Report to the Lead Member for Customer and Support Services

21st March 2005

Appointment of Corporate Purchasing Card Provider

Background 

As part of the National Procurement Strategy for Local Government the council is required to work towards delivering various e-procurement solutions.

The aim is to reduce the council's and the supplier's costs associated with the procurement process by making all our transactions electronic.  Various projects that will enable us to meet the Government's targets have been established including the implementation of a successful purchasing card programme. 

Purchasing cards are charge cards which work in a similar way to credit cards and can be used to purchase goods or services.  

Authorised cardholders will be appointed who can use the card to buy directly from the supplier, thereby removing the need to raise a purchase requisition.  Various controls can be set such as cardholders’ monthly credit limit, individual cardholders’ transaction limit and the blocking of certain suppliers or merchant categories.  For example, a cardholder may be restricted to buying from just three nominated suppliers with a maximum transaction limit of £200 and a monthly credit limit of £2000.

Benefits to the council:

· Reduction in paper based transactions such as purchase orders and invoices and the associated costs and inefficiencies

· Increased spending control 

· Improved audit trail including time and date of transactions.

· Reduction on maverick spending by restricting cardholders to contract suppliers

· Meeting Prompt Payment legislation
· Improved relationship with suppliers as there are no issues with late payments and no paper invoices 

Benefits to the supplier: 

· Guaranteed payment within 4 working days 
· Reduction in process cost
· Improved cash flow
· Reduction in need for credit control
· Reduced paperwork
Selection of a purchasing card provider

In April 2004, discussions took place with various purchasing card providers to assess the current market.  From this, four companies were invited to tender for the business on the 24th December 2004.  These were Barclaycard Merchant Services, Co-operative bank, Royal Bank of Scotland and Lloyds TSB.

The closing date of 31st January 2005 realised four completed responses from the banks listed above.  An analysis of the responses was carried out based on the following evaluation criteria:

1. Project management support  [25%]

2. Approach to supplier recruitment  [25%]

3. Rebate structure  [25%]

4. Software for posting GL transactions and management information  [25%]

Appendix 1 shows a summary of the responses, with fields based on the questions asked.  A score for each provider is shown as a percentage at the bottom of the page.  The percentage was calculated by scoring each of the sections out of four based on an evaluation matrix (appendix 2).  Each of the questions has been weighted according to importance and a total score calculated for each of the four evaluation criteria stated above.

Two companies, The Royal Bank of Scotland and Barclays Merchant Services, were shortlisted based on their ability to fulfil the evaluation criteria above.  References were sought and are detailed in appendix 3.

A detailed assessment has taken place to establish which will be the most economically and technologically advantageous solution to the Council.

The outcome of the evaluation procedure and subsequent discussions is that The Royal Bank of Scotland PLC offering MasterCard’s OneCard is being recommended as the preferred purchasing card provider.

A site visit to see Manchester City Council’s p-card system (the RBS OneCard) in action was carried out on the 28th February 2005 in order for us to understand fully how the analysis software works and how it will integrate with our own financial systems.  The software solution offered seems to be suitable for our needs.

Financial implications

The Royal Bank of Scotland has a typical contract period of 3 years but no termination fees are applicable if the contract is ended early.

Questionnaires have been sent to the Council’s top suppliers asking what their technical capabilities are and whether they would be willing to trade with us using purchasing cards.

From the responses received so far, 54 suppliers have indicated that they wish to trade with us by purchasing card.  Of these, 36 have the technology currently in place.  Analysis of these companies in the calendar year 2004 indicates that the potential spend with p-cards could be up to £4.7M per annum.  It is difficult to quantify this figure conclusively, but case studies from other local authorities suggest that there will be a relatively slow uptake to start, increasing in years 2 and 3.

There is no cost to the council in appointing a purchasing card provider.  The banks receive their income from making a charge to the supplier for each transaction processed (approx 2%).

The Royal Bank of Scotland will pay the council a rebate of 0.2% based on the value of purchases made through purchasing cards. 

Figures published by the Office of the Deputy Prime Minister in April 2004 state that the average transactional cost saving from simplifying the purchase to pay process using purchasing cards is approximately £33 per transaction.  It is anticipated that these savings will be realised by the central purchasing team, the accounts payable department and by the departments using purchasing cards.

	Estimated savings
	Annual cost based on uptake of £4.7M

	Cost to the council
	£0

	Rebate offered of 0.2%
	£9,400

	Transactional cost saving*
	£375,738

	Cost of analysis software
	£0

	Estimated total annual saving
	£385,138


*based on 11,386 transactions from the suppliers looked at above with an average saving of £33 per transaction (published by the Office of the Deputy Prime Minister - April 2004)

Implementation

Implementation of the project will be led by the e-trading team and fully supported by the Royal Bank of Scotland who will allocate a dedicated implementation and support team as well as make resources available for staff training and supplier recruitment. 

The central purchasing team is available to provide administration support as and when required.

Assuming a purchasing card provider can be appointed by 1st April 2005, it is anticipated that the implementation project should take between three and four months to complete.

Recommendation

It is recommended that The Royal Bank of Scotland Plc offering the MasterCard OneCard be appointed the council purchasing card provider for a contract period of three years.

Alan Westwood

Strategic Director of Customer and Support Services

Tom Garrett

E-Trading Development Officer

14 March 2005
