will deliver better deals and more effective contract arrangements than if local authorities continued to work separately or in small groups.
Currently ESPO are leading on a procurement exercise for a new Pro5 framework for liquid fuels, the overall objectives of the framework are:

· The creation of a Framework for the supply of liquid fuels offering national coverage and a pricing mechanism designed to deliver long term competitiveness.

· A single market engagement, on behalf of Pro5 with standardised terms and documentation. This co-ordinated, strategic approach to the market should only require a single submission per supplier, therefore facilitating maximum response.

· Reduce multiple approaches to the market by single authorities and the resulting duplication of time and efforts and to ensure that value for money is delivered to end users.

Best practice - The public sector currently spends approx £5bn per year on the procurement of energy. Energy is one of the nine Pan Government categories of spend which is currently covered by the Office of Government Commerce (OGC).

Purchasing through a national Framework is now recognised by OGC as representing best practice for public sector procurement. Such arrangements are seen as the best method for achieving value for money through aggregation, best practice and risk management. (http://www.ogc.gov.uk/commodities_procurement_energy_7111.asp)

The Pan Government Energy Project has developed best practice criteria for the procurement of liquid fuels and recommends that all public sector organisations use a Framework Agreement which meets these requirements. 

These criteria include:

· Ensuring that the Framework has aggregated volumes of over 20m litres

· Ensuring that the Framework aggregates expenditure of at least 10 single autonomous authorities (local authorities, councils etc) 

· Transparent pricing mechanisms

It is intended that the Pro5 Framework for liquid fuels will meet the criteria set by the Pan Government Energy Project to achieve accreditation as a recommended solution for liquid fuels. In doing so, it will be put forward for endorsement by the OGC’s collaborative board.
Finally it is the aim of the new Pro5 framework to attract more suppliers (seven or eight expected) thus encouraging more competition and hence improved prices.

Recommendation
The Pro5 framework will supersede those currently in place via, YPO, ESPO, NEPO, CBC and WMS. Therefore it is recommended that the approach for AGMA is to procure liquid fuels via the new Pro5 framework and in the interim following the expiry of the LAPP (Local Authority Purchasing Partnership) contract to use the existing YPO framework for two months. This recommendation is supported by the best practice guidance from OGC and its Pan Government Energy Project and by the comparison of the LAPP and YPO (Wigan) prices and the expectation that the Pro5 contract will perform even better than the current YPO contract. Finally the added value that YPO can bring in its category management of fuels and energy as a whole is a valuable benefit to stakeholders.

Savings
Savings are calculated based on the current margin above Platts that authorities are paying compared to the likely margin to be offered under the Pro5 framework, which could be 1.40p per litre plus the likely commission to be paid to Pro5 which is 0.002p per litre, giving a total of 1.402p per litre. This calculation does not take into account any small load charges being applied when fuel is delivered. Current users of the LAPP contract would potentially make savings where they have fuel delivered in less than full tanker deliveries as the load charges for the Pro5 contract are expected to be up to 1p per litre less than the LAPP contract. 

The current margin price shown below for LAPP contract users is 1.15p. The actual price paid (1.85p) is higher than the contracted figure and after much interrogation of data it has become apparent that there are some anomolies associated with the prices we have paid on the LAPP contract. The recoveries of any monies will be detailed in a separate report to follow at a later date.

The savings shown below are only indicative at this time, based on the expectations of YPO for the new Pro5 contract.
	Organisation
	Annual amount of diesel in litres required
	Actual margin pence per litre
	Pence per litre saving
	Total estimated annual saving £

	Blackpool
	220,000
	1.85
	0.448
	£985

	Blackburn with Darwen
	554,525
	n/a
	n/a
	n/a

	Bury
	718,800
	1.75
	0.348
	£2,501

	Cheshire East
	1,310,000
	1.75
	0.348
	£4,559

	GMP
	2,176,000
	1.85
	0.448
	£9,748

	Manchester
	2,855,426
	1.85
	0.448
	£12,793

	Oldham
	1,010,000
	1.85
	0.448
	£4,525

	Rochdale
	620,000
	1.85 
	0.448
	£2,778

	Salford
	1,270,000
	1.85
	0.448
	£5,689

	Stockport
	667,000
	1.85
	0.448
	£2,988

	Tameside
	1,008,000
	1.85
	0.448
	£4,516

	Warrington
	600,000
	1.92
	0.518
	£3,108

	Wigan
	2,295,553
	1.60
	0.198
	£4,540

	Total
	
	
	
	£58,730


KEY COUNCIL POLICIES: N/A
EQUALITY IMPACT ASSESSMENT AND IMPLICATIONS:-  This proposal has no impact on equality and diversity issues.
ASSESSMENT OF RISK:

This proposal is low risk and is in line with government best practice.
SOURCE OF FUNDING:  Individual authorities funding.
LEGAL IMPLICATIONS: Project is in line with government best practice
FINANCIAL IMPLICATIONS: No financial implications other than a small projected saving against existing contractual arrangement
OTHER DIRECTORATES CONSULTED: N/A
CONTACT OFFICER:
Peter McMullan
TEL. NO. 0161 686 6259 
WARD(S) TO WHICH REPORT RELATE(S): ALL
D:\Documents and Settings\cseclslamon\Local Settings\Temporary Internet Files\OLK3\Fuel Contract - Lead Member Report.doc

