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1. Executive Summary

Introduction

A key aspiration for Herefordshire Public Services (HPS) is the idea of a shared procurement
function to drive out greater value for money by leveraging the combined spending power and to
bring best practice in the management of commercial matters to Herefordshire.

In order to achieve these aims a commercial strategy is needed that sets out clearly a direction of
travel, what is needed to make it happen and the benefits that will be gained. This document is this
strategy.

The basis for the strategy has been:-

e areview of existing documents relevant to shared services and procurement;

¢ analysis of data from previous reviews supplemented by refreshes of this data where available;
and

e input from a range of meetings with both Procurement and non-Procurement staff from HPS
and Hereford Hospitals Trust (HHT).

One conclusion from this is that a significant part of the overall process for achieving the strategy
lies within Commissioning (in its widest sense and not just that associated with Social Care and
NHS). As a result, this strategy paper incorporates some of the commissioning activities into the
overall approach for achieving the HPS and HHT commercial needs.

The strategy has been written on the understanding that HHT’s participation has still to be agreed.
Consequently, the approach and benefits in the strategy have been structured in such a way that
HHT’s participation would enhance the opportunities but not be dependent on that participation.

Challenges for Procurement and Commissioning

HPS and HHT between them spend a significant amount (about £440m a year) with third party
suppliers. A wide range of approaches currently dictate how best value is achieved from this spend
but all of them are based on one assumption — that market competition delivers the best outcome in
terms of cost.

Even if this was ever the case, it is no longer sufficient to meet Herefordshire’s needs. This is
because Herefordshire has:-

e a dependency on key suppliers (such as Amey) who deliver a substantial range of the services
previously delivered in-house;

e long term contracts (such as the Private Finance Initiative ( PFI); and

e supply arrangements negotiated by others on behalf of Herefordshire (such as national tariffs
for purchased healthcare or goods and services procured through consortia arrangements such
as Healthcare Purchasing Consortium (HPC).

The range of such dependencies could increase over coming years as Herefordshire take
advantage of external expertise and leverage that come from such arrangements.

Against this background, the need is less about getting “the best deal” on price and more about:-
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e how to retain flexibility and adaptability to changing requirements (for example that resulting
from Individual Budgets and Self-Directed Support in Adult Social Care);

¢ how to work with critical and strategic suppliers in finding ways to reduce and eliminate costs so
that prices can be reduced and at the same time suppliers can improve their margins in order to
re-invest in services and service delivery;

e how to shape and stimulate markets to bring about innovation in services, quality, processes
and cost; and

e how to identify and manage commercial risk.

Setting the direction for Procurement and Commissioning

The recent study by PA Consulting suggested that a procurement Centre of Expertise (CoE) within
shared services but working closely with local commissioners and procurement staff could best
meet these needs.

This strategy document sets out how the CoE could deploy modern approaches such as category
management, supplier relationship management and contract management to significantly reduce
costs and at the same time achieve the objectives outlined above.

This approach is based on:-

A step change in current procurement ways of working in order to do things differently;
Different skills to those present in HPS and HHT;

A collaborative approach between commissioners, CoE and local procurement teams;
The ability to leverage suppliers’ skills, knowledge and capabilities;

An understanding of how to create, shape and manage markets; and

The creativity to package HPS and HHT requirements in such a way that they are more
attractive to suppliers and so encourage new entrants to local supply markets.

Inevitably, this means investing in the new skills needed to secure these benefits. The savings
target identified for an initial two year period is estimated at £3m (with £5m as a stretch target).
This equates to a return of between 4.3 and 9.6 times the investment for the stretch target.

Links to other programmes

HPS is developing its Transformation Programme to bring together the full range of strategic and
corporate change required to deliver our objectives for the people of Herefordshire and the aims of
integration and efficiency.

The Transformation Programme is illustrated in the table below:

CUSTOMER COMMUNITIES STREAMLINING BETTER PEOPLE AND
FOCUS FIRST THE BUSINESS SERVICES PERFORMANCE
e Accessible | ¢ Better e Reduced e Services that e Developing
Services engagement management meet employees
e Personal |e Localised costs residents’ e Using new
services services e Removing needs technology
e Customer |e Empowered duplication e Smarter e Information
insight communities | ¢ Shared commissioning management
Services o Market
savings development

o Greater Integration
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e Increasing efficiency and productivity
e Better outcomes for Herefordshire residents

e Customer focus: ensure that we are delivering services how and when our customers want;

o Communities first: including people in service development to ensure that they are the right
services for our community;

e Streamlining the business: releasing resources to front line services;

e Better services: identifying and using the best service providers to meet Herefordshire’s
aspirations;

e People and performance: services delivered by the best people with the best tools to do the
job.

A whole partnership strategy for commercial and procurement activities is central to the
Transformation Programme. It links in particular to the workstreams on Streamlining the Business
and Better Services and People and Performance.

The Commercial Strategy will also help to achieve the significant saving that HPS will need to
make. As such links will need to be established with the medium term financial strategy.

Finally, the Strategy contains proposals for the development of the CoE, which is a key element of
the Shared Services Project.

Key recommendations

e To adopt this Commercial Strategy as the basis of the future approach across HPS (and HHT
subject to their engagement) to managing all commercial activity and third party spend

e The remit of the procurement CoE be expanded to include all commercial matters and be
renamed the Commercial CoE;

e The basis for achieving HPS commercial objectives be an effective combination of category
and commercial management, a supplier relationship management programme and enhanced
contract management;

¢ All commissioning activity be required to adopt and integrate with CoE processes and ways of
working;

e The CoE to be the custodians of all commercial processes; and

e The CoE to work with Commissioners and local oprocurement to set commercial strategy, set
commercial targets and monitor HPS-wide achievement of those targets

2. Challenges for the Commercial Centre of Expertise

What drives procurement in Herefordshire

Between them, Herefordshire Council, NHS Herefordshire (NHSH) and HHT spend somewhere in
the region of £440m on procuring goods and services. By any standards, this is a major cost
stream and should provide a significant benefit if its procurement is managed appropriately.
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There are a range of different approaches and directives that govern how procurement is currently
done:-

e Local Authorities - The National Procurement Strategy was launched in 2003 by central and
local government. It was developed to help councils recognise the potential of effective and
innovative procurement to improve service delivery and to realise potential savings and other
benefits from working together in partnership;

e Commissioning in adult social care — approaches based on “Every Adult Matters”;

e Commissioning in Children and Young People (CYP) — outcomes based models such as the
one proposed by Freidman;

e Primary Care Trusts (PCT’s) - The World Class Commissioning approach, launched by the
Department of Health in December 2007 requires PCTs to demonstrate 11 key competencies
which include stimulating the market to meet demand and secure required clinical, health and
well being outcomes and securing procurement skills that ensure robust and viable contracts;
and

e European Union (EU) Directives - The EU Treaty and Public Procurement Directives (enshrined
in UK Law) require competition as the mechanism by which contracting authorities ensure that
the EU principles of equality of treatment, transparency and non-discrimination are met. There
are differences in detail as to how the regulations apply to Health Trusts such as the PCT, as
opposed to Local Authorities. The financial thresholds are different to those for the Council,
and a large part of PCT expenditure is excluded from the Regulatory provisions, namely clinical
services. Furthermore, ‘health and social services’ came under “Part B Services”, which are
subject to less stringent rules than the majority of purchases.

At the heart of all of these approaches is a cycle of activity that is often captured in a diagram such
as that from the Department of Health (shown in Diagram 1).

The outer (green) circle represents the commissioning activities which are responsible for carrying
out a needs assessment, turning this into services that are to be commissioned (or de-
commissioned), developing markets and suppliers so that there is the capability and capacity to
deliver these services and a review mechanism to ensure that what was commissioned has
actually been delivered and was effective.

The inner circle represents the procurement activity that secures the services that commissioners

require in a manner that is compliant with all relevant legislation, achieves the best price and then
puts in place a legally binding contract.
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Why this does not lead to the best outcome

The approach described uses competitive tendering and market forces to drive a “fair” price and
this is then documented in a contract. Often these contracts are not seen as anyone’s specific
responsibility and so not managed effectively. This is a general comment on the approach and is
not meant as a reflection of the situation in Herefordshire.

This leads to a number of problems:-

i)

Competitive tendering assumes markets are perfect in the sense that decision-making
information is fully and readily available to all. Markets are rarely perfect in that sense and so
often do not lead to reduced prices or good value for money.

For example, the NHS London Procurement Programme recently let a framework that
combined spend volume for a number of PCTs and Acute hospitals across a wide range of
products. The expectation was that prices would fall but the result was that prices actually rose
in more than 95% of cases.

This is not surprising when suppliers have to factor in forecast cost rises over the term of the
contract (often several years) and when volume does not always help to reduce supplier costs
which in turn allow savings to be passed on in the shape of reduced prices (for example, if you
run a residential care home, have a high quality rating and also a waiting list, there is no
incentive to reduce the weekly rate from being offered additional business);

Depending on the supplier’s circumstances, some may “buy” the contract by quoting low but
then recover the margin by charging extra for any variations to the contract;
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i) Equally, the best provider from a service and quality point of view may have sufficient business
already and charge a premium for taking on more;

iv) The crucial activity of market sounding as to options for achieving the necessary balance
between service and cost and positioning of suppliers is often inadequate with the result that
tenders do not achieve their full potential;

v) Failure to optimise the contract as circumstances change over time due to a lack of proper
contract and supplier management as well as a failure to pick up any adverse trends in supplier
performance until it is too late and service then suffers; and

vi) The critical roles of market shaping, market development and supplier management are the
preserve of commissioners whose background, expertise and experience results in a focus on
the technical aspects of service delivery sometimes at the expense of a balanced consideration
of commercial outcomes.

For Herefordshire this will progressively create more of a challenge due to:

e a dependency on key suppliers (such as Amey) who deliver a substantial range of the services
previously delivered in-house;

e long term contracts (such as Shaw and PFl initiatives); and

e supply arrangements negotiated by others on behalf of Herefordshire (such as national tariffs
for purchased healthcare or goods and services procured through consortia arrangements such
as HPC).

The range of such dependencies could increase over coming years as Herefordshire takes
advantage of external expertise and leverage that come from such arrangements.

Further challenges from commissioning

Typically more than 80% of the cost of a procured service is determined at the specification stage
and by market structuring decisions. This requires a joint service design and commercial strategy
approach to get the best outcome.

The skills and experience that the CoE can bring to bear will complement the needs and analysis
and service design that are the core competencies of commissioners.

This strategy, therefore, advocates that the CoE work closely with commissioners (both those in
Integrated Commissioning and commissioners in the widest sense of the term in the rest of the
organisations) to develop the most appropriate sourcing strategy to meet both service and
commercial outcomes and to set and achieve commercial targets.

The challenge for procurement

Against this background, the need is less about getting “the best deal” on price and more about:-

¢ how to retain flexibility and adaptability to changing requirements (for example that resulting
from Individual Budgets and Self-Directed Support in Adult Social Care);

¢ how to work with critical and strategic suppliers in finding ways to reduce and eliminate costs so

that prices can be reduced and at the same time suppliers can improve their margins in order to
re-invest in services and service delivery;
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how to shape and stimulate markets to bring about innovation in services, quality, processes
and cost; and

how to identify and manage commercial risk.

The purpose of this strategy document is to set out how the Commercial CoE can best operate
against the requirements of these initiatives to deliver best value for its constituent organisations.

3. Vision for the Commercial Centre of Expertise

The vision for the CoE has three parts; overall goal, focus and overriding principles.

The overall goal is to create and then continually develop a CoE group which acts as the first link in
integrated supply chains from suppliers to the public; supply chains that deliver high quality
services at an affordable cost and which are flexible enough to cater for changing needs of the
services and the public.

The focus should be on:

developing a role as custodians of all supply markets and producing sourcing strategies that
integrate with demand strategies;

articulating and agreeing a vision for what kind of markets Herefordshire needs and which takes
into account the nature of the county, caters for the requirements of Individual Budgets and Self
Directed Support (SDS) and the policy towards Small and Medium Enterprises (SMEs) and the
third sector;

maximising the value (over and above just competitive prices) CoE gets from suppliers;

engineering supply markets where needed to support new and emerging needs and to create a
competitive supply position and foster innovation;

delivering cost down and cost out solutions with suppliers so that they achieve a fair profit but at
a substantially lower cost of ownership;

managing commercial risks from supply chains and the way in which we interact with suppliers;

continually measuring and monitoring the performance, reliability and viability of key suppliers.

The overriding principles should be:

the outcomes from the CoE should be transformational in nature and not incremental;

an ethos of team working whether this be with colleagues, other partners or with suppliers;
openness and transparency in everything we do;

respect for ourselves and for others;

honesty and integrity;

determination in pursuing maximum value that delivers an acceptable return on investment and
outcomes that are sustainable;

an entrepreneurial attitude that challenges conventional thinking in looking for best value and
innovation;

Page 9 of 44



e outcomes that embed an ethos of continuous improvement over the life of a contract or Service
Level Agreement (SLA);

¢ a willingness to consider all possible vehicles for service delivery whether this be in-house,
private sector, joint ventures, managed services, third sector Limited Liability Partnership (LLP)
or Trusts;

e an approach to risk taking that maximises the outcome from a measured and agreed degree of
risk.

Links to other programmes

HPS is developing its Transformation Programme to bring together the full range of strategic and
corporate change required to deliver our objectives for the people of Herefordshire and the aims of
integration and efficiency.

The Transformation Programme is illustrated in the table below:

CUSTOMER COMMUNITIES STREAMLINING BETTER PEOPLE AND
FIRST THE BUSINESS SERVICES PERFORMANCE
e Accessible | ¢ Better e Reduced e Services that e Developing
Services engagement management meet employees
e Personal |e Localised costs residents’ e Using new
services services e Removing needs technology
e Customer |e Empowered duplication e Smarter e Information
insight communities | ¢ Shared commissioning management
Services e Market
savings development
o Greater Integration
e Increasing efficiency and productivity
e Better outcomes for Herefordshire residents

e Customer focus: ensure that we are delivering services how and when our customers want;

o Communities first: including people in service development to ensure that they are the right
services for our community;

e Streamlining the business: releasing resources to front line services;

o Better services: identifying and using the best service providers to meet Herefordshire’s
aspirations;

o People and performance: services delivered by the best people with the best tools to do the
job.

A whole partnership strategy for procurement is central to the Transformation Programme. It links
in particular to the workstreams on Streamlining the Business and Better Services and People and
Performance.

The Procurement Strategy will also help to achieve the significant saving that HPS will need to
make. As such links will need to be established with the medium term financial strategy.

Finally, the Procurement Strategy contains proposals for the development of the CoE, which is a
key element of the Shared Services Project.
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4. Setting a Direction for the Commercial Centre of Expertise
Introduction

Procurement can be a major contributor to the adoption of public sector policies and initiatives
through the strategies it adopts, the contract award criteria it uses and the subsequent
management of contracts and suppliers.

These policies include:
e Sustainability: this has three aspects — environmental, social and local economy.

e A role for procurement is to promote environmental issues not only with the suppliers that
are used to provide goods and services directly to HPS but also to encourage these
suppliers to incorporate the same issues in their dealings with their own suppliers and sub-
contractors;

e Procurement can also help to promote social sustainability through initiatives such as
apprenticeships and requiring suppliers (particularly those involved in major capital projects)
to directly employ a targeted proportion of local apprentices in their workforce or by asking
suppliers who bid for large contracts to provide a social asset free of charge;

¢ Finally, procurement can also influence the local economy by, for example, encouraging the
formation of local consortia which would then have the necessary capability and capacity to
win HPS contracts.

e Equality: as with sustainability, procurement can influence the adoption of by immediate
suppliers and their extended supply chains.

However, these can conflict with the objective of achieving cost reductions and best value.
Ultimately, there needs to be an agreement as to how these different initiatives should rank and be
balanced but in the short term and for the purposes of this strategy document it is assumed that
Value for Money (VFM) and cost reductions are the priority to provide the financial platform from
which to widen the CoE brief in future.

Achieving the financial platform - the Procurement Maturity Matrix

Any strategy for the procurement CoE needs to set out a rationale for where it is going, why it is
going there and how you will recognise when it has arrived.

The starting point for understanding where the CoE should be going is the Procurement Maturity

Matrix which is outlined in Diagram 2 below. The current performance of the three organisations is
annotated on the diagram together with where the CoE needs to be.
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Procurement Maturity Matrix
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Oiagram 2 Procurement Maturity

The focus of each step along the maturity pathway is:

a) Supply assurance (“right goods and services at the right time and place”);

b) Price management (“right goods and services at the right price”);

c) Cost management (“shift from lowest price to lowest total cost of ownership”);

d) Supply chain management (“integrate client needs with supply side capabilities and capacities
to achieve a regime of better, faster, cheaper”);

e) Value management (“increase business value derived from the spend rather than just reduce
total cost of spend”).

The diagram also sets out some of the key activities that are crucial to each stage.

Much of what procurement does currently in Herefordshire is characterised by the “supply
assurance” and “price management” stages.

Where it needs to be in order to meet the challenges already described is the “supply chain
management” stage as an initial starting point.

What is needed at the supply chain management stage

Diagram 3 is a summary of the PA Consulting view as to how procurement should be addressed by
a CoE approach in order to progress in the maturity model described above.
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The key points of this are:

o Items of low strategic importance should be managed using self-service systems and
shared transaction systems;

e |tems that are of strategic importance but which have little or no commonality across HPS
and HHT should be managed locally but under the oversight of the CoE which can provide
commonality of best practice process and commercial skills; and

e |tems that are of strategic importance and have a high degree of commonality should be
managed directly by the CoE using core best practice techniques.

The main core techniques that need to be used for strategic items (irrespective of their
commonality) are category management to help shape and manage markets and which
integrates with a programme of supplier relationship management to deliver strategic cost
management as opposed to tactical price management. This needs to be integrated with an
effective process for contract management to ensure that the benefits are delivered as expected.
The following is a brief overview of these three components.

Category Management

Category Management is an approach which groups together products and services that have
similar supply chain characteristics into categories. These categories undergo regular commercial
reviews to determine the categories’ growth, structure, profitability, trends and future opportunities
as a means of identifying ways to strategically manage or re-engineer the supply markets.

The Category Manager oversees all activities connected with this approach and applies sound
commercial principles to optimise value and at the same time allow suppliers a fair profit as a
means of minimising supply risk.

There are five key stages to category management described by the acronym DISCO as shown in
the diagram below.
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Discovery
This defines requirements by defining for the service to be commissioned the regulatory, legal,
quality, service, cost and innovation needs that the sourcing strategy must meet.

It also covers aspects such as scoping the category, data gathering, understanding stakeholder
and business requirements and obtaining a mandate and project approval.

Insight

These are activities which lead to an understanding of the commercial levers available to the buyer.
It covers aspects such as deep financial, supplier and market analysis, understanding strengths,
weaknesses and issues in the supply market. It also establishes any quick wins.

Strategise

This stage uses the intelligence gathered in the previous stages to generate, assess and test
options for going to market. It leads to the setting of targets and creation of an agreed sourcing
strategy and sourcing plans. Interventions that can be applied include supply chain re-engineering,
cost down and cost out approaches, work process improvements and technical applications such
as specification changes.

Construct
The activities in this stage deliver a value added commercial solution. They cover planning and
management of the implementation of contract letting including contract design.

Optimise

The purpose of this stage is to unlock additional value outside of the contract as well as from good
contract management. It covers the setting up and managing of post award relationships and
performance, including continuous improvement.
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Supplier Relationship Management (SRM)

If Category Management is about ensuring maximum value from a supply category, SRM is about
capturing that value and maximising the value from relationships with key suppliers.

The approach recognises that even though requirements will be procured through a rigorous and
transparent process (such as the Official Journal of the European Union (OJEU) process) and that
contracts cannot just be awarded to suppliers, nevertheless some major suppliers will in all
probability continue to win a regular amount of business into the longer term or even be granted
long terms contracts as strategic partners.

As a result, it is possible to work with these suppliers on joint initiatives to improve the supply chain
and ways of working and so reduce costs. These initiatives are entered into voluntarily by both
parties and at their own investment of time and money with the intent that any learning is shared
with other suppliers so that the supply base a as a whole can be improved.

It does not imply any favouritism or guarantee of future contracts. However, if a supplier carries out
one initiative, they will receive the benefits not only of that initiative but benefits from all of the other
SRM initiatives that CoE carries out with other suppliers.

Contract Management

The purpose of managing a contract is to maximise the financial and operational performance of
the contract and to minimise risk. It continues throughout the life of the contract and enables both
parties to react to changing needs which could not be anticipated at the time the contract was let.

Good contract management also builds and manages a relationship with the supplier so that
problems can be resolved equitably and a process of continuous improvement started. All of this
means that the best way to manage a contract is to have someone who has the role of the
“intelligent client”.

The purpose of the intelligent client role is to avoid problems in contract delivery that result from a
misunderstanding between the customer and the service provider as to what was expected or from
unrealistic expectations. In order to achieve this, whoever has the role of the intelligent client
needs both an in-depth knowledge of the client organisation and its needs as well as an
understanding of what the service provider is and is not capable of doing.

Further details category management, SRM and contract management can be found in Appendix 1.

Diagram 4 outlines how category management supplements strategic commissioning to provide
greater commercial outcome by combining a deep understanding of supply markets, their structure,
cost drivers and market intelligence to produce a sourcing strategy that meets commissioning
requirements. It also engages with supply markets in a market sounding exercise to ensure that
suppliers are properly briefed and motivated to deliver the commercial outcome needed.

Together, commissioning and category management provide the platform on which procurement
can build an appropriate route to market (using procurement events such as tendering or
eAuctions) and construct an appropriate contract.

Operational purchasing can then draw off requirements when needed from these contracts using
the self-service or shared transactional systems mentioned earlier.
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Diagrarm 4

This process requires commissioning, procurement and contracting activities to be coordinated in
both the planning and execution stages if customer needs are to be met at lowest cost and supply
markets managed, formed and shaped to meet both current and future needs.

The process in Diagram 4 closely mirrors the commissioning and procurement cycles used by the
NHS and social care and can also be used for other categories.

Where Category Management, SRM and Contract Management can be best deployed

Herefordshire have three types of supply arrangement:

1. Categories under local control (e.g. adult social care, CYP and transport);

2. Categories where price and terms and conditions are set by others (e.g. NHS national tariffs,
HPC and West Mercia Supplies (WMS); and

3. Long-term existing contracts (e.g. PFl and Amey).

Type 1 supplies lend themselves to category management approaches that introduce commercial
rationales other than competitive tendering.

For example, a local authority has recently gone to market for home care
services. The previous approach had been to let a framework contract to any
provider who met the technical and quality standards and use perceived market
competition to arrive at the “best price”. The plan was to use this approach again
and it was not envisaged that any price saving could be achieved.
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The category management approach was to re-engineer the supply base by
splitting the county into four areas and letting a contract to just one provider in
each area. These tier 1 suppliers were tasked with delivering all of the services
for their area but were allowed to sub-contract for capacity or capability reasons
(but at the same price as that agreed between them and the county). This meant
that each provider received more business than usual but with little or no
increase in their fixed costs, allowing them to reduce the unit price (expressed as
an hourly cost) with no reduction in quality or service standards and still make an
acceptable profit. The net result was a 13% price reduction for the county.

Another issue that HPS and HHT are faced with is the question of how to develop supply markets
when it is perceived that the attributes of the county make it unattractive to new entrants. What
category management can do is to find ways of structuring requirements to make the Hereford
account more attractive.

For example, residential care homes have three main functionalities; an asset
(the home), a management service and care staff. Traditionally, these are
bought as a combination from providers who range from owner-managers to
homes owned by large corporate.

An alternative way to look at it is to group together each of these three
functionalities and go to market for a provider for each. So, you might approach
a property company/investment house to provide and manage all of the assets
(homes) at a cost per person; let a management contract to a provider to run all
of the assets and staff; and let a contract to a managing agent to provide the staff
needed. Aggregating requirements in this way can provide a higher value
opportunity to specialists that could attract new entrants outside of the traditional
market of residential care home providers. It would also provide the means of
creating competition for the management and staff elements as providers would
not need to invest in assets.

Equally, other means of providing assets could be explored. For example, in the
USA and Germany many residential homes are bought as modular units that can
be added or taken away as demand changes. This would create a more flexible
approach to providing homes which could be very important in a world of
individual budgets and self-directed care.

For type 2 supplies category management cannot address the price directly. What it can do (for
items bought through a collaborative arrangement) is to provide a level of understanding of
markets, trends and costs to challenge the consortium’s approach and achievements. If the
consortium consistently under-performs or specific items can be sourced cheaper elsewhere then
the organisation can make a decision based on facts.

In other cases, SRM can be used to identify and drive out waste in the value chain.

Page 17 of 44



For example, PCT buys operations from an Acute under a national tariff and on
an outcome basis. However, if an operation is cancelled, although the PCT
doesn'’t pay, there is, nevertheless, a cost involved even if it is a reputational cost
and not a financial cost. SRM finds inefficiencies like this, provides a solution
and then shares with providers any savings that accrue.

Type 3 supplies can also be managed through a SRM programme.

For example, a local authority has a 25 year contract with a residential home
provider and it wasn’t thought that any savings could be made as the price was
determined by an agreed pricing mechanism and enshrined within the contract.

SRM identified a range of improvement activities in the first three months that will
deliver £600,000 of savings. For example, the homes were first set up with a
particular mix of resident need in mind which determined the number of staff
needed. Over the years this mix had changed which meant that the provider had
more staff than was strictly required. By correcting this mix over time by placing
people with this provider rather than higher cost providers, a saving will be made
which can be shared.

An example of the baseline for this approach for the Amey contract can be found in Appendix 2.

What is needed

The previous sections have described how category management and SRM can be used with a
customer focus to drive out significant cost reductions for Herefordshire.

However, to make it work needs a STEP CHANGE to DO THINGS DIFFERENTLY which in turn
requires DIFFERENT SKILLS, TEAMWORK ACROSS THE PARTNERSHIP AND THE ABILITY
TO LEVERAGE SUPPLIERS’ SKILLS, KNOWLEDGE AND ABILITIES. It also needs the ability
to SHAPE MARKETS and FIND NEW SUPPLIERS.

Where and how this can be achieved is the subject of the following sections.

Will this work in Herefordshire?

There is a belief that it is difficult, if not impossible, to develop, shape and manage markets due to
Herefordshire’s geographic location, being on the edge of the West Midlands. The consequence of
this is that critical and key suppliers are unwilling to invest in serving this market.

The challenge for Herefordshire is to make the HPS account attractive enough for suppliers to
reconsider this. Ways in which this could be achieved could include:-

e Being creative in the way that services are specified to maximise the opportunity for suppliers
(for example, uncoupling the property element of residential care homes from the staffing and
management of those homes and negotiating with a property investor to finance the complete
portfolio);

Page 18 of 44



e Agreeing to prototype new services in a low risk way (for example, helping suppliers with an
existing structure for handling the back office element of brokerage to enter the individual

budget SDS market);

e Developing processes that reduce a provider’'s costs of bidding or create value for them that
can be used on other accounts (such as the supplier relationship management programme).

5. An Assessment of the Opportunity

Category management looks at spend in two ways — its importance to the organisation (typically
based on the value of spend) and the complexity and supply risk inherent in sourcing it. The result

is the matrix shown in diagram 4.
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LEVERAGE

Many suppliers

Risk of failure low
Use market
competition to drive
prices / costs down

High

Importance of Category

Diagram 5

This matrix suggests a number of possible sourcing strategies for each of the quadrants. In terms
of the scope for the CoE as outlined in Diagram 2, the strategic categories that deliver greatest
benefit are those in the strategic and leverage quadrants.

Diagram 6 shows a first-cut analysis of the combined spend together with indicative spend.
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Diagram 7 is a table which summarises the category spend for the strategic and leverage items.

The important thing to note here is that the route to improve value for money or secure cost
reductions is not necessarily via price management (by re-tendering) or contract re-negotiation.

Other approaches, such as using a supplier relationship management programme to work with
critical and strategic suppliers to identify waste, for example, and eliminate it, are proven methods
for achieving cost reductions that can be shared with the supplier or for stimulating and shaping
markets to develop new or improved services. This is the suggested approach for categories that
are currently under long-term contract such as those with Amey and Shaw.

Where categories are purchased through a collaborative arrangement, such as HPC or WMS, the
approach is more one of measuring and monitoring price indices and the consortia’s approach to
managing markets to ensure that sufficiently aggressive targets are being set and achieved and the
savings shared equitably.

Page 20 of 44



Res, Nursing and Retirement Homes £21.3 £21.3

PFI Contract £11.6 £11.6

Drugs £7.9 £7.9

Waste Disposal Services £5.1 £5.1

- Medical & Surgical Supplies f4.3 £4.3
=  Home Care Services £4.2 £4.2
S  Amey £4.0 £4.0
E Disability & Special Needs - Services £3.8 £3.8
8 Clinical Services £3.7 £3.7
g Business & Management Consultants £3.1 £0.3 £3.4
E Implants & Accessories £2.4 £2.4
B Children's Homes £2.0 £2.0
Nurseries & Creches £1.5 £1.5
Purchasing Services £1.3 £1.3
Adoption & Fostering £1.2 £1.2
Playgroups & Pre-school Education £1.0 £1.0
Sub-total £48.5 £0.3 £29.9 £78.7
Transport £7.3 £0.4 £1.1 £8.8
w g ICT £3.9 £1.3 £1.8 £7.0
S O Employment & Recruitment Agencies £4.8 £1.2 £6.0
S 2 Builders £238 £2.8
= &  Other dinical £1.5 £1.5
Sub-total £18.8 £2.9 f4.4 £26.1

TOTALIN SCOPE  £67.3 £3.2 £34.3 £104.8

TOTAL OUT OF SCOPE £32.5 -£3.2 £7.0 £36.3

TOTAL SPEND £99.8 £0.0 £41.3 £141.1

Diagram 7

With that in mind, the accuracy of the data used in this analysis is less important than the sense of
scale it suggests so that categories are prioritised appropriately. The data needed for a more in-
depth analysis of a category (not all of which comes from transactional systems) will be collected
and sanitised at the time the category management work starts.

Previous studies have excluded some of these categories from scope. For example, PFI contract,
drugs and categories purchased through consortia or under national tariffs. The contention is that
cost savings (as opposed to price savings) can be made if they are looked at in a different way as
previous examples in this strategy paper have suggested.
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If this extended scope is accepted, the questions are:

e what is a sensible savings target; and
e how long will they take to deliver?

The recent PA Consulting study identified some savings opportunities, albeit limited in scope.
These have been included in their original format and may already have been delivered as some of
them were underway at the end of the study. The savings identified by PA were £147k in 2009/10,
£693k in 2010/11 and £830k in 2011/12.

For other categories, a sensible target is that set out in Comprehensive Spending Review (CSR) 07
which calls for a 3% cash saving in the year 2010/11. A stretch target is 5% overall. However,
these targets may need to be revised upwards depending on the outcome of the forecast
Government Budget cuts.

For each of these categories, a time to deliver the benefits (in months) has been set based on
experience elsewhere and the number of organisations that need to be involved (for example, an
opportunity involving just HC requires less time, typically, to deliver than one that involves all three
organisations).

On this basis, Diagram 8 sets out the programme of savings initiatives and the timing of their
impact on budgets.
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The specific means of achieving these target savings in each category needs a period of data
collection and analysis as well as consultation in order to describe the current situation, the target
saving and the rationale for it and an outline proposal for how to secure it. Appendix 3 contains a
one page format for documenting this. Populating these for all of the initiatives should be an early
priority for the CoE.
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The groups in Diagram 8 are based on the size of the potential benefit and the likely time to deliver
them and the circles represent specific categories of spend (size of the circle represents the value
of spend on that category). The data used for this graph is summarised in the tables in Appendix 5.

So, for example, Group 1 contains relatively low value spend categories that are quick to
implement but offer relatively low benefits. Group 4, on the other hand, are those categories of
spend that are high in value (but equally offer significantly greater benefits) but would take longer to
deliver.

The proposition is that Groups 1 and 2 would be delivered by local procurement under the
guidance of the CoE and the CoE would lead on the work to deliver Groups 3 and 4.

Savings Spend
(£000) (£000)
GROUP 1 £399 £11,680
GROUP 2 £1,271 £35,700
GROUP 3 £2,196 £73,200
GROUP 4 £1,437 £57,900
TOTAL £5,303 £178,480 3.0%

The tables in Appendix 5 set out the likely timing of these savings.

Future possibility

Once this programme of initiatives has been delivered, the CoE will have a strong capability in
bringing commercial expertise to bear on commissioning outcomes. This opens up the possibility
of marketing this capability to other public sector organisations as a managed service. The benefit
to Herefordshire is that this would turn a cost into a revenue stream and enhance the funds
available for further investment in the county. This needs to be linked to the Shared Services
project for a Joint Venture company.

6. Policy

The key policies that will shape how the CoE operates are:

1. Tasks and activities will be shared between the CoE and the three organisations on the basis of
who has the capability and capacity so that best use is made of limited key resources and
experience;

2. The CoE will own and co-ordinate a shared plan of spend and agreed targets so that savings
are delivered in the timeframe expected and so that opportunities to leverage spend are not

missed;

3. No budget commitment over an agreed threshold will be made without a sound commercial
strategy, engagement plan and subsequent continuous improvement plan;

4. “Islands of good practice” across the organisations will be identified and tailored for use by
others in such a way that improves outcomes but does not result in a “one size fits all” solution;

5. Processes and procedures for the effective commercial management of all third party spend will
be developed and adopted so that best practice becomes the norm;
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10.

11.

12.

13.

14.

15.

16.

7.

Our approach to finding market solutions for service requirements will be based on an
entrepreneurial attitude that challenges conventional thinking, is transformational in nature and
delivers maximum value for money;

Our approach to delivering transformational change will accept an identified and where possible
quantified degree of risk;

All strategic and critical suppliers will be managed as an extension to Herefordshire’s own
organisation and be required to participate in a supplier relationship management programme
that delivers continuous improvement and innovation;

We will deliver value for money by securing the best mix of quality and effectiveness for the
least outlay over the whole lifetime of the goods or services, from purchase through to disposal;

We will have a “mixed economy” approach to supply markets that embraces the private sector,
public sector partners and the third sector and which utilises the most effective means of
working with them whether that be arms-length contract, joint venture or collaboration as
appropriate;

We will use best practice contract management to ensure that we receive the goods and
services as intended and to develop good supplier relationships;

We will commit to collaborative procurement arrangements where the nature of the goods and
services means that this approach is best placed to deliver the highest level of value for money;

We will adopt an early market involvement approach to shape our requirements to what the
market can offer when designing complex, innovative or high risk requirements;

We will adopt a market sounding approach to test market reaction to our ideas and
requirements for improved commercial performance and service delivery;

We will adopt market shaping and creation strategies where appropriate so that there are
sufficient capable and willing suppliers to meet our needs in the future; and

We will work with colleagues, other partners and third party suppliers in a way that complies
with corporate standards on openness, honesty, transparency, respect and ethics.

Roles, responsibilities and organisation

What is needed from the Centre of Expertise

Research by Aberdeen Group concluded that a centre-led structure delivers greater and more
sustainable savings than any other organisational model.

What this means for the CoE model is that:

The CoE should be small in terms of numbers of people;

It should be located within the shared services organisation;

As much use as possible should be made of skills and experience that already exist in HPS
and HHT;

CoE staff should bring capability and experience that is not currently available in HPS and
HHT in sufficient numbers and which is best acquired on a shared basis;
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o Akey role for CoE is to set policy, agree strategies, identify savings opportunities and set
targets, manage the delivery of savings and tailor best practice ways of working to the
needs of the three organisations.

Current capability and experience in local procurement

Appendix 4 contains some of the capabilities for roles in CoE that this implies. A number of people
in the existing procurement organisations carried out a self-assessment using a questionnaire to
identify two aspects of their procurement work against this set of capabilities. Section 1 addressed
where individuals spend their time and Section 2 the experience and capabilities they have
acquired in performing current and previous roles in their career. The results are also shown in
Appendix 4.

Although this assessment is a snhapshot in time and does not necessarily include everyone in all
three organisations who have a procurement role, it does nevertheless capture the essence of the
current procurement skills landscape and has been validated as such by a number of people who
are qualified to comment.

What this shows is that local procurement in the main does not have the range of skills and
experiences needed to deliver the commercial CoE requirements.

The role of the Commercial Centre of Expertise

A key component of the commercial approach described in previous sections is that of
commissioning. The assessment above does not include any commissioners but their activities
need to be integrated into the overall process outlined in Section 3 Diagram 3.

The roles that do not currently exist or only exist partially and so need to be acquired for the CoE
are outlined in the table below.

Position Number Role

¢ Professional leadership of the Procurement function and all
procurement activity across the organisations

e The Corporate Procurement and Commissioning framework
including Strategy, Policy, Process, Practices, Standards and
Guidance

e Ownership of the end to end process for Procurement and
Commissioning, including PFI policy

e Ownership of the end to end strategic and transactional supply
chain processes

e The Corporate Procurement Strategy and Category Sourcing
Plans

e Category Management and Information

¢ Procurement and Commissioning Performance and Management
Information

e Contracting and Tendering activities

e Compliance to standards and regulatory requirements

¢ Procurement Performance Management Information

e Strategic aspects of supply management and contract
management coordination

Head of Procurement 1

2 e L ead year-on-year 3rd party related savings projects which result

Category Manager Lead in meeting the agreed using CoE and local commissioning and
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procurement resources effectively

Lead innovative approaches to the delivery of complex projects
which result in enhanced levels of service and minimised
commercial risk and costs whilst ensuring compliance with the
overall strategy

Influence senior/middle management corporate, commissioning
and procurement strategies decision making (with key internal
and external stakeholders) which results in the right decision
taken on commercial and financial viability of differing sourcing
options and processes for specific projects including in-sourcing,
out-sourcing, partnerships and collaboration, framework
agreements and traditional procurement

Manage category sourcing programme dealing effectively with
risks and contingencies which result in delivering high value
adding commercial results by developing and implementing CoE’s
category management strategy and framework and taking the
commercial lead on specific procurement projects, including
outsourcing and partnering arrangements, PFl, PPP and Joint
Venture projects

Lead, manage and communicate supply market improvement
projects, departmental, cross-functional and external project
teams and panels which result in the management of commercial
issues throughout the commissioning and procurement cycle with
new, underperforming and strategic suppliers, and continuous
improvement in commercial programmes including strategy and
business planning, continuous cost and service improvement,
using of leading edge practice across the corporate planning
horizon

Manage high performance employees/teams which result in
commercial skills development across the three organisations
Deliver management information on projects / programmes to
Directors / Sponsors and other Responsible Officers which result
in effective communications to the appropriate senior internal and
external groups and committees

Lead on market sounding initiatives to test approaches to markets
prior to starting a tender process

Lead on prototyping projects with critical and strategic suppliers to
develop approaches for creating and shaping markets both
existing and new

SRM Lead

Lead the development of a Supplier Relationship Management
programme for key suppliers to unlock benefits over and above
the letting of specific contracts by promoting a joint approach to
continuous improvement and to encourage innovation and seek to
safeguard contractual and commercial risk

Provide effective professional leadership to local Supplier
Relationship  Managers exercising overall ~management
responsibility. Create a culture, focus and objectives that ensure
the team has the capacity and capability to deliver challenging
savings targets whilst at the same time providing leading edge
services

Lead strategy for the management and maintenance of the
relationship between the CoE and its suppliers ensuring that
regular review meetings for major contracts and suppliers are
held and the effective management of any disengagement

Define and implement the process for registering and approving
suppliers

Develop appropriate performance indicators and publish

Page 26 of 44




performance and service improvement results. Work with
suppliers on plans to reach targets

How the Centre of Expertise will work with local Procurement

If this model is to be efficient and effective it needs the roles of CoE, local procurement and
commissioners (in the widest sense) to integrate seamlessly. Referring to Diagram 4 on Page 16,
this means the following.

Purchasing transactions

This is a role for local procurement as it is heavily dependent on local systems, policies such as
delegated authority for spend levels and the need to monitor and manage contract compliance
levels.

Procurement events

These are events such as tenders and eAuctions. This is a role that is shared between CoE and
local procurement depending on the nature of the item being procured. Local procurement is fully
responsible for all activities where the item being procured is non-strategic.

For strategic items, CoE determines the strategy to be adopted in terms of what event is used,
supervises the development of the specification and tender documents, takes the lead in any
market sounding and supplier positioning activities and takes a role in tender evaluations. All other
activities are the responsibility of local procurement.

Categories which are strategic but local to one organisation

These are categories such as residential care homes, drugs and medical supplies. The platform
for achieving the outcomes needed is a combination of the front end commissioning activities and
those of commercial category management.

This combination for strategic and local items is the responsibility of the commissioners or
equivalent. The role of the CoE is to:

o define and develop the category management and SRM processes;

o coach and mentor commissioners in their application;

o review the resulting sourcing strategies and act as “critical friend” in challenging them ;

o act as a catalyst in identifying good practice and propagating it to other categories of
spend;

o set and agree commercial targets and their achievement;

o agree market sounding and supplier positioning approaches and help deliver where
requested;

o develop sound contract management processes and coach and mentor contract managers;

o monitor and review supplier management and development programmes; and

o sit on supplier review Boards where appropriate.

Categories which are strategic and common to two or more organisations

For categories that are strategic and common to two or more organisations, Diagram 9 outlines the
key activities of Category Managers and the SRM lead and how they interact with local
procurement and commissioners.

The main interface for Category Managers will be commissioners (to understand service
requirements, generate sourcing strategy options, understand supplier capabilities, agree the
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market shape and structure needed and then deliver it) and local procurement (on procurement
processes, policies, savings programmes and operational events such as eAuctions and contract
letting).

Understanding of Understanding of supply
S u p ply Market market competencies / market cost structures

capacities

Commercialrisk

: assessment
Understanding of

supply market
structure

CAT EGORY MANAG ERS Negotiate priorities when

multiple demands on
supplier capacity

Understanding of

supply markettrends

= Liaise with Cominissioners on

demandforecasts
= Liaise with local Procurement

| Account plan needs

Monitoring of supply /
demand balances

on contract letting to meet

= 2way communication on » Liaise with local procurement Commissioning & local Procurement
supplier capability and future on next contract letting
Herefordshire needs
= Integration of account plans * Liaison with Sponsors on c iecioni
e ommissionin
with CoE demand forecasts performance and key issues g

= 2 way communication with
business on suppliers’
performance/capability
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Programme management
of continuous
improvement projects

Understanding of
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ACCOUNT MANAGERS

Management of
relationship with
suppliers

Account planning

Overall performance

management of suppliers Su p p |y Market

Diagram 9

The main interface for the SRM Lead will be a range of business managers who can act as local
supplier relationship managers under the umbrella programme generated by the SRM Lead and
Directors and senior managers who act as sponsors for critical and strategic supplier relationships.

The role of the CoE listed as bullet points in the previous section will also apply to this section.
Other roles for the CoE include:

Co-ordinating and reporting on procurement/commercial savings targets and their achievement;

Recording and monitoring a consolidated plan of all commissioning and procurement projects;

Carrying out benchmarking exercises and cost and price analyses;

Providing commercial and negotiating expertise to senior management;

Identifying external good practice and tailoring for Herefordshire needs;

Developing an annual Commercial Service Plan and keeping the commercial strategy up to

date;

Transferring skills across HPS and HHT where appropriate;

e Developing commercial and procurement policies, standards and ways of working;

e Developing and managing a procurement and resource plan that also identifies recruitment,
training and succession needs; and

¢ Balancing the needs of competing policies on such matters as sustainability, local economic re-

generation, equality and diversity and value for money through a vision and strategy for the

shape and size of key supply markets needed to meet defined outcomes.
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Outline organisation structure

The organisation structure will be as in the diagram below.

One point to note is that “Chinese walls” will be necessary between HHT and PCT procurement
and commercial activities due to the commercially sensitive information they will be processing and
storing.

An advantage of this structure is that it will facilitate training, development and career progression
that could not be achieved by the individual organisations working on their own.

SHARED SERVICES

Head of Commercial Services

2 x Category Managers I 1 x SRM lead
HHT PCT Operational i Contract HHT Operational &
Operational & & Transactional | Management Transactional
Transactional Procurement : Groups Procurement
Procurement :

Commissioners

HHT and PCT

The exact scope and numbers of FTE’s to populate this organisation will be an early priority for the
CoE.

Implementation and the need to invest

Other components of a shared service (such as IT, Finance and HR) have a high degree of
commonality amongst the three organisations and the right level of capability already exists. This
means that you can combine the requirements and achieve cost savings.

Commercial Procurement, on the other hand, has little in common amongst the three in terms of
the categories of spend and so savings from leveraging volume are not possible with the exception
of categories such as office supplies which are low value in nature.

The opportunity that can be gained from a procurement CoE is through a more strategic
management of spend such as the application of category management principles to supplement
commissioning practices and from eliminating waste through a supplier relationship management
programme.
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This requires skills and experience that largely do not currently exist in the three organisations. As
a result, for the CoE to be effective an investment is needed in order to secure the £5m+ of savings
that are possible over the next two years.

Depending on the procurement and commercial target set, the estimated financial return on the
required number of people ranges from four to nine times the investment that is needed.

8. Procurement process and technology

Technology needed

There are five main groupings of technology required to support an effective Procurement
operation, shown in the grey boxes in Diagram 10.

Transact.lon PP Marketplace S Purchasing
Processing cards

. 3 Document Contracts
Administration -
management repository
Information Management Knowledge Performance Supplier
systems reporting management management portal
Sourcing eNotice eRFI eRFQ eEvaluation eAuctions
A Webinar
Communications Internet Intranet /

eCollaboration

Dnagagn

A task for the CoE is to take an inventory of existing systems and processes against these
requirements and produce a plan for how any significant gaps should be filled together with a
timing plan and business case.

An early priority will be to review the Purchase to Pay (P2P) systems of each organisation as this is
the backbone of an efficient data collection process and the means to achieve compliance with
contracts.

One issue raised in discussions is whether or not a common transaction platform and ledger is
needed. The key for procurement is to be able to access transactional data and turn it into
actionable information. A common platform with reporting can do this but so also can middleware
connected to a front end application such as Cognos or Business Objects. As long as there is a
map of how different codes relate to each other, data can be extracted, transformed and loaded
into the front end for analysis and reporting.
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Compliance
One of the key functions this technology needs to address is that of achieving compliance. By
monitoring how much spend is under contract and the extent to which there is off-contract buying,

quick wins can be identified (by ensuring that all available spend is used to leverage prices where
volume drives price and that the lowest available price is used).

Without appropriate technology, compliance becomes a labour intensive activity that diverts scarce
resource from more value adding work.

Governance

A role for the CoE is to create a forward plan of procurement activity and the resource needed to
achieve it and also to monitor savings.

One way to do this is through a gated approach for major spend projects. A typical format is shown
in Diagram 11.

COMMERCIAL BOARD - STATUS OF PROJECTS AS AT 7 APRIL 2010
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Diagram 11

Date entered gate

This approach achieves a number of objectives:

it creates a forward procurement and commissioning plan;

it ensures that a commercial viewpoint has been considered;

it identifies the financial impact of all projects and any associated savings;

from knowing when projects are forecast to enter the tendering stage and what triggers a
refresh of the cycle, it allows a forward resource plan to be created; and

o the process checks that post-contract activities such as contract management and supplier
relationship management have been planned for.
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9. Performance management and plans for the next 12 months

The major strategic direction for the CoE can be neatly captured in a set of themes which form part
of a Balanced Scorecard approach to performance management.

Examples of these themes are:

o Customer objectives to support HPS and HHT in meeting their commissioning and corporate
outcomes by providing a capable, flexible and responsive commercial and procurement service;

e Financial objectives to realise significant cash and non-cash benefits through improved
sourcing practices and effective supplier and contract management;

¢ Process objectives to make procurement activities as efficient as possible and to acquire the
market intelligence needed to support commercial and procurement roles; and

o Learning and Growth objectives to acquire capability by developing Category Management
and Supplier Management skills across HPS and HHT.

The themes can then be described in terms of:

their objective;

a strategy to deliver the objective;

the assumptions made and the dependencies identified;
possible risks to implementation;

ways in which the objective can be measured;

specific actions we need to take to deliver the objective.

The plan for the next 12 months in terms of the balanced scorecard measures is as follows.
Customer objective

= To work with commissioners and others to establish category strategies designed to meet
business needs;

Strategy:

e Build relationship with key staff to build trust and knowledge by supporting their commissioning
projects

Develop Category Management Strategies for common strategic categories

Establish knowledge depth in key categories

Make use of appropriate tools

Fully develop Category Management / SRM capabilities

Financial objective

= To plan and realise benefits by:-
o Aligning activities and priorities with savings targets
o Identify new cashable savings
o Building a pipeline of future savings.
o Developing business cases
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Strategy:

e Identifying a list of current projects and populating the governance map in Diagram11.

e [dentifying where CoE can add value to existing projects

e Carrying out an opportunity assessment for each of the categories listed in this strategy
document and agreeing a programme of work

o Implementing the savings programme

e Implementing a benefits tracking process

Process objective

= To manage transformational change in key supply markets to find creative options to deliver
services.

Strategy:

» Identification of critical and strategic suppliers
* Implementation with these of a SRM programme
» Carry out market analysis as described in Category Management above
» Identification of options for alternative service delivery. For example:-

o In-sourcing and outsourcing
Creation of arms length companies, joint ventures or franchises
Automation of processes and creation of web based solutions
Use of trusts or the third sector
Partnerships and collaboration

o O O O

Learning and Growth objective
« To develop Category Management and Supplier Management capability
Strategy:

o To review processes and procedures and update them in line with an end-to-end-supply chain
management approach. This may involve process re-engineering skills and the provision of
intranet self help tools.

e To develop a technology plan to establish the required systems.

o To develop existing staff in undertaking Category Management roles supported by CoE,
already skilled in Category Management.

An early task for the CoE is to develop a more detailed implementation plan.

10. Performance management and plans for the next 12 months
Herefordshire has:

¢ a dependency on key suppliers (such as Amey) who deliver a substantial range of the services
previously delivered in-house;

e long term contracts (such as PFl initiatives); and

e supply arrangements negotiated by others on behalf of Herefordshire (such as national tariffs
for purchased healthcare or goods and services procured through consortia arrangements such
as HPC).

Page 33 of 44



The range of such dependencies could increase over coming years as Herefordshire take
advantage of external expertise and leverage that come from such arrangements.

Against this background, the need is less about getting “the best deal” on price and more about:

how to retain flexibility and adaptability to changing requirements (for example that resulting
from Individual Budgets and Self-Directed Support in Adult Social Care);

how to work with critical and strategic suppliers in finding ways to reduce and eliminate costs so
that prices can be reduced and at the same time suppliers can improve their margins in order to
re-invest in services and service delivery;

how to shape and stimulate markets to bring about innovation in services, quality, processes
and cost; and

how to identify and manage commercial risk.

CoE should deploy modern approaches such as category management, supplier relationship
management and contract management to significantly reduce costs.

These approaches are based on:

A step change in current procurement ways of working in order to do things differently;

Different skills to those present in HPS and HHT;

A collaborative approach between commissioners, CoE and local procurement teams;

The ability to leverage suppliers’ skills, knowledge and capabilities;

An understanding of how to create, shape and manage markets; and

The creativity to package HPS and HHT requirements in such a way that they are more
attractive to suppliers and so encourage new entrants to local supply markets.

Key recommendations:

To adopt this Commercial Strategy as the basis of the future approach across HPS (and HHT
subject to their engagement) to managing all commercial activity and third party spend;

The remit of the procurement CoE be expanded to include all commercial matters and be
renamed the commercial CoE;

The basis for achieving HPS commercial objectives be an effective combination of category
and commercial management, a supplier relationship management programme and enhanced
contract management;

All commissioning activity be required to adopt and integrate with CoE processes and ways of
working;

The CoE to be the custodians of all commercial processes; and

The CoE to work with commissioners and local procurement to set commercial strategy, set
commercial targets and monitor HPS-wide achievement of those targets.
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APPENDIX 1
Category and Contract Management and SRM

Category Management

Category Management is an approach which groups together products and services that have
similar supply chain characteristics into categories. These categories undergo regular business
reviews to determine the categories’ growth, structure, profitability, trends and future opportunities
as a means of identifying ways to strategically manage or re-engineer the supply markets.

The Category Manager oversees all activities connected with this approach and applies sound
business principles to optimise value and at the same time allow suppliers a fair profit as a means
of minimising supply risk.

Continually building on initial cost savings and driving additional performance improvements
requires constant monitoring of markets and the suppliers in them by experienced professionals
who know the category and the supply base.

The main activities in Category Management are:

= collect and analyse data on supply markets;

= understand supplier capabilities and competencies and industry and supplier cost structures;

= develop sourcing strategies to meet Service demands;

= re-engineer supply chains / develop new markets for maximum responsiveness and lowest total
cost of ownership;

= identify and manage commercial risk in supply chains;

= let major contracts.

An important component of the approach is strategic cost management. This is the way that major
cost reductions are achieved without impacting on the outcome of the service or goods provided.

Strategic cost management is fundamentally different to tactical price management which uses
competition in the supply market to drive prices down. The extent to which this produces the
lowest possible price consistent with the required quality and service is entirely dependent on the
number of suppliers who bid for the work and their motivation.

In some cases suppliers may have enough work to meet their business objectives and so bid high.
Others may want to “win” the business and bid at a level that covers just their marginal costs but
later increase the cost through variations to the contract.

With tactical price management the relationship with suppliers is very much arms-length with
suppliers left to manage their own costs. The result can be that some may earn super profits whilst
others trade at a loss or withdraw from the market, both scenarios creating a potential supply risk.

All of the above may be a valid strategy if there are many capable and willing suppliers in the
marketplace and the service provided is transactional in nature (for example office supplies).

However, evidence nationally suggests that this approach produces at best price reductions of no
more than 5% or so. The arguments presented so far imply that cost reductions of 10% and more
should be the goal. This is achievable but requires a strategic cost management approach which
attacks waste in the value chain and re-engineers supply chains by taking cost out. Typical
activities that this entails include:
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= value analysis and value engineering, activity based costing, lean management and Six Sigma
to identify cost reductions;

= supply chain re-engineering to invigorate supply markets and deliver an improved service at
lower total cost;

= joint ventures and strategic alliances to allow joint business planning which will provide flexibility
at an assured cost;

= strategic sourcing strategies that are integrated with demand plans to create lean and
responsive supply chains.

Strategic cost management requires significant input from suppliers to make it happen. The perfect
vehicle for doing this is a SRM programme as described in the previous section.

Supplier Relationship Management (SRM)

If Category Management is about ensuring maximum value from a supply category, SRM is about
capturing that value and maximising the value from relationships with key suppliers.

The approach recognises that even though requirements will be procured through a rigorous and
transparent process (such as the OJEU process) and that contracts cannot just be awarded to
suppliers, nevertheless some major suppliers will in all probability continue to win a regular amount
of business into the longer term or even be granted long terms contracts as strategic partners.

As a result, it is possible to work with these suppliers on joint initiatives to improve the supply chain
and ways of working and so reduce costs. These initiatives are entered into voluntarily by both
parties and at their own investment of time and money with the intent that any learning is shared
with other suppliers so that the supply base a as a whole can be improved.

It does not imply any favouritism or guarantee of future contracts. However, if a supplier carries out
one initiative, they will receive the benefits not only of that initiative but benefits from all of the other
SRM initiatives that CoE carries out with other suppliers.

The basic premise of SRM is that both the buyer and the supplier have goals they wish to achieve
in developing their business or organisation. Some of these goals will map from one organisation
to the other (for example a supplier goal of continuously improving its employee skills will map to a
buyer goal of improving supplier capability). Goals like these (which support each other) are the
basis of joint initiatives for the SRM relationship.

The means by which SRM is enacted is to have a relationship management team composed of an
account manager from each side and a business Director from each side to oversee the outcome.
This team is responsible for setting the mission for the relationship, setting its objectives,
developing strategies to deliver the objectives and managing the delivery of improvement initiatives
that come out of the process.

Typical activities of SRM include:

ensuring the capability of specific suppliers to deliver needs consistently;
improving that capability to make service delivery better, faster and lower cost;
developing new capability to meet emerging needs;

delivering additional value from the relationship over and above contracts;
measuring and managing overall supplier performance.
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Contract Management

The purpose of managing a contract is to maximise the financial and operational performance of
the contract and to minimise risk. It continues throughout the life of the contract and enables both
parties to react to changing needs which could not be anticipated at the time the contract was let.
Good contract management also builds and manages a relationship with the supplier so that
problems can be resolved equitably and a process of continuous improvement started. All of this
means that the best way to manage a contract is to have someone who has the role of the
“intelligent client”.

The purpose of the intelligent client role is to avoid problems in contract delivery that result from a
misunderstanding between the customer and the service provider as to what was expected or from
unrealistic expectations. In order to achieve this, whoever has the role of the intelligent client
needs both an in-depth knowledge of the client organisation and its needs as well as an
understanding of what the service provider is and is not capable of doing.

If no-one is assigned the role of the intelligent client function, a number of problems may occur.
These include:

e The contract being managed by the supplier with the result that the outcomes are skewed in
favour of the supplier;

e Misunderstandings and problems proliferating with too many of them being escalated
inappropriately to senior management;

e A failure by both parties to understand their roles in delivering the contract with the result that
service is less than anticipated;

e Processes that deliver the new contract not integrating with existing processes resulting in
either a failure to deliver or re-work having to be carried out;

e Missed opportunities to improve contract performance or increase value for money;
e Slow progress, reduced morale and ultimately an unworkable contract.

With an intelligent client role, you will be able to manage the contract in the best way possible and
achieve a number of outcomes. These include:

e A common understanding between the customer and the supplier of what can be achieved to
meet customer expectations;

e The ability to influence the factors that maintain and improve good working relationships to
deliver maximum benefit for both parties;

e The ability to manage change and its impact on customer-supplier relationships;

e The flexibility that is needed to cater for changes in both service expectations and demand
levels;

o The ability to be proactive and anticipate and react to change;
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Assurance that standards and procedures are achieved consistently.

The key elements for successful contract management are:

There should be a documented plan for managing the contract to ensure a focus across the
organisation on delivering value for money from service contracts.;

Establish Key Performance Indicators (KPIs) to measure and drive the performance of suppliers
effectively;

There should be a detailed agreement of the required outputs and thus the expected
performance and quality of service to be delivered;

Monitor whether the service is being delivered according to the specification, and that the costs
of the service are no higher than expected;

Continue to assess and manage risks to service delivery and ensure that business continuity
plans are in place to ensure critical services continue to be delivered through a range of
contingencies;

Assess service delivery against your business case through the life of the contract;

Ensure you are continuing to achieve value for money by regularly testing for example price
benchmarking or market testing. Where contracts do not include provision for value for money
testing, organisations should negotiate such clauses at the earliest opportunity;

Depending on the precise nature of your contract, administration and change management
activities may focus on: Cost monitoring and forecasting, ordering, payment and budget
monitoring procedures, resource management, forward planning, management reporting
systems, asset management;

Ensure that your supplier has issue management procedures in place, including escalation
procedures for when operational problems cannot be resolved, and that these are used when
needed;

In the event of poor supplier performance, make financial deductions where relevant (where
mechanisms for financial penalties are in place);

You can work with suppliers on a voluntary basis, after contract award, to improve their
environmental and/or social performance. In addition to relevant social and environmental
requirements included in the contract. For example, putting in place measures to reduce energy
use or recycle packaging.
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APPENDIX 2
Example of baselining a supplier relationship

Example of SRM with Shaw:
Relationship Gap Analysis
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APPENDIX 3
Example of an Opportunity Assessment

WMS Catalogue Rationalisation

Independent, direct orders by business units against

W5's full catalogue creates additional cost — evidenoed ]
tr!ll M‘Icmseparate v o -n TDTAL

This initiative is to agree a rationalised list of optimally
priced products. Spend  £25m £25m
= By increasing the volume of individual product types it

may alzo be possible to negotiate lower prices [not -
costed in the benefi]. Savings £70k £70k

Sawvin
B 28% 2 8%
%
Approach Savings Management
= Conduct analysis and review of existing product purchases = Baseline created from last 12 months spend and price (asat 1**
= Identify price arbitrage opportunities for similar products May 2010} by product
= Createrationalised product range = WMS reports each month on quantity and price of agreed
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= Implement on WMS = Savings = (Ol price — new price) x guantity of new product
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Page 40 of 44



APPENDIX 4

Centre of Expertise Capabilities

Capabilities needed for roles within the Centre of Expertise
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Procurement staff in HC, HHT and PCT were asked to complete a self-assessment questionnaire. Thishad two sections. Section 1 wasan assessment of
where people perceive they spendtheirtime and section 2 was an assessmentofthe skillsthey believethey have. The average scores foreach question
are shown belowtogetherwith the number of people who assessed themselves atthe highestlevel.
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APPENDIX 5

Summary of savings opportunities

Savings Spend
GROUP 1 Months (£000) (£000)
Microsoft licences 3 £80 £1,250
Servers 4 £30 £1,700
Utilities 4 £70 £1,430
Bus companies 5 £123 £4,100
Coach hire 5 £60 £2,000
Taxis 5 £36 £1,200

TOTAL £399 £11,680 3.4%

Savings Spend
GROUP 2 Months (£000) (£000)
WMS catalogue rationalisation 9 £70 £2,500
Temporary staff - mark up 9 £200 £4,900
Consultancy value programme 9 £50 £1,000
Transport 5 £350 £9,600
Catering and cleaning 7 £60 £600
Continence products 8 £40 £400
Recruitment agencies 8 £144 £4,800
Management consultancies 8 £93 £3,100
Builders 7 £84 £2,800
Children's homes 12 £60 £2,000
Nurseries and creches 9 £45 £1,500
Purchasing services 12 £39 £1,300
Adoption and fostering 10 £36 £1,200

TOTAL £1,271 £35,700 3.6%

Savings Spend
GROUP 3 Months (£000) (£000)
Care homes 12 £636 £21,200
PFI contract 15 £348 £11,600
ICT 15 £171 £5,700
Charities & voluntary organisations 20 £162 £5,400
Waste 14 £153 £5,100
Housing associations 15 £150 £5,000
Medical & surgical supplies 15 £129 £4,300
Homecare 18 £126 £4,200
Clinical services 14 f111 £3,700
Disability and special needs 20 £93 £3,100
Implants & accessories 14 £72 £2,400
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Other clinical £45 £1,500
TOTAL £2,196 £73,200 3.0%

Savings Spend

(£000) (£000)

GROUP 1 £399 £11,680

GROUP 2 £1,271 £35,700

GROUP 3 £2,196 £73,200

GROUP 4 £1,437 £57,900
TOTAL £5,303 £178,480 3.0%
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