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PURPOSE OF REPORT

The Annual Efficiency (Gershon) Agenda requires the Council to make cash
savings and efficiency gains over a 3-year period equivalent to 2.5% of its
annual revenue budget. It is recognised, locally and nationally, that better
procurement can deliver a significant proportion of these. However, to achieve
this there is a need to ‘invest-to-save’, to spend some money upfront to
realise savings and gains later on.

Harrogate Borough Council is one of 22 Councils represented at the Yorkshire
and Humber Regional Centre of Excellence (RCE) and one of 7 in the North
Yorkshire District Procurement Group (DPG). In October 2004 representatives
from the seven NY District Councils asked the RCE to recognise the particular
problems faced by District Councils and to provide support to build
procurement capacity at their authorities. After a number of false starts and
several months of input by the RCE, the DPG and the NY Chief Executives,
the RCE have responded with a proposal to set up a District Procurement Unit
and enter jointly into an e-Marketplace.

The Council’s current progress on procurement is frustrated by a lack of
reliable management information regarding its total procurement spend of
approx £13.2m per annum. Essentially, it is very difficult to extract and
analyse meaningful data on who spends how much on what and with whom.
The implementation of the new Financial Management System (FMS), in
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particular the integrated e-procurement module, will provide the opportunity
for significant improvements in this area.

This report brings together for consideration the Council’s options to enter into
the RCE proposal or to go it alone, both in the context of new e-procurement
options.

RECOMMENDATIONS
Cabinet are asked to agree the following:

If the District Procurement Group chose IDeA as their preferred e-Marketplace
supplier at an approx. layout of £108,000 then Harrogate Borough Council
declines to enter into the arrangement in favour of the ‘go-it-alone’ option of
@UK plc at an approx. layout of £115,000 over 3 years, to be recovered from
procurement savings. (The additional cost of £7,000 would be justified by the
added benefits of the latter option, as set out below).

If the District Procurement Group chose @UK plc as their preferred e-
Marketplace supplier then Harrogate Borough Council enters into the
arrangement at an approx. layout of £80,000 over 3 years, to be recovered
from procurement savings, subject to the District Procurement Group agreeing
a clear purpose, priorities and outcomes for the District Procurement Unit, that
meet Harrogate BC’s requirements.

RECOMMENDED REASON/S FOR DECISION

The Council must meet its Annual Efficiency (Gershon) and other targets and
this proposal makes a significant contribution towards them.

ALTERNATIVE OPTION CONSIDERED & RECOMMENDED FOR
REJECTION

None: the Council must meet its targets and improve its procurement function.
THE PROPOSAL

The RCE's proposal is to establish a District Procurement Unit (DPU) to carry
out high-level procurement activity on behalf of 6 of the 7 NY District Councils.
The role of the DPU is still to be developed, but essentially it would source
and negotiate contracts on behalf of the Councils. The Councils might
reasonably expect to make savings on these contracts through economies of
scale and other efficiencies. The RCE have calculated potential savings for
this Council of £78,000 per annum but this figure must be treated with caution,
as it was based on unsubstantiated data.

The DPU would be reliant on the District Councils to provide and analyse for
them a broad range of procurement spend data. As noted above, the current
FMS cannot provide this data electronically. In the first year then, until the
new FMS with its e-procurement module is fully on-line, the Council would



5.3

5.4

5.5

5.6

5.7

need to provide dedicated administrative resources to retrieve and analyse
information on paper invoices.

The RCE proposal also includes joint entry by the 6 District Councils into an
e-Marketplace that brings together the Council (as a purchasing body) with a
broad range of potential suppliers. The e-Marketplace can operate in a
number of ways, but combined with the FMS e-procurement module it would
provide a fully electronic procure to pay (eP2P) process which would meet
IEG and National Procurement Strategy targets and drive out substantial
savings in prices and efficiency gains in processes. Ultimately the Council
would be able to procure its goods and services in a similar way to individuals
buying on-line at Tesco.com or Amazon.com and with all the necessary
internal controls in place.

DPG representatives are currently attending presentations by e-Marketplace
providers. This is a limited evaluation exercise between two providers, the
IDeA and @UK plc as North Yorkshire County Council, City of York Council
and Scarborough District Council have carried out separate more extensive
evaluations and in each case have chosen, or are recommending the choice
of, @UK plc. Based on evidence to date Harrogate Borough Council also
favours this provider but there is some preference within the other District
Councils for the IDeA solution. It is recognised however that there is
considerable merit, for both Councils and suppliers, in all of North Yorkshire
choosing the same e-Marketplace provider.

The RCE will make available £100,000 of pump prime funding in 2005/2006
on condition that the 6 Councils commit to both the DPU and the e-
Marketplace in sufficient time to be at least partially operational before 31
March 2006.

Five of the six District Councils have already made a commitment to the RCE
proposal. Harrogate rejected the proposal initially because of doubts about
the business case for a DPU and the choice of the IDeA as e-Marketplace
provider without an evaluation exercise. Consideration was then given to an
alternative proposal, for Harrogate to ‘go-it-alone’, using the benefits available
from the new FMS e-procurement module. As with the RCE proposal, the
benefits could only be fully realised by implementing an e-Marketplace, but in
this case the Council would need to employ an officer on a longer-term basis
to source and negotiate contracts.

Appendix A sets out the 3 options. The figures in Option 1 are taken from a
recent DPG report: the figures in Option 2 have been calculated using the
same basis for Option 1 but substituting the IDeA e-Marketplace costs with
those of @UK plc. In both options, 2005/06 costs include upfront costs such
as implementation and training costs. The figures also include the temporary
appointment of an officer on Scale 3 to provide administrative support when it
is needed in Year 1 only. Option 3 shows a slightly increased cost for the e-
Marketplace as a single entrant, plus the cost of a Procurement Officer on
S0O2 / PO1 whose responsibility it would be to source and negotiate contracts
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on behalf of the Council.

The total costs from 1 January 2006 to 31 March 2009 are:

Option 1 - Equal Split £97,070
- Proportional Split £108,010
Option 2 - Equal Split £72,490
- Proportional Split £79,430
Option 3 £115,000

Options 1 and 2 show the cost of a proportional split (not shown in Appendix
A) as well as a straight 6 way split between the District Councils. The DPG
has proposed a formula for apportioning the costs of the DPU on the basis of
relative Council size that would see Harrogate paying a higher proportion of
the costs in future years.

The cost of the connection to the Council’'s new FMS e-procurement module
is the same for all of the options, a one-off cost of £14,000 and provision for
this has already been included in the replacement FMS project budget.

It is acknowledged that there is no revenue budget provision for expenditure
on this proposal so any of the options must aim to be at least revenue neutral,
if not in the first year then over the initial 3 year period, and for this reason it is
anticipated that the initial funding would come from reserves. A saving of just
over 1% of the total available non-contracted procurement spend of £10.8m
per annum would generate sufficient savings to cover even the highest costed
option. Itis anticipated that in Years 2 and 3 Harrogate would set its own
targets to generate a return on the investment, but a reasonable level for
these targets will only become clear after the first year’s activity.

The Council’s Constitution does not currently allow for this type of ‘invest-to-
save’ scheme but advice from the Head of Legal and Democratic Services
indicates that Cabinet are empowered to make this decision providing there
are no budgetary consequences.

Before making a final decision, there are a number of issues to consider
including the benefits and drawbacks of each proposal and the changes that
would need to take place across the Council to maximise the benefits of the
new arrangements.

The RCE proposal promotes collaborative working and attracts £100,000
funding. It will be received favourably by the RCE and our District Council
colleagues. It is doubtful the proposal would be viable without Harrogate. It
gives Harrogate access to procurement specialists who understand the
procurement market and can source goods and services for us, almost
certainly at lower prices than we currently pay.

However, the RCE proposal means that Harrogate will have to agree to follow
the collaborative direction, priorities and timetable of the DPU, which might
well be different to our own needs. We will have to provide high volumes of
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extracted and analysed data to the DPU to enable them to source contracts:
in the first year, this is labour intensive and will require additional
administrative resources. We will only benefit from lower prices if we can take
advantage of the contracts. We might not be able to because we do not have
supplies in the relevant category (eg wheelie bins); or we have existing
contractual arrangements to honour (eg on energy contracts); or it would
compromise local Council policies (eg using local suppliers).

The ‘go-it-alone’ proposal would allow HBC to determine its own project plan
that focuses on the priorities, timetable and resources appropriate to this
Council, including the FMS implementation and demands on corporate and
departmental resources. HBC would manage and control the project without
external influence. It could also prioritise its own areas to focus procurement
activity on to make savings.

However, there might be some loss of goodwill from our District Council
colleagues and from the RCE: we will forego our share of the pump prime
funding (£16,500 over the 3 year period). HBC would have to employ its own
officer to source and negotiate contracts: we might forego potentially lower
unit cost savings from buying lower volumes.

Effective procurement is not just about sourcing contracts and lower prices:
there will have to be changes to a range of working practices across the
Council to reflect the fact that choice and efficiency are to a great extent
incompatible. These have the support of CMT and will be helped by the FMS
implementation but there will be cultural barriers to overcome and probably
some officer resistance to the changes.

Members also need to know that the timing of this initiative is somewhat
problematic, because of the pressures arising from replacement FMS and
Payroll and the implementation of a CRM system. This limits the involvement
of senior financial officers whose contribution is nevertheless crucial and their
input will still be essential in the development phase.

CONCLUSIONS

The Annual Efficiency (Gershon) Agenda requires the Council to make cash
savings and efficiency gains and better procurement has the potential to
contribute significantly towards this. However, to improve its procurement the
Council needs to ‘invest-to-save’.

The Council can either take part in an RCE backed collaborative initiative with
5 of the other NY District Councils or it can find its own solution. The report
highlights the costs of these alternatives and some of the advantages and
disadvantages of each option. It also makes reference to the need for
changes in working practices that are necessary to drive out savings
whichever option is chosen. The timing of the proposal is helped by the new
FMS implementation and the outcomes could be fed into the Forward Looking
Annual Efficiency Statement for 2006/2007.



Background Papers - None

OFFICER CONTACT: Please contact Andrea Hirst-Gee if you require any further
information on the contents of this report. The officer can be contacted at the
Department of Corporate Policy & Improvement, Council Offices, Crescent Gardens,
Harrogate, by telephone on 01423 556113 or — mailto:andrea.hirst-
gee@harrogate.gov.uk

SUSTAINABILITY ASSESSMENT/POLICY CONSIDERATIONS

Implications are

Positive Neutral Negative
A Economy v
B. Environment v
C. Social Equity v
0] General
(i) Customer Care/People with Disabilities
(i) Health Implications
D. Crime and Disorder Implications v

If all comments lie within the shaded areas, the proposal is sustainable.




