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Minister’s Foreword

As Minister for Local Government | am committed to working with local councils to
identify ways for them to reduce their costs, improve services and cut costs for
business.

The Councils Reforming Business Initiative is delivering on this commitment. This
Victorian Government-funded initiative was launched in 2007 in partnership with the
Municipal Association of Victoria (MAV).

The Victorian local government sector spends in excess of $2.7 billion on goods and
services every year. Much of this is spent in common procurement categories, where
opportunities for financial and procedural benefits from improved procurement
practices are significant.

Through this Local Government Procurement Strategy, | hope to harness the sector’s
commitment to improved procurement, and provide practical recommendations for
councils to work in partnership to deliver savings to local communities.

The strategy has been prepared by Ernst & Young, who were commissioned to
undertake a detailed assessment of existing procurement practices employed by
councils and to identify opportunities for councils to work in partnership to improve
these practices.

Ernst and Young conducted a series of workshops, interviews and detailed data
analysis involving more than 40 Councils to develop the Local Government
Procurement Strategy. The research concludes that the adoption of better procurement
practices across the sector has the potential to yield annual savings in the region of
$180-350 million. Cost saving on that scale would have a significant impact across the
sector, and ultimately deliver savings to local communities.

| endorse the recommendations in this report, and look forward to working with the
MAV and local councils on the implementation of the Procurement Strategy.

| would like to thank the councils that have participated in the research undertaken as

part of this strategy, and the Councils Reforming Business Steering Committee for its
guidance and support.

ﬂyﬂk{

Richard Wynne MP
Minister for Local Government



1. Executive Summary

Ernst & Young was appointed to develop a procurement strategy and performance
assessment model for Victorian Local Government. This report sets out the core
findings, recommendations and initial roadmap for delivery of that Strategy.

The Strategy was developed in close consultation with Local Government Victoria, the
Municipal Association of Victoria (MAV), a range of key stakeholders, and many
councils who contributed data, insight and feedback to the process.

1.1 Context

Governments across the world have followed the private sector and begun to look at
ways to improve procurement practices within the public sector.

The potential prizes from improved procurement practices are generally well-known in
terms of significant financial benefits as well as improved internal processes and
overall financial and demand management. Learnings from other government sectors
across Australia have demonstrated that these benefits are achievable. The local
government sector in Victoria has recognised this broad potential and already put in
place a range of individual initiatives to improve procurement practices and aggregate
expenditure in order to extract better value for money for ratepayers and their
communities.

At the same time, such initiatives remain relatively uncoordinated, with no clear overall
strategy across the sector or significant focus on lifting procurement capability and
expertise within the sector.

There has also been a lack of rigorous assessment of local government practice and of
the real financial and other benefits of improved procurement.

A number of legislative and process constraints may also be forcing local councils to
operate in a less than optimal manner when seeking to obtain best value for money in
the acquisition of external goods and services.

This provides a context to the Local Government Procurement Strategy developed over
the last 4 months and set out in this document.
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1.2

Key Findings

The Victorian local government sector spends in excess of $2.7 billion on goods
and services - largely in common categories of spend as the “business” of local
councils is similar, regardless of geography or size. There would be very few
corporate organisations in Victoria with such a significant external spend.

Some councils have initiated good procurement practices in areas such as fleet
management, waste disposal and some engineering works — but these are
limited in number and scale.

An assessment of procurement capability across the sector reveals a self-
assessed “low/medium-only” level of capability, with higher levels of maturity in
metropolitan compared to regional councils. The level of interest by senior council
staff in the Local Government Procurement Strategy workshops, interviews and
data collection suggests a growing appreciation of the importance of
procurement.

The major areas of spend are roads and associated infrastructure, facilities,
including building, construction and maintenance, waste management and plant
& equipment.

There is quite a varied approach by like councils to the use of suppliers within
common categories, and little evidence of coordinated acquisition of vendor
services.

A number of categories are characterised by a small number of significant players
- yet councils appear to remain uncoordinated in their approach in acquiring the
services of these vendors.

Many councils see procurement as a way of supporting local business and
fostering economic development, particularly in regional areas. Aggregating
demand for selected categories of external expenditure can assist local economic
activity and development AND reduce procurement costs if designed properly
and embedded in procurement policies and category strategies.

After undertaking category-specific analysis, and considering existing
procurement practices, the adoption of better practice procurement across the
sector has the potential to yield annual savings in the order of $180-350 million
per annum. This is a significant number, even at the lower end of the scale.

* Further detailed findings are presented in the Local Government Procurement
Strategy — Supporting Analysis document available at www.localgovernment.vic.gov.au.



1.3 Recommendations and Roadmap

The estimated magnitude of potential financial benefits is large enough to justify a
concerted investment and level of effort to embrace a comprehensive procurement
strategy.

Ernst & Young envisage four (4) broad stages of an implementation roadmap,
comprising:

1. Awareness Raising

Working throughout the sector to raise awareness as to the significant
potential to lift procurement capability across local government and
generate very significant savings to councils and their communities —
savings that can in turn be used to fund much-needed infrastructure and
other services, as deemed of most priority by local communities

2.  Setting Foundations

Establish a truly representative governance body to oversee and drive the
Sector Procurement Strategy — the body should comprise parties from
DPCD - Local Government Victoria, MAV, council representatives and
other parties

Build upon existing and new pilot category strategies and widen their scale

Begin the process of aligning processes and technology, as well as a
common chart of accounts and associated financial processes

Establish a major program of procurement capability build across the sector
Negotiate access to State Government hosted contracts, where appropriate

3.  Creating Sector-wide Collaboration
Extend the pilot-only category specific initiatives across the whole sector

Develop and implement sector-wide strategies focussed on those areas of
greatest potential benefits, especially to councils and communities in
regional areas where there is a significant “infrastructure gap” and limited
financial capacity to close that gap

Deliver strategies that effectively aggregate demand and reduce costs, but
also assist in enhancing local and regional local economic activity and
development.

4. Move to Sector Transformation

Extend procurement collaboration into potential sharing and collaboration of
service provision, assets and other infrastructure created for the benefits of
communities

Local Government Procurement Strategy 5



A high-level roadmap is set out below, reflecting the above approach.

Procurement Transformation Program

Collaboration
Pilot 3
(New Initiative )

Collaboration
Pilot 4
(New Initiative )

Collaboration
Pilot 1
(Existing Initiative)

Collaboration
Pilot 2
(Existing Initiative)

Legislative Enablers
Sector Procurement
Strategy

Financial Systems & Procurement

Collaboration

Processes Systems

Procurement Staff Prgrggiﬁrr?ent Procurement LOCParloSSrve%rqufm
Strategy HRe s Accreditation e e

Foundation

Procurement Category
Performance Management
Management Processes

Process and Specification
Standardisation

Awareness

—>
Time

1.4 1.4 Successful Implementation

The keys to successfully implementing the Procurement Strategy will be:
Quantifying potential benefits by category from improved procurement practices

Agreeing on how benefits are distributed between councils from any
improvements, where collaboration or shared resources are used

Deepening the understanding of the current level of maturity of procurement
practices

Agreeing on the goals of better practice procurement

Strong governance and leadership to drive the Procurement Strategy, using
appropriate levers of influence and control

Building on operating models consistent with the nature of each individual
category, drawing upon existing bodies such as State Government contracts,
strategic purchasing, co-operative purchasing services and other public sector
initiatives
By establishing clarity and acceptance around the potential benefits of improved
procurement, and clear and agreed governance and operating models, local
government in Victoria can successfully reap significant benefits from its Procurement
Strategy.



2. Background

2.1 Objectives

The Victorian Local Government Procurement Strategy project will provide strategic
advice and recommendations on how to drive efficiencies in council procurement
practices while balancing effectiveness with social, environmental and economic
objectives. The major outcome of this project will be the further development of
strategic procurement policy and practices in Victoria that will work to reduce councils’
costs and improve service delivery.

2.2 Scope

The procurement practices and spend of all local councils were within the scope of the
project, however detailed data gathering and interviews were limited to 15 nominated
councils selected by the DPCD to ensure a broad range of geographies, expenditure
levels and procurement practices were included.

2.3 Governance

The Victorian Local Government Procurement Strategy project was funded by the
Department of Planning and Community Development (DPCD) and was managed by
Ernst & Young (EY).

A Procurement Project Steering Committee comprising DPCD, the Municipal
Association of Victoria (MAV) and EY had joint accountability for the program and were
responsible for key decision making and issue resolution.

24  Glossary

Procurement In this document, the word "procurement” refers to the external
purchase of goods and services.

Procurement categories Procurement divided into operational categories such as Roads
& Streets, Facilities, Waste Management, Vehicles, etc. Each
category is made up of sub-categories.

Spend Map Procured goods and services grouped into categories, then
sorted and presented based on the amount spent on each
category.

Demand aggregation Parties coming together in a coordinated fashion to purchase

common goods or services.

Procurement capability The organisational capacity and ability to effectively perform
strategic procurement.

Procurement dimensions  Representation of particular organisational elements or
attributes that together contribute to procurement capability.

Supplier concentration A measure of the number of suppliers of a particular product or
service. A high concentration demonstrates few suppliers whilst
a low level of supplier concentration indicates many suppliers.
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3. Procurement Strategy Objectives

The objectives of each council will vary with the needs of their community. Councils
located in higher growth areas of Victoria may be focused on supporting infrastructure
and development projects while councils in established regional shires are focused on
delivering social outcomes. The procurement strategy should be developed to support
each council’s overall strategy.

Regardless of the specific objectives of the council, all procurement activities should
fulfil a common set of objectives. Table 1 lists the key objectives that have been
assumed and used to guide the development of the Local Government Procurement
Strategy.

Table 1: Local Government Procurement Strategy Objectives

Value for Money

Ease of Doing
Business

Economic &
Industry
Development

Environment &
Sustainability

Building Local
Government
Capability




4. The Importance of Procurement

Procurement is now seen by many leading organisations as a key enabler of strategic
objectives. Traditionally procurement has often been seen as just a purchasing
function. Today, procurement involves activities ranging from business planning to
OH&S and the environmental certification of suppliers.

Procurement activities can be grouped in four major areas

1. Business Case: |dentifying needs within a business, assessing the level of
demand and supply, undertaking an analysis of available procurement options and
selecting the best option based on cost, risk and benefit to the community

2. Sourcing: Specifying requirements, identifying suppliers, tendering, evaluating
OH&S/environmental credentials, negotiation of prices and service levels and
establishing terms & conditions

3. Purchasing: Managing the acquisition of products from an existing
agreement/contract or through ad hoc purchases

4. Contract Management: Once an agreement is in place, monitoring, measuring
and managing the suppliers to ensure that the right service is being provided at the
agreed price

Effective procurement practices enable:

Lower costs through leverage of total spend, standardisation, demand
management and improved supplier management

Improved services from suppliers, resulting in better outcomes for the community
and staff

Increased transparency of expenditure and supplier performance
Responsiveness to environmental and sustainability issues
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To ensure that procurement’s broad objectives are met and that capabilities are
continuously improved the procurement function must be managed across 8 key
procurement dimensions. Table 2 describes these 8 dimensions in detail. Leading
performance in all 8 areas typically correlates with organisations with highly effective
procurement functions.

Table 2: Procurement Dimensions

Strategy &
Governance

People & Culture

Sourcing &
Category
Management

Technology &
Tools

Purchase to Pay

Organisation
Excellence

Performance
Management

Social
Responsibility




5. Study Approach

The Local Government Procurement Strategy has been developed using a fact based
analysis of procurement practices and council expenditure.

5.1 Data Collection

Quantitative and qualitative data was gathered from the following sources in a variety of
methods. A sample of 15 councils was selected by the DPCD to ensure a broad range
of geographies, expenditure levels and procurement practices were included.

Table 3: Data Collection

Selected 15 All 79 External
Councils Victorian Stakeholders
Councils

Accounts Payable Data & Chart of
Accounts

Online Survey of procurement
maturity

Refer to Appendix 1 for a table of all personnel interviewed during the course of the
study.

5.2 Procurement Capability Assessment

The procurement capability assessment was developed using the output from surveys,
questionnaires and face-to-face interviews.

This assessment included:

Benchmarking of procurement process maturity across local government,
identifying key differences between regional and metropolitan councils

Understanding leading or innovative practices used by local government in
Victoria

Understanding areas for improvement nominated by councils

5.3 Stakeholder discussions

Interviews with State Government, professional associations and other 3" party
stakeholders to understand the:

Impact of current local government procurement practices on these stakeholders
Opportunities for greater collaboration with these groups

Local Government Procurement Strategy 11



54  Spend Map

The accounts payable data (2006/07) provided by the sample councils has been
grouped according to the category of goods and services being purchased.
Expenditure has been mapped against procurement categories to complement the
traditional departmental budget format. This spend map enables the consistent analysis
of the total spend on common goods and services used across multiple departments.

Within each category, spend is further categorised by suppliers to allow the
identification of common suppliers across multiple departments or councils.

All council and supplier details have been masked to ensure that any commercially
sensitive information is not disclosed.

5.5 Leading Practice Assessment

Evaluation of both public and private sector procurement strategies and operational
models, via Ernst & Young’s global network and recent engagements, has been
conducted. Leading practice assessment has included models operating in Victorian
State Government, other state local governments and the United Kingdom.

Details of these models and experiences are provided in the Appendices.

5.6 Policy Review

High level review of selected government policy issues related to local government
procurement.



6. Current State of Local Government Procurement

Utilising the detailed qualitative and quantitative data, an assessment of current
procurement practices and sector wide expenditure of goods and services has been
compiled. Detailed analysis has been performed for 15 councils and extrapolated to all
79 councils.

6.1 Local Government Total Expenditure

The local government sector in Victoria is a major purchaser of infrastructure, materials
and services, spending more than $2.7 billion each year.

Chart 1: Local Government Operational & Capital Expenditure

7,000 ~
6,000 - ——
| 84
5,000 - 849 41 414
4,000 - 1,095
=
3
3,000 -
1,667
2,000 - Scope of local Government procurement strategy
1,000 +
Employee Materials & Depreciation &  Finance Costs  Other Recurrent  Non recurrent

Benefits Services Amortisation
Opex Capex

Operational and capital expenditure has been included in the scope of this review.
Employee benefits and depreciation/amortisation has not been specifically addressed.
It is recognised that changes to procurement practices may impact staff costs or
depreciation if costs are reduced or if different supplier relationship models (i.e. Public
Private Partnerships) are entered into.

6.2 Policy & Legislation

Local government procurement practices are impacted by council specific policies and
State Government policies and legislation. There is a perception amongst some
councils that some State Government policies and legislation limit the effectiveness of
the local government procurement practices, particularly:

Compulsory Tendering thresholds under section 186

Councils currently have the discretion to establish their own business rules for the
procurement of goods, services or works with a value below $100,000, i.e.
whether a certain number of verbal or written quotes are to be obtained, or that a
tender be undertaken for procurement with a value below $100k. This threshold
has recently been raised (August 5" 2008) to $150,000 for Goods and Services
and $200,000 to carry out works.
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Some council procurement staff indicated that the $100k threshold creates
additional work for the procurement team and other council functions without
significantly impacting the cost of goods and services. This is particularly
common amongst metropolitan councils where increases in construction costs
have significantly increased the frequency of these tenders.

There is a perception by some councils interviewed that the cost of responding to
these tenders may be factored into pricing by some vendors.

Access to State Government Whole of Government Contracts

While there have already been some isolated examples, there are significant
further opportunities for local government to gain access to State Government
contracts. There are processes and legislative barriers that could be addressed
to enable significant benefits for the local government sector.

There may be statutory barriers to allowing local government access to Whole of
Government Contracts where the total expenditure under the contract exceeds
$100k.

Enabling access by local government to Whole of Government contracts may
require either ministerial approval under section 186(5)(c) of the Local
Government Act; prescribing these contracts under section 186(5)(d) of the Local
Government Act; or an amendment to the Local Government Act.



6.3  Current Procurement Operating Model

The majority of local government spend is procured by individual councils through the
procurement team or directly by individual staff. The use of aggregation services or
collaborative approaches such as clustering is largely ad hoc, however where these
practices are being used, significant savings are often realised.

The main procurement operating models currently in use by local government in
Victoria are:

Table 4: Procurement Operating Models Description

| |
|

Autonomous
Local Council
Procurement

Demand
Aggregators

Regional
Clusters

Consolidated
Procurement

Local Government Procurement Strategy 15



6.4 Procurement Capability

Using a combination of interviews, surveys and questionnaires, an assessment of local
government’s procurement capability has been performed using the 8 procurement
dimensions discussed earlier, in Table 2.

Ernst and Young use a procurement maturity assessment model to determine an
organisations’ performance on each of the procurement dimensions. Leading
performance on each of the procurement dimensions (a score of >4.5), typically
correlates with organisations with highly effective procurement functions.

The procurement maturity assessment evaluates the maturity or effectiveness of local
government procurement practices relative to other similar size organisations. It
identifies specific areas where an organisation is lagging behind leading practice.

Overall, procurement capability in local government is low relative to private and public
sector organisations of similar size. Actual capability varies significantly between
councils, however several weaknesses are common across most councils. Chart 2 &
Table 5 summarises the overall performance of councils across the eight procurement
dimensions.

As shown by the higher score, metropolitan councils consistently demonstrated higher
levels of procurement maturity as compared to regional councils, particularly in those
areas requiring investment in technology or processes.

Chart 2: Victorian Local Government Procurement Maturity

Social Responsibility Strategy and Governance

Performance

Management

Organisation ‘
Excellence

Purchase to Pay

People and Culture

Sourcing and Category
Management

Technology and Tools [ | Regional councils
Metropolitan Councils



Table 5: Current Procurement Capability of Local Government in Victoria

Procurement Summary Comments
Dimensions

Strategy &
%s Governance

People &
Culture

Sourcing &
Category
Management

Technology &
Tools

Purchase to
Pay

Organisation
Excellence
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Performance Decentralised procurement results in mostly throughput-
Management based measures, with legislative compliance adopted as

the maximum reporting requirement in most councils
|
Social Council-specific social objectives are evident and

Sl s environmental policies exist. However they are not
always embedded in procurement activities

Where policies are in place, formal contracts to evaluate
environmental or social impact lack rigour
|

6.5 Local Government External Spend

The Accounts Payable data (2006/07) of 11 councils was analysed to develop a
detailed ‘spend map’. The accounts payable data of the remaining four councils could
not be incorporated into the spend map due to incomplete data or a complicated chart
of accounts structure.

The spend map provides a “category” based view of spend, as against a traditional
departmental income and expenditure budget format.

Every transaction of the Accounts Payable extract of each council is mapped to a
particular category. Each category is further broken down into sub-categories. Within
each of these categories and sub-categories, the transaction is linked to the vendor to
identify common vendors across categories and councils.

The spend map, therefore, enables detailed analysis of the spend patterns by: council,
council groups, regional vs. metropolitan councils, the whole sector and vendor or
vendor groups. It provides management and other stakeholders with higher visibility,
tighter control and closer monitoring of spend.

The table below provides a summary of the spend map, showing key categories and
sub-categories along with the estimated spend for the sector as a whole for that
particular category / sub-category. The results of the spend map for the 11 councils
have been extrapolated using Victoria Grants Commission data to estimate the total
expenditure of all 79 Victorian Councils.
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51  Key Categories & Sub Categories

Table 6: Category / Sub Category Spend

Computers &
Equipment

Health & Community
Parks/Trees

Professional Services

Sub-Categories

Roads & Streets

Travel

Waste Management

Local Government Procurement Strategy

$30-34m
$13 -14m
$106-117m

$258-285m

$125 to 140m

$112-124m
$21-23m
$42-47m

$133-147m
$6-7m
$24-26m
$19-21m
$41-45m
$630-690m

$4-5m
$58-64m
$15-16m

$3-4m

$8-9m
$65-70m
$17-18m

$120-130m

$37-40m
$32-35m
$70-80m

Estimated Spend



6.5.2 Spend highlights

The spend map enables analysis of the spending patterns of councils and
characteristics of the market by category. It also helps bring out the key differences
between buying patterns of metropolitan versus rural councils.

While many areas of spend are approximately equal there are several key differences
between regional and metropolitan councils.

Chart 3: Spend on a category as a proportion of total expenditure — Metropolitan
Vs Regional Councils

0% 5% 10% 15% 20% 25%

Roads, Streets etc

Faciliies |

Waste Management
Professional Services

Parks/Trees i

Health & Community:
Equipment

Vehicle |

Utilities |

Computers i

Contracted Labour |

Office |

Library i

Public Relations |

Staff |

Telecom i

m Metropolitan Regional

Banking
Insurance
Fuel

Training

Travel

Shortage of skills in regional areas appears to be driving the high use of
Professional Services, especially legal firms and consultants.

Metropolitan councils spend twice as much as regional areas as a proportion of
their total spend for Parks / Trees, probably due to the larger number of
maintained parks & gardens and sports grounds in metropolitan areas.

The other areas of spend where regional councils spend more as a proportion of
total expenditure include vehicles and fuel, plant & equipment, contracted labour
and travel.



Chart 4: Typical Council Supplier Concentration — Roads, Streets etc

25 - 12000
-+ 10000
20 +
-+ 8000
14
3 15+
-
2 o
F 6000 8
s
g 10
-+ 4000
54
=+ 2000
0. _.----_0
<10k 10-50k 50-100k 100-500k 500-1000k 1000-2000k 2000-3000k >3000k
Contract size
mmm No of Suppliers Cumulative Spend

As shown in Chart 4, there is a large and fragmented supplier base for Roads, Streets
etc. A few large suppliers account for the major spend. This characteristic is also
common to other categories such as facilities maintenance, some professional
services, computer software etc.

Chart 5: Category Analysis Example

Supplier Concentration by Council — Facilities Maintenance

16

2
g J 17
=}
3 !  / No of suppliers
o
2
2 G
\ F 127
E 61
K%
e | 65
>
8 c 115
o
© B 79
=
A 59
0 500 1,000 1,500 2,000 2,500 3,000 3,500 4,000
$ 000
B 80% of category spend 20% of category spend

Chart 5 highlights the fact that there is a large tail of suppliers for some areas of
spend such as Roads, Facilities Maintenance etc; i.e. Few large suppliers
account for 80% and a large number of small suppliers account for 20% of the
spend.

Local Government Procurement Strategy 21



Chart 6: Spend on Major Suppliers, by council

Actual Example Metro A Metro B Metro C Metro D Regll:onal ReglGonaI Regllonal Regll(onal

Supplier RS1 | 16000k I 13k

Supplier RS2 | | 750k | p1ook i
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Supplier RS4 | § 3700k s
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I— ] — — —I— — — — ——— — — —

Supplier RS6 | | 2500K" 1120k 150k | 600k

Supplier RS7 |} 20k I T200k 1 2000k

Supplier Rs8 | 13000kl T

Supplier RS9 | | 2800k] 1 |

Supplier RS10 1500k |

Many councils source similar products and services from multiple suppliers
suggesting potential saving through supplier rationalisation. The same analysis
also demonstrates that many suppliers are common to several councils
suggesting opportunity for joint tendering.

Chart 7: Category Analysis Example
Supplier Concentration

Electricity Water Gas
Total Spend: $58-64m Total Spend: $15-16m Total Spend: $3-4m

/

8 major electricity . '
providers 3 major water companies

One major Gas provider

Chart 7 shows the high supplier concentration for the Ultilities sector. This is also
the case for categories such as Telecommunications & Fuel.

* Further detailed category analysis is presented in the Local Government Procurement
Strategy — Supporting Analysis document available at www.localgovernment.vic.gov.au.



1. Procurement Operating Models — Key Attributes

Annual expenditure by Victorian local governments on products and services exceeds
$2.7 billion. A review of current procurement practices and the spend map have
identified potential annual benefits of $180-350 million through the introduction of
improved procurement capabilities within councils and the adoption of new
procurement models across the sector. The estimated annual savings could benefit
ratepayers through further investment in the local community.

71 Improving Procurement Capability

Before sector wide improvements can be made, councils must improve the processes
and systems used to support procurement strategies and the capability and/or
recognition of procurement professionals within their council.

Major areas that must be addressed are:
Table 8: Improving Procurement Capability

Individual Councils Local Government
Sector

Council
%% Procurement

Strategy
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A"A Standardisation
D

A"A Category
“ Management




Performance
%{V Management

A"A Systems
Y
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7.2 Demand Aggregation/Collaboration Models

To effectively leverage the $2.7 billion spent by the local government sector, councils
must adopt more formal collaboration structures. Collaboration can significantly reduce
cost through aggregation of spend, sharing of specialist procurement skills and
improved management of suppliers for large contracts.

The main models proposed to improve collaboration are:

Aggregation Services

Table 9: Aggregation Services Model

Operator Owner Decision Regulator Funding
Maker

Benefits Challenges Target Categories




Virtual Clusters
Table 10: Virtual Cluster Model
Description

Operator Owner Decision Regulator Funding
Maker

Benefits Challenges Target Categories
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Regional Clusters
Table 11: Regional Cluster Model
Description

Decision

Benefits Challenges

Regulator Funding

Target Categories




Consolidated Procurement
Table 12: Consolidated Procurement Model
Description

Operator Owner Decision

Benefits Challenges
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Regulator Funding

Target Categories
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7.3 Assessing the “Size of the Prize”

High level strategies for some of the larger categories have been developed. These
category strategies include a summary of the potential model and implementation
considerations. In most cases a hybrid of models, such as Regional Clusters for
sourcing of local projects supported by state aggregation for consumables and
materials, will be required to deliver maximum benefits. Refer Appendix C for a
summary of Category Strategies.

The categories were selected based on size of spend, presence of existing sector-wide
category management, savings potential and ease by which savings can be obtained.

Table 7: Category wise Spend and Benefits Range

Category / Sub Category Spend ($M) Primary Category Strategy = Benefits Range (%) SEVILTE] Ease of
Potential ($M)  Implementation

Roads, Streets etc $630-690m Regional cluster 7.5-15% $50-100m Difficult
Facilities Construction $260-290m Improve capability 7.5-15% $20-40m Medium
Facilities Maintenance $125-140m Regional cluster 7.5-15% $10-20m Medium
Waste Management - Collection $120-130m Regional cluster 7.5-15% $10-19m Medium -Difficult
Waste Management - Street Cleaning $70-80m Regional cluster 7.5-15% $5-11m Medium -Difficult
Waste Management - Disposal $37-40m Regional cluster 5-10% $2-4m Medium -Difficult
Waste Management - Recycling $32-35m Regional cluster 7.5-15% $2.5-5m Medium -Difficult
Professional Services - Legal $38-41m Demand aggregator 7.5-15% $3-6m Medium
Professional Services - Architecture $23-26m Improved capability 5-10% $1-4m Easy
Professional Services - Engineering $19-21m Demand aggregator 7.5-15% $2-4m Medium
Parks / Trees $128-141m Improved capability 7.5-15% $10-20m Medium -Difficult
Plant & Equipment $100-110m Virtual cluster 7.5-15% $8-15m Medium -Difficult
Vehicle Purchase $65-70m Demand aggregator 7.5-15% $5-10m Medium
Utilities — Electricity, Water, Gas $75-85m Demand Aggregator Cost Containment - Easy-Medium
Computers & Equipment Software $30-34m Virtual cluster 7.5-15% $2-5m Easy-Medium
Computers & Equipment Hardware $13-14m Demand Aggregator 5-10% $1-1.5m Easy
Public Relations $25-28m Demand aggregator 7.5-15% $2-4m Easy-Medium
Telecommunications $23-25m Consolidated procurement 5-10% $1-2m Easy-Medium
Office Stationery $8-9m Demand Aggregator 7.5-15% $1-1.5m Medium
Other* $800-900m Improved capability 5-10% $42-85m Difficult
TOTAL ~$2700m ~$180-350m

*’Other’ includes those categories not in the above list such as Health & Community
Services, Banking, Training, Library etc. For these categories it is assumed that
improved procurement capabilities will deliver lower overall expenditure.



Chart 8: Savings — Implementation Matrix

Bubble size indicates category spend

High

Estimated Savings Potential

Low

Difficult

Easy Ease of Implementation

As shown in Chart 8, for most categories, estimated savings is relative to total category
spend. The ease by which these savings can be achieved for different categories
varies widely.
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8. Local Government Procurement Strategy -
Implementation

8.1 Procurement Transformation Phases

The review of the current state of procurement in local government and the category
strategies described in Appendix C in this document have demonstrated the benefits of
improved procurement practices and the key areas that need to be addressed to
enable these benefits.

Many of these benefits will require significant organisational change, both within
councils and across the local government sector. Accordingly, a phased approach is
recommended to ensure that the necessary capabilities are established and in some
cases piloted. The four-phase procurement transformation approach recommended is
described in table 11.

Table 11 : Procurement Transformation Phases

Awareness Foundation Collaboration | Transformation
3

This phased approach should be applied to all categories of local government

expenditure, however Phase 4: Transformation may only need to be completed for
categories where significant benefits can be realised.



8.2 Learnings from Other Jurisdictions

A number of case studies from other jurisdictions were considered during this exercise,
covering the UK, Canada, NSW and a recent Public Health demand aggregation model
put in place by the Victorian government. These case studies are provided in Appendix
D.

Some key observations drawn from those case studies include:

Strong leadership and governance from the top is required to both gain initial
commitment from previously autonomous business units/departments and set a
clear direction.

Initial stages seem to focus on gathering data and assessing the potential gains
of improved procurement practices, with typical recommendations focussing on
the better practice attributes such as consolidated number of vendors, common
technology systems, implementation of eProcurement in all its forms and
variations, etc.

A progressive move towards mandating certain policies and practices over time
suggesting an evolving governance model and increasingly consolidated
operating model.

A progressive move towards mandated spend over certain categories.

Reform occurs over a long period of time — and after periods of trial and error —
this appears most strongly in the case of public sector procurement reform.

These observations provide an important backdrop to our following considerations of
governance and operating models as they might apply to a procurement strategy
across local government in Victoria.

8.3 Governance Roles and Responsibilities

State and local government groups have a number of distinct but interrelated roles to
play in setting and driving the Procurement Strategy forward. These are set out below.

Table 12: Key Roles to Drive the Procurement Strategy

Strategy / Establishes overall procurement direction, strategic objectives, KPls and any
Policy Setter associated administrative policies required to support its implementation.
Monitors outcome/benefit realisation

Strategic Establishes overall architecture and design in consultation with key
Architect stakeholders including Customer, Provider and Central Governance Agencies

Regulator Ensures corporate governance processes are in place to monitor, measure,
audit and enforce achievement of procurement objectives. Intervenes as
required to ensure compliance. Can also act as an independent adjudicator or
“umpire” in the event of disputes between Procurement Service Providers and
Customers

Procurement / Establishes and manages contracts to procure common use, standardised or
Demand shared goods and services. This can include the procurement of external
Aggregator shared service providers, IT infrastructure, applications or assets.

el ke s o Oversees the implementation of key projects or initiatives which fall under the
/ Operator scope of procurement. Can be done in association with the Strategic Architect
role, but requires different skills and capabilities
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Roles and responsibilities should be appropriately allocated to improve each
procurement attribute and cater for each operating model. This means:

All five roles (Strategy Setter, Strategic Architect, Regulator, Aggregator and
Program Manager) should be understood for each attribute

There must be clearly defined responsibility and accountability across Local
Government Victoria, MAV, councils and other stakeholders

Responsibility for some roles may vary depending on the category or operating
model

For example, a decision to focus on selected categories should be made at a strategic
level - by those parties responsible for policy and strategic direction. Existing providers
of Demand Aggregation — Strategic Purchasing, CPS, state government and others —
should be viewed as potential providers of such aggregation services but not the
drivers of strategy.

8.4 Local Economic Development — A Special Consideration

Many local councils, especially those in non-metropolitan areas, suffer from financial
stress and confront a significant “infrastructure gap” — the difference between what they
need to spend on infrastructure and what they can afford.

(see MAV-commissioned Study “Infrastructure: Cradle to Grave” 2006)

Such councils typically have a broad objective to sustain and promote economic
activity and development within their own municipality. Yet they often confront a lack of
competition from external parties to provide infrastructure build and maintenance
services.

So the financial squeeze is exacerbated by:

Natural preference to purchase locally — with a potential cost penalty
compared to other providers

Need to deliver many services using internal resources — due to inability to
attract competitive external bidders

But does a procurement approach based on “aggregating demand” mean local
economic activity and development must be sacrificed in order close the infrastructure
gap?

Aggregating demand for selected categories of external expenditure can assist local

economic activity and development AND reduce procurement costs if designed
properly and embedded in procurement policies and category strategies.

Use the savings elsewhere locally

Savings generated by using a non-local provider of a selected service can be spent in
the local economy on other services/products — expanded hours of local library, local
building works or additional community services.

Leverage buying power to get what you want

Regional and/or sector-wide contract arrangements can include specific provisions to
ensure:

those services and products are provided at the same cost as elsewhere across
the state, including in metropolitan areas



local distributors retain their commercial relationship with council e.g. car
dealerships, technology suppliers

Regional procurement clusters can enhance regional economic development

Strategically planning aggregated purchasing with a focus across a region rather than
council-by-council can reduce costs and encourage regional specialised economic and
market development.

Improve the attractiveness of the local region — for business and people

Savings generated from improved procurement practices can be used to:
Accelerate infrastructure build — to the benefit of the whole community
Improve service - to the benefit of the whole community

8.5 The Strategy and Implementation Roadmap

This report has identified high level requirements for improved capabilities and
strategies that can enable cost reductions for large areas of expenditure in the local
government sector. As discussed earlier in this report, the local government sector
cannot transition to an advanced procurement environment immediately, the sector
must invest in a program to raise the awareness of procurement and build basic
capabilities.

Chart 7: Implementation Roadmap

Procurement Transformation Program
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8.5.1 Awareness

Local Government
Procurement
Strategy

8.5.2 Foundation

Local Government Victoria and MAV should be responsible for initiating the Foundation
project, providing resources and financial support where appropriate. Once
established, governance of Foundation projects should be by groups from within the
local government sector.

Initiative/Project

Legislative
Enablers

Sector
Procurement
Strategy

Procurement &
Financial Systems



Financial
Systems &
Processes

Procurement
Systems

Procurement
People
& Culture

Procurement
Staff Strategy

Procurement
Training
Program

Procurement
Accreditation
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Community
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Process
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Process
Standardisation

Specification
Standardisation




Performance
Management

Category
Management
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8.5.3 Collaboration
Recommended/Potential Pilots

1. Roads & Streets Regional Clusters

2. Facilities Maintenance Regional Clusters
3. Plant & Equipment Virtual Cluster

4. Vehicle Demand Aggregation

While the implementation requirements for the pilot will vary with the scope and
participants selected, a typical work plan has been prepared.

Pilot Phase

Validate
Category
Strategy

Design, Plan &
Business Case

Implement Pilot




8.54 Transformation

The transformation phase relates to more than just day-to-day purchasing or sourcing
activities. Improved procurement capabilities will be an enabler of improved service
delivery for local government through the adoption of innovative practices and the
funding of new programs through sourcing savings. These transformation activities
may include Shared Services Delivery, Public-Private Partnerships or changes to the
way that councils provide services to their communities.

It is anticipated that the local government procurement communities, enabled by
improved capabilities and collaboration, will be instrumental in identifying, planning and
implementing these initiatives.

8.6 Monitoring Performance and Achievement

The agreed Local Government Procurement Strategy should be accompanied by a
form of “benchmarking” whereby local government benchmarks itself against previous
years’ performance, while setting itself progressively more ambitious objectives, as
deemed appropriate by local councils themselves.

Monitoring and benchmarking could take the form of:
Lead Indicators:
Changes in levels of assessed procurement capability
Level of involvement in demand aggregation arrangements
Best practices implemented
Lag Indicators
Savings generated from the improvements in place
Relative changes in the measured “infrastructure gap” for impacted councils
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Appendix A  Category Strategies

Roads, Streets etc
Category Description

Estimated Sector Spend

Primary Category Strategy

Facilities Maintenance

Category Description

Estimated Sector Spend

Primary Category Strategy

Estimated Savings Potential

Key Enablers

Estimated Savings Potential

Key Enablers




Waste Collection

Category Description

Estimated Sector Spend

Primary Category Strategy

Professional Services — Legal
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Estimated Savings Potential

Key Enablers
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Professional Services - Engineering

Category Description

Estimated Sector Spend Estimated Savings Potential

Primary Category Strategy Key Enablers

Plant & Equipment
Category Description

Estimated Sector Spend Estimated Savings Potential

Primary Category Strategy Key Enablers




Vehicles
Category Description

Estimated Sector Spend Estimated Savings Potential

Primary Category Strategy Key Enablers

Utilities
Category Description

Estimated Sector Spend Estimated Savings Potential

Primary Category Strategy Key Enablers
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Computers & Equipment - Software
Category Description

Estimated Sector Spend Estimated Savings Potential

Primary Category Strategy Key Enablers

Computers & Equipment - Hardware
Category Description

Estimated Sector Spend Estimated Savings Potential

Primary Category Strategy Key Enablers




Appendix B Case Studies of Public Sector
Procurement Strategies
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NSW Government
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Canadian Government

Approach

Outcome/
Learnings




Public Health — Victorian Government
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