B. REPORT DETAILS

1.
Background


1.1
In October 1996 an Internal Audit Value-for-Money Review on Purchasing Policy was submitted to Audit Sub-committee for approval.  The report recommended the production of a Corporate Purchasing Policy for the City of Salford and which should be incorporated into a comprehensive Purchasing Manual comprising:-

1. Purchasing Policy

2. Code of Conduct – Purchasing Ethics

3. Contractual Standing Orders

4. Extracts from updated Financial Regulations

5. Standard Conditions of Contract for Supply of Goods/Materials

6. European Directives 
-
Supplies

· Services

· Works

7. Environmental Purchasing Procedures

8. Training

1.2
The report was well received but did not receive Council endorsement due to the momentum of the major restructure of Council Departments.

1.3
The Greater Manchester Association of Metropolitan Treasures sponsored review for Purchasing Practices in December 1998 criticised the City Council of its fragmented approach and stated that “three features of purchasing in Salford stand out:-

· A good policy statement has been prepared but it has not obtained Council endorsement, and has not been implemented;

· Purchasing is not closely co-ordinated across Directorates;

· There is substantial use of suppliers other than those with whom contracts have been negotiated centrally. “

1.4
As a result of the GMAMT review, a Purchasing Audit was carried out in 1999.  The report’s draft finding substantiated the deep seated fragmented and disparate nature of the function and recommended the introduction of a corporate approach.

1.5
The culmination of all the aforementioned reports and the recommendation of PriceWaterhouseCoopers that streamlining purchase order processing using electronic technology would achieve an anticipated annual saving of £600,000, ultimately brought the Purchasing function into the spot-light.  The introduction of the SAP System in 2000 linking Purchasing into the Accounts Payable module by the utilisation of SAP has enabled for the first time, a strategic approach to be adopted to Purchasing Management.

2.
The Creation of FSG 

The Financial Support Group (FSG) comprises sections undertaking the payment if invoices and debt recovery, Payroll Systems and Central Purchasing.  The recruitment process spanned several months during 2000 and Central Purchasing commenced operations on 30th October 2000.  

The team has a complement of 14 staff comprising 9 people utilising the Purchase Order Processing module in SAP, and 4 people involved in Contract Management and Development.  All these activities are directed by a Purchasing Manager (see Appendix A for current staff structure).

3.
Operational Aspects of Central Purchasing

3.1
Processing

3.1.1 The ordering process involves six “Purchasing Groups”, each group being a Purchasing Assistant who has a specific responsibility for certain commodity/service types within his/her group.  These assistants are supervised by two Purchasing Officers and  overseen by a Team Leader (Processing).

3.1.2
The business case produced in support of the new Financial Information System identified 186,000 orders per annum being raised throughout the Council and as a result of potential aggregation of Directorate’s requirements, a target figure for reducing the number of raised orders by 33% was identified.  The number of purchase orders being processed through the system is lower than anticipated in the business case, however, the number of purchase orders created to date on SAP does not give a true indication of the likely activity in future years.

It should be noted that the system did not go live until November / December, many purchase orders will have been created prior to this using old style purchase orders.

There are also some purchases where ‘old style’ purchase orders are still being used for the current year, it was agreed that further guidance was required for directorates prior to using SAP. It is envisaged that purchase orders will be created in SAP for these purchases in the new financial year.

It is essential, however, that those purchase orders raised outside SAP are restricted to the expenditure areas agreed as ‘out of scope’ in the short term. 

3.1.3 As stated earlier, a prime reason for creating a Central Purchasing function was to reduce costs in terms of processing but also in material/service unit costs.  The most logical method of ensuring minimal unit costs is to discourage any ad-hoc/non contractual purchasing activity.  Experience has found that certain Directorates are reluctant to accept a change of supplier and this is tending to manifest itself in the creation of text based requisitions and identification of their “desired” vendor rather than accessing the material data which identifies materials available on formal contractual arrangements, at lower cost.  A Purchasing User Group has been established, meeting recently to discuss such issues and to bring about the changes required amid a spirit of co-operation and consultation.  The need to create additional material master data and contract data is seen as a priority area in order to optimise potential savings to the Council.

3.1.4 The implementation of the Purchasing module has not been an easy task and has impacted on processes and working practices throughout directorates, much work is still required to ensure that the new processes are as efficient as possible. The diversity of purchases made by the organisation requires an ongoing review as how the system supports the purchasing process for the different types of expenditure.

It is recognised that the processing of requisitions into purchase orders within SAP is still largely a manual process, it is envisaged that in the majority of cases this should be automated. In order to achieve this a review is currently underway regarding how goods and services are described within the system. This subsequently impacts on how contracts and preferred suppliers are managed, and will ultimately influence the level of automation within the system.

3.2
Contracts

3.2.1 The Purchasing Manager is the City Council’s representative on the Local Authority Purchasing Partnership (LAPP).  As a result of a major restructuring of the administrative operation of LAPP, the Central Office was closed in December 2000 thus saving £9,000 per annum subscription fee.  The effect of this closure has impacted on the level of contractual activity undertaken by the Central Purchasing Team and has necessitated an additional ten contracts to be administered and monitored on behalf of LAPP, in addition to the 50 currently being coordinated.  The annual value of the 13 LAPP contracts undertaken totals  £7.3million (see Appendix B).

3.2.2 As a result of centralising the Purchasing function within the FSG, the number of in-house contractual arrangements has also increased and Appendix B details 29 contracts, of a Corporate or Directorate specific nature.  The annual value of these arrangements is estimated to exceed £5.9m.

3.2.3
The recent inclusion of mobile phone responsibility has created a partnership arrangement with IT Services, who will provide technical advice and support, but the contractual element of the agreement currently in place with Orange now rests with Central Purchasing.

3.2.3 The Regional Broadband Network is a contract being administered and monitored by the team on behalf of the North West Learning Grid, (a Consortium of 19 Local Education Authorities throughout North West England).  The contract actually involves 13 LEA’s who have agreed to enter into a long term agreement for networking capabilities linking all schools via the internet and enabling initiatives such as video conferencing to take place across the region.  Funding for this project has been provided by DFEE and is assured for a minimum 2 year period worth £2.3m.  It is hoped that continued funding will ultimately be made available for a further 3 years.                                                                                                                                                     

4.
Marketing the Function  

4.1 The Purchasing function, like many others, needs to market itself in order to ensure its viability and encourage increased support for contractual arrangements.  The principal marketing tool at our disposal is the LAPP “Gold” Catalogue.  The third edition of our bespoke catalogue is scheduled for delivery in late March 2001 and extensive distribution to Schools and Directorates will be made in order to maximise cost benefits.

4.2 Service Level Agreements for “Contracts and Purchasing Support” are currently held with every Salford school.  It is intended to aggressively market the function to ensure that we maintain a 100% support from educational establishments in subsequent academic years.

5.
Savings

5.1 During the current financial year the benefits of LAPP contract usage have been enhanced by the achievement of retrospective rebate payments which are volume/value related : the total received to date stands at £93,474.56.

5.2 In-house target savings for 2001/2002 have been set at £250,000.  The outcome of recent tender exercises in respect of Electricity for Council premises and also Street Lighting, benefits gained from the improved mobile phone agreement and LAPP subscription removal will help to realise such savings.

6.
Online Electronic Tendering

Since December 2000 Central Purchasing have become increasingly involved with IT Services in a Pan European research project called “PERMIS”.  In conjunction with the City Councils of Barcelona and Bologna, Salford City Council’s involvement in the project will revolve around the development of electronic tendering and arrangements are in hand for a pilot exercise to be carried out once all the security and probity issues have been finalised.  This is seen as an exciting development for the Council and will raise the profile of Central Purchasing in terms of achieving Government targets for the electronic provision of services.  

7. Conclusions
After approximately six months operation of the new Central Purchasing Team there are signs that significant savings are achievable through a corporate approach, as evident by the electricity, street lighting and mobile phone contracts, but that we should also start to research and develop further corporate contracts and encourage Directorates to bring certain products within the scope of SAP that are currently outside of it.  A post-implementation review of SAP will help toward this goal and also identify and resolve any remaining teething problems with the system

