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INTRODUCTION

Why Procurement Planning?

Procurement planning assists agencies to achieve:

· Better alignment of procurement strategies with delivery strategies.

· Improved purchasing advantage.

· Better value for money outcomes.

· Better planning and risk management.

· More efficient procurement.

· More innovation in tendering and contract management.

· More opportunities for implementing and achieving agencies’ economic, social and environmental objectives.

PROCUREMENT PLANNING PROGRAM

Procurement plans are prepared for 2 different purposes:

· As a means to document and communicate the procurement direction, strategies, processes and procedures to personnel.  It also serves as a benchmark against which progress on procurement targets can be measured.

· To provide an overview of the strategic direction of agency procurement.

Annual Procurement Planning

Annual procurement planning encourages agencies to adopt a long term and strategic view of their procurement direction.  They should:

· Review their current procurement investment and purchasing processes;  and

· Identify improvement goals, targets and milestones that closely link with their business plans, outputs and agency objectives.

Annual procurement planning imposes a discipline on agencies to identify, plan and properly manage the purchase of goods and services and report on the outcomes achieved.  A suggested format for an annual procurement plan is at Attachment A.

Project specific procurement plans for high value, strategic or complex procurement

Project specific procurement plans should be prepared for specific purchases of goods and services that are considered high value (over $100,000), strategic or complex.  The purpose of these plans is to assist agencies analyse and select the best procurement option to maximise value for money.  This type of plan is outlined in Attachment B.

	Agency Goals & Objectives
	
	Wider Goals & Objectives
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	Goods and Services Needs
	

	
	
	

	
	Analysis of Current Situation:
- Strategy  -  Expenditure - Process
	

	
	
	

	
	Identify Opportunities for Improvement
	

	
	
	

	High Value, Strategic or Complex Procurement Plan
	Procurement Strategy
(Incorporating Performance Targets and Measures)
	Annual Procurement Plan

	
	
	

	Submit summary to CEO
	
	Submit plan to CEO



PLANNING FRAMEWORK

Procurement planning is one of the corporate level activities (e.g., Procurement, HR, IT and physical assets).  The framework looks broadly at the strategic management of all resources to better match service requirements.

The framework illustrated below, summarises and defines the various processes that agencies might use to plan activities and services, to allocate resources and to report on performance.

	Strategic Direction
A starting point for developing work practices that ensure best outcomes for end users and positive steps to achieve economic and social development

Sector Wide
	
	Performance Management




	Corporate Planning
Incorporating agency vision, objectives and strategies
	
	

	
	Service and Resource Allocation Agreement
	

	Region Level
	
	
	
	
	

	Implementation
and Service
Delivery

The implementation of
the vision, objectives and
strategies identified in the
planning process




Program Level
	Monitoring and evaluation of the effectiveness of agency performance, output efficiency and quality


AGENCY REQUIREMENTS

Procurement plans should be prepared in tandem and linked with the agency business planning and service planning delivery cycle.  The plan prepared should be an overview of the procurement information gathered as part of the agency’s business planning process.  It may also include summaries of specific project procurement plans and forward plans.

ANNUAL PROCUREMENT PLANNING

Agencies should incorporate the following steps and make use of the prompts under each heading in developing their annual procurement plan.

1. Supporting service delivery objectives through procurement.

2. Improving purchasing advantage.

3. Takeup of an electronic procurement implementation strategy.

4. Improving procurement processes and discipline.

5. Developing performance targets and measures.

1. Supporting service delivery objectives through procurement

How does your agency’s procurement support its service delivery objectives?

· Consider your agency’s service delivery objectives

Refer to your agency’s corporate business plan, service delivery strategies and any relevant strategic planning documents.  Include how procurement is reflected in the corporate planning of the organisation.

· What goods and services are purchased and how much is spent on them?

· How much is spent on major procurement investment areas?

· How critical are the goods and services to the agency’s service requirements?

· Compare the past year’s expenditure on each item with the projected spend for current and future years (i.e., 3-5 years).

· How are goods and services purchased?

· Who and where are the goods and services purchased from?

· Identify the number of service providers and their respective market shares.

· Assess your agency’s procurement function

· Is there a clearly defined role and set of responsibilities?

· Who is currently involved in purchasing operations and decision making and what are their responsibilities?  To whom do these personnel currently report?

· Is there a Senior Manager responsible and accountable for the overall function?

· Do agency procurement procedures reflect a strategic approach to procurement and are they documented, understood and easy to use by personnel who purchase?

· How is the performance of the procurement function assessed?

· To what extent do operational units within the agency coordinate their purchasing of common items?

· To what extent do personnel who purchase share information about markets, suppliers and products?

· How is purchasing conducted for different types of purchases and what are the associated costs of these transaction methods?  Subsequent to this, what is the efficiency of existing ordering, payment and accounting processes?

· What is the efficiency of current inventory management systems, including warehousing and distribution costs?

· Do service providers have electronic interfaces that could potentially improve transaction and inventory management efficiencies or possess the capability to undertake inventory management activities?

· Is procurement management information maintained and easily accessible?  For example, procurement profile changes, contract arrangements, service provider performance information, market information on suppliers, pricing and products.

· How are centralised purchasing arrangements (for example, standing offer arrangements, prequalified suppliers) managed and monitored to ensure effective outcomes?

2. IMPROVING PURCHASING ADVANTAGE

An established method of initiating procurement reform is through aggregated buying.  Aggregation of purchasing is a proven mechanism to quickly realise significant savings.  By identifying and analysing spending patterns, agencies are well positioned to explore aggregation options and opportunities.

The following are options for agencies to consider when identifying aggregation opportunities.

1. Coordinate agencies’ procurement through new contracts.

2. Coordinate with other agencies on new aggregation opportunities.

3. Rationalise and reduce product range.

4. Use preferred service provider(s).

Key expenditure areas for consideration are:

	Product/Service
	Potential for Aggregation

	Stationery
	High

	Printer and Photocopier Paper
	High

	Motor Vehicles Acquisition
	High

	Paper Products
	High

	Travel – air fares/accommodation
	High

	Continence
	High

	Maintenance Services
	Medium

	Computer equipment
	High

	Photocopiers and servicing
	High

	General office and IT equipment
	High

	Telephones and communications equipment
	High

	Consultants
	Low

	IT contract personnel
	Medium

	Temporary staff
	Medium

	Energy
	High

	Printing (and publishing) services
	Medium

	Security services
	Medium

	Cleaning services
	Medium

	Pest control services
	Medium

	Courier services
	Medium

	Food
	Medium


3. TAKE-UP OF ELECTRONIC PROCUREMENT

What is an e-procurement implementation strategy?

An e-procurement implementation strategy is an expression of an organistion’s objectives, detailed strategies and actions that support the overall procurement aims, directions and goals for the organisation as a whole.

Consistent with the objectives of the procurement planning program, agencies should make sure that their e-procurement strategy and its supporting actions align with their corporate objectives, business needs and agency directions, and that appropriate priorities and targets are included in procurement and capital investment areas.  Things to address include:

· Making available through the agency’s web site, business opportunities and information on contracts awarded.

· Implementing electronic tendering through an e-tendering system.

· Progressively conducting key procurement activities electronically.

· Developing a program for the implementation of on-line project management.

4. IMPROVING PROCUREMENT PROCESSES AND DISCIPLINES

Agencies should re-engineer their procurement strategies to reduce the cost of doing business, to review and identify their procurement needs and to put in place measures to improve their procurement processes.

What are the major areas of spend and how does this expenditure impact on the agency’s procurement processes?

· Review your major areas of expenditure
Consider the major areas of procurement expenditure within your agency.  How does the procurement of key goods and services influence general procurement in your agency?  Has the agency’s procurement profile and major investment areas been determined?

· Identify areas of improvement
Consider the agency’s current procurement processes and identify areas where improvements have been made, or can be made, to better align procurement with service delivery.

Examples could be:

· Lowering expenditure on electricity and fuel consumption through the strategies identified in energy management plans.

· New energy contracts that provide energy savings in excess of say, $10,000 per annum.

· Greater monitoring of fuel that is expected to realise fuel savings in the order of 5% in the first year.

· The introduction of timed lighting and sensor lighting for inconsistently used areas such as meeting rooms can lower energy costs.

· The purchase of commercially re-built photocopiers could result in a cost reduction.

· Leasing multi-functional machines could provide benefits such as reducing the number of items of office equipment, savings in floor space, energy usage and maintenance.

· Increased electronic invoicing to achieve administrative savings.

· Fleet management initiatives will reduce the number of motor vehicles without compromising level of service provided, and resulted in subsequent savings on leasing, maintenance, fuel, repairs etc.

The following checklists should be considered when identifying the good practices in your agency.

Smarter procurement – developing a strategic approach to procurement

· Is relevant procurement data maintained and capable of producing information to assist in making strategic management decisions?

· Has the procurement system been benchmarked against a ‘best practice’ performer?

· Are the procurement processes achieving best value for money in all contracts?

· Have you developed performance measures for your procurement processes? Are your processes improving?  Have you set targets?

· Have strategic alliances been contemplated, evaluated, and/or formed with service providers?  Are you entering into service level agreements?

· Has there been a study of the likely benefits of long-term managed contracts with individual service providers?

· Do you monitor service providers’ performance?  Is this feedback used in tender assessments?

Better procurement – attaining improved practice in procurement

· Is management committed to introducing efficiencies and developing best procurement practice?

· Is procurement regarded as an important function and is it entrusted to personnel with appropriate skills?

· Have training programs been established for procurement personnel?

· Are just-in-time (JIT) delivery procedures in place and are the deliveries direct to users rather than to a central location?

· Are your catalogue management systems useful and up to date?

· Are your procurement control, financial and accounting systems integrated?

· Is action being taken to reduce expenditure by rationalising:

· Procurements.

· Deliveries.

· Are procurement procedures regularly reviewed in order to eliminate duplication?  When were the processes last reviewed?

· Could e-procurement make your ordering and deliveries more efficient?

5. DEVELOPING PERFORMANCE TARGETS AND MEASURES

Each agency should establish targets and measures for procurement.  These should support agencies’ Procurement Policy.  The development of appropriate targets and KPIs will assist agencies in measuring the improvements in each of the key areas identified in the policy.  These targets and measures should cover key benefit areas such as:

· Improving procurement processes.

· Social and environmental outcomes.

Any targets set for the procurement planning program should be consistent with those key performance indicators.

· Better procurement practice

· improved matching of service outcomes with procurement solutions.

· Improved suppliers and (supply chain) performance.

· More aggregated buying

· lower prices.

· achievement of wider social, economic and environmental outcomes.

· Wider takeup of electronic procurement

· lower transaction costs.

· improved data collection.

· Improving Procurement Processes
Agencies should prioritise the measures identified for improving procurement processes and establish a timeframe for their incorporation in procurement plans.

Performance targets and measures can include:

· reducing duplication in procurement activities within and between agencies.

· reducing the number of contracts.

· simplifying tendering and contracting procedures.

· supporting electronic procurement and innovation.

· providing feedback to service providers.

· Social and Environmental Outcomes
Some performance targets and measures include:

· number of selected tenders requiring one or more of the following initiatives.

· improved OHS&R performance.

· improved environmental performance.

· performance of the service providers and their commitment to achieve the outcomes.

· number of service providers rewarded (for superior performance) with more opportunities to do business with agencies.

ATTACHMENT A

ANNUAL PROCUREMENT PLANS TEMPLATE

AGENCY:
________________________________________________________

ANNUAL PROCUREMENT PLAN

INTRODUCTION

· Give a brief description of your agency, its role, objectives, size and allocations.

SUPPORTING SERVICE DELIVERY OBJECTIVES THROUGH PROCUREMENT

· Summarise your agency’s service delivery objectives and overall procurement aims, direction and goals.

· Outline your agency’s procurement profile, including spend on major investment categories and how procurement is coordinated within the agency.

· Explain how your procurement is currently contributing to the achievement of the agency’s service delivery objectives and economic, environmental and social outcomes?  

IMPROVING PURCHASING ADVANTAGE

· How are you maximising the use of agency and inter-agency contracts?

· Provide examples of the outcomes being realised through aggregation?

E-PROCUREMENT IMPLEMENTATION STRATEGY

· Outline plans, results and milestones achieved in the use of e-procurement.against targets in the agency’s strategy, including better e-procurement practices that have been applied.

· Refer to those business processes that have been re-engineered to take advantage of the full potential of technology.

· Reference electronic procurement initiatives adopted or planned for take-up in the annual plan, as may be appropriate.

IMPROVEMENT PROCUREMENT PROCESS

· Outline the major areas of procurement expenditure within your agency.

· Analyse your spending patterns.  (Are your spending patterns aligned with the agency’s service delivery objectives identified above?  Do you need to adjust spending priorities?)

· Identify where improved procurement processes could make a better contribution to the agency’s service delivery and broader economic, social and environmental objectives.

PERFORMANCE TARGETS AND MEASURES

· Set out the agency’s priorities, targets and proposed actions for the next year, using a table similar to the one below.

· Review the performance targets and milestones set in previous procurement plans and report upon what was achieved, what was learnt and what needs to be improved.

	Objective
	Strategy
	Performance Measure
	Expenditure

	
	
	
	


HIGH VALUE, STRATEGIC OR COMPLEX PROCUREMENTS

If the agency has prepared plans for high-value, strategic or complex procurement during the past financial year, include a summary of the plan/s.

Submitted by:  ________________________________________________________

Position: _____________________________________________________________

Contact details: _______________________________________________________

ATTACHMENT B

PROJECT SPECIFIC PROCUREMENT PLANNING

This planning process is for the procurement of individual projects.  This type of planning is required if:

· The total expenditure on the goods or service will be $100,000 or more.

· The procurement is below that figure, but is strategic, complex or sensitive to the agency in some manner.

To determine if the procurement is strategic, complex or sensitive, a risk analysis may be undertaken.

Agencies need to consider the following steps when developing and documenting high value, strategic or complex procurement plans.

Overview – 4 Steps

1 Analysing the need.

2 Determining procurement requirements and considering options.

3 Reviewing your procurement strategy.

4 Managing the contract, evaluating the outcomes.

1 Analysing the Need

Background Information

Identify the broad reasons for the procurement and estimate the approximate total cost.

· Were alternative strategies considered (e.g., provision of a service rather than procurement of goods)?

· Have the requirements (such as quantities, ordering patterns and delivery times) of the agency been established?

Special Requirements of the procurement

Examine the context (e.g., industrial, political influence) for the procurement.  Are there any special or contentious circumstances?

· Has advance notice of the procurement been disclosed to prospective tenderers to allow them the opportunity more accurately to price and program the work and develop innovative solutions?

Develop specifications

Specifications should clearly establish the requirements of the procurement and be developed as one (or a combination) of the following:

· Functional specification that defines the outcomes of the procurement.

· Performance specification that defines the performance standards required.

· Technical specification that defines the technical or physical characteristics of the good or service.

· Commercial specification that describes the item(s). 

Define the agency’s goals for the procurement.  List the agency’s requirements in the form of specifications or outcomes.

· Is the specification used the most appropriate to ensure that the agency obtains best value for money?

Undertake a risk assessment

An assessment of risk and how the risk will be managed should be included in the procurement plan.  It should include consideration of the impacts of environmental, OHS&R and similar issues.

The following chart provides a guide to the extent of risk management required for different procurements.

	High
	Most consultancies
High technology
Long lead times
Few providers or monopolies
Specialist knowledge requirements
	High technology

Long lead times
Few providers or monopolies

Major consultancies

Specialist knowledge requirements



	Risk
	Small orders

Basic goods and services

· office goods

· consumables
	High volume and low unit cost

Low technology

Short to medium lead times

Many providers



	Low
	
	


                          Low                                                  Value                                            High



Examine what happened previously

If the goods or services have been procured previously, review the tender documents used, including the specifications and tender evaluation criteria.

· What type of contract was used?

· What was its value and duration?

· If the contract is still current, what is the current status of the contract?

· Who was the service provider?

· Who were key personnel or subcontractors?

· Examine any performance reports.  Did the outcomes meet the goals?

· Identify areas for improvements.

2 Determining procurement requirements and considering options

Considering options

Consider as broad a range of options as feasible, do not jump to solutions based on past procedures.  Look for innovative ways of adding value to the outcomes.

Could the procurement be avoided or deferred?  Are existing resources being used at optimal level?

For example, could existing equipment be updated or better serviced, rather than buying new?  Consider using in-house skills rather than external contractors or consultants.

Market Research and analysis

Research and analysis provides information on the market and current price structures that may affect the contract.  The research should also establish the existence and effectiveness of other contracts that could be used in lieu of going to tender.

Consider different sources of supply:

· Is there an Australian or New Zealand source of supply rather than an international one?

· Establish the number of service providers.  Does the market allow effective competition?  Is there a danger of monopoly developing?

· Have industry sources, government departments and other agencies been consulted to identify local industry or regional service providers?

Assess the impact the procurement is likely to have on the market, the community and the industry.

3 Detailing your procurement strategy

Procurement strategy

The procurement strategy establishes the contract strategy to be used (buy, lease or contract out), procurement methods (tender, expression of interest, proposal), evaluation process, management responsibilities, and timetable for the project.  In addition, the procurement strategy should examine whether there is an opportunity for the uptake of electronic commerce in the procurement process.

Contract strategy

The contract strategy outlines the objectives and priorities to be pursued while undertaking the procurement process.

What contract strategy will be used?

· Form of contract (e.g., fixed price, volume discounts and scheduled deliveries).

· Single or panel contract.

· Supply only, supply and service, service only, or supply, service and maintenance contract.

What procurement method will be used?  This will depend on the urgency, value and complexity of the procurement and knowledge of the market, tendering costs, etc.

· Is a staged process (ie. expressions of interest, requests for proposals followed by invitation to tender) appropriate?  Would an ‘open tender’ be a better option?

Evaluation of tenders

Consider the selection criteria for the evaluation of tenders.  Have agencies’ wider objectives been incorporated into the tender documents and appropriate weightings allocated to each criterion?  The selection criteria need to be determined prior to the release of tenders.

· Has an evaluation committee been established?  The evaluation committee should be kept to a small manageable number and consist of members appropriate for the procurement being undertaken.

Procurement timetable

The procurement strategy should contain a timetable that provides an overview of the whole process, including timings of briefings for pre and post tender, milestones, and the expected completion/delivery date.  This enables the progress of the procurement project to be monitored, and the potential bidders to know what is required.

The establishment of a timetable is particularly important where tender preparation, evaluation and/or delivery of the contract outcomes is likely to be complex or where the delivery date is critical.

· Establish a procurement timetable.

4 Managing the contract, evaluating the outcomes

Manage the contract

Adequate contract management is critical in the procurement process to ensure that the terms of the contract are met.  Contractor performance should be clearly identified as a criterion for tender evaluation.

Evaluate performance

Set key performance measures and targets

· For service provider performance

· For agency performance

· For contract performance

· For implementing agency policy objectives

Key performance measures should be reviewed and refined throughout the procurement process.

Follow up after the procurement or contract is complete

· Evaluate the procurement against the required outcomes, including agency policy objectives.

· Provide constructive feedback to agency personnel and service providers.
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