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Speaker’s Notes
Rough Draft
New Trends in Procurement and the RFP Process:

Why Can't I Just Buy What I Want From Who(m) I Want?
 New Trends in Procurement and the RFP Process:

Why can't I just buy what I want?

There is an increasing demand for transparency and fairness –  That is the #1 Procurement Trend  in the world and the reason Why You Can’t Buy What You Want Whenever You Want It.
To elaborate a bit more, the context for public procurement today is one in which there is a growing demand world-wide for more and more accountability.  In this electronic age,  we can no longer hide our tracks.  In an age where auditing has become mandatory we need to be able to back up all of our purchasing decisions, justify them and show the paper trail of meetings,  critical documents and decisions.  You cannot, for example, just tell procurement to telephone your favourite vendor, which just happens to be your sister-in-law’s company, and have them send over a new particle accelerator, a year’s supply of masking tape, or a new piece of software.  You cannot tell them that the paperwork will follow and that ‘it’s a done deal’. 
Still, I am sure that some of you are not convinced.  Some of you might feel that the ‘paperwork’ is too much bureaucratic formality that bogs down the process of getting things done in a fast and efficient manner.  And while this is sometimes true, there are reasons why you can’t bypass ‘process’ and just ‘tell’ procurement to buy what you want from your favourite or most expedient vendor.  The reasons are simple:
1. The courts won’t let you. Not just here but in many countries. There are laws, rulings by the courts, including our own Supreme Court, and public policy. All of these concur that public procurement must be fair, open and transparent. Our own Supreme Court has set many rules relating to this process. Justices Gomery and Justice Bellamy have held extensive inquiries here in Ontario and found evidence of malfeasance… and people have been sent to jail. More on this part a little later…
2. The President and Board won’t let you – because one of their many roles is to protect your institution and ensure that the benefactors continue to support the cause… what if the newspapers find out (pictures of you and your procurement director at 11pm).  
[ An aside is probably warranted right here.. . (Do you get the feeling that it’s like herding cats… the cats know where they are going but wont tell you…and you are their leader….. picture of cats here…
From Wikipedia, the free encyclopedia

The phrase herding cats comes from the common saying that something involving coordination of many different groups or people is as difficult as herding cats, which are known for their independence. "Minding mice at a crossroads," is a similar phrase, allegedly of Irish origin..]
The third reason you can’t simply call up a vendor and get the stuff you need…
3. Your finance people won’t let you – it’s always too expensive and often requires more study and the use of next year’s budget. So, don’t do it!
4. The end user group won’t let you –  “We know what we want and it’s not that “.. especially if the end user is a physics professor, with tenure and a large research budget or your Director of Information Technology. 
5. Most importantly, your procurement people won’t let you – “it’s illegal, it can’t be done, you can’t do it, you can’t make me, I wont agree, it’s my name on the contract”. Procurement may have little power but they still have to approve or sign the contract.
And, most of these people are right!!! The Courts, the President and Board, the VP of Finance, your Procurement people. They’ve all go it right! And, in this case, the insistence by that pesky physics profession or Information Technology that they can by-pass process is wrong. And of these players, not just the procurement director, all are custodians of public policy, even if they don’t realize that they have a responsibility greater than the institution, enshrined in public policy and court rulings.
Where Does The Trend for Transparency Come From?

Public procurement is, as we all know, a complex, highly visible (often too visible) important, some would say strategic function of government and its institutions, including universities.

This is true, not just here in Canada, or North America, but in many developing and developed countries.

Problems and progress in public procurement are made worse by downsizing, lack of qualified staff, lack of priority, lack of power and diminishing budget of the procurement function.

Let me, in the next hour, try to tell you about my perspective on procurement and RFPs and current trends.

One view of the world . . . First, the view from 100,000 feet (3000 meters, since were in Canada, eh).  Let’s look at public procurement in the developed and developing countries.
The OECD
, the Organization for Economic Cooperation and Development, brings together the governments of  countries committed to democracy and the  market economy from around the world. It was founded in 1961 and consists of 30 countries and a secretariat of 2500 people. The OECD also shares expertise and exchanges  views with more than 100 other countries and  economies, from Brazil, China, and Russia to the least developed countries in Africa.

 OECD and the UN and WTO and the World Bank all believe that “public procurement is the government activity most vulnerable to corruption.”
 Lack of transparency and accountability are recognized by these organizations as a major threat to integrity in public procurement.

Now public procurement is also a major economic activity of the government where corruption has a high potential impact on the effective use of taxpayers’ money. In many developed countries, public procurement accounts for about 15 percent of GDP. So the volume of transactions and the close interaction between the public and private sectors make procurement particularly vulnerable to corruption.

OECD has even developed a public procurement corruption scale…its based on ‘irregular payments in public contracts… now a country gets a 7 if this never ever occurs. So Iceland is ranked #1 with a score of 6.7. And a country gets a 1 if corruption always occurs.. So Bangladesh gets a 2.
They’ve ranked 125 countries, developed and developing ones. As I said, Iceland is ranked #1 with a 6.7; Australia is #10 with a 6.1, CANADA is ranked #18 at 5.5, the U.S. at #29 with a 5.0 all the way down to tiny Trinidad and Tobago at #105 with 3,1 and finally, Bangladesh and Indonesia at #124 and #125 with 2.0.

Now if you view government procurement as a measure of and integral component of international trade and proper use of tax dollars, you see the significance of fair, open and transparent public procurement.

In case you think that we, in Canada, with a score of 5.5 are exempt from corruption, let me remind you of the Gomery Inquiry and the Toronto Leasing Scandal.
Some recent Canadian Scandals

The view that politics should reign supreme in all domains of public administration is archaic.  Bypassing ‘fair and open competition’ to do whatever’s the most expedient or politically flattering at the moment is not “OK”. In fact, it’s unethical, contrary to public policy and frequently illegal.     

Consider the City of Toronto.  There was the Toronto leasing scandal in which the city of Toronto spent millions of dollars on a contract beyond its original value. And Justice Bellamy held a two year inquiry in which she declared that one city counselor had accepted a bribe, that one senior executive was ‘for sale’. 

A $43 million lease for computers ended up costing $86 million. The City launched a judicial inquiry which lasted 2 years, had 214 hearing days, reviewed 124,000 pages of documents, heard from 156 witnesses, and involved more than 60 lawyers. 

Justice Bellamy’s report provided a volume on good governance.  She issued more than 100 recommendations for procurement reform (which can be applied to most places). Three of my favourites are: 
Recommendation #130- Keep politicians out of procurement. 
Recommendations #146 – Always have competition for contracts. 
Recommendation #166 – “For major, high-risk controversial or complex tenders, the City should consider retaining a fairness commissioner.” 

Consider the federal government.  In 2004, Justice Gomery was appointed to investigate payments by the Government of Canada and the liberal party to primarily ‘communications firms’… this was the sponsorship scandal. The government of the day, the liberals, awarded contracts to its friends without competition, in secret and often for no value. People went to jail for their activities and some are still before the courts. Now it wasn’t just leaders of industry who were indicted by senior federal bureaucrats including Chuck Gitee (who’s now in jail or on bail pending appeal).

The Sponsorship Scandal involved significant political interference in the awarding of large contracts. Justice Gomery found:

• a veil of secrecy surrounding the administration of the Sponsorship Program and an absence of transparency in the contracting process;

• the existence of a ‘culture of entitlement’ among political officials and bureaucrats involved with the Sponsorship Program, including the receipt of monetary and non-monetary benefits;

• reluctance, for fear of reprisal, by virtually all public servants to go against the will of a manager who was circumventing established policies and who had access to senior political officials.”

And, in his press conference on Feb. 1, 2006, he stated “what is really needed is a culture change aiming to foster, what one of our respondents called, a culture of integrity”. Well, most procurement professionals knew this. On a day to day basis, they promote integrity, fair and open competition, and ethical behaviour.
Where to From Here?
The key lessons from these scandals are simple

· Senior executives are going to be held accountable for monitoring the administrative culture of their organizations. Unlike the past, jail is becoming a very real consequence for those who blatantly ignore the rules. 

· An elected official should ensure that audits and reviews of his/her organization’s procurement processes occur on a frequent basis and that recommendations are implemented 

· Procurement should be left to the professionals not the politicians!

So, while we don’t have a lot of corruption in Canada, we aren’t perfect.

At the word level, the view of public procurement is that it must become transparent, accountable and professional by (a) ensuring that activities are transparent (b) turning public procurement into a strategic profession and (c) ensuring that the actions of governments and their bureaucrats are accountable to the public.
What About Canada, eh!

So much for the global picture….let’s get down to the ground level and talk about the trends that are shaping the direction of public procurement and RFPs in Canada.
There are lots of trends; some have been with us for a long time, some are new to the scene. Here is my dirty dozen:

1. Governments and agencies have, in the last few years, espoused fair, open and transparent competition. This is public policy and requires that each organization develop its own procurement policy, procedures and expertise, especially related to RFPs.
2. We’ve gone from lowest price to best value. Use RFPs more often. No longer do we simply get the lowest price. For often, the lowest price is deceptive. Consider two pieces of software, one costs $1 and one costs $100. But the training costs for the cheaper one, the one priced at $1, is $1000 per user. The training costs for the more expensive one are only $100 per user. So, if you have 100 users, the ‘cheaper’ low cost software will cost you more than $90,000 extra in training costs…. That’s why life cycle costing and RFPs are on the rise. RFPs get you ‘best value’.
3. Co-operative purchasing and piggy-backing on other agencies contracts is a major force. Saves money by increasing leverage of small entities. So, if the government of Ontario gets a great price on printers and their contract allows piggybacking by university, then you can purchase off the same contract. 
4. We often use Alternative Dispute Resolution Mechanisms because of the expense and delays in the court system.  Saves money by reducing the amount of formal legal process, bypasses the court system and saves lots of billable hours by your entities legal firm.
5. Many agencies have tried 3P – public private partnering – joining forces with a private sector firm to implement a major project – typically, a highway or bridge.  Saves money by using private capital for initial funding. This approach is highly controversial and has become politicized.
6. Using credit cards, called P-cards, to reduce the costs of small purchases. Saves money by reducing the cost of paper process. Without P-cards, you typically set up the vendor on your master file, issue a purchase order to the user area, obtain approval, mail the p.o. to the vendor, receive the goods, match the shipping documents with the purchase order, initial a cheque requisition, issue a cheque, reconcile the cancelled cheque, post the charges to the department. This typically costs between $75 and $150. As opposed to using a P-card at a cost of about 50% per transaction. (If you don’t have elaborate paper-based approval processes that mimic the old paper system.)
7. Implementing e-procurement – having the procurement processes automated. I’ll discuss this more a little later in my talk.
8. Reverse auctions, where the agency asks for bids on a specific commodity and the vendors submit prices until the end-time  Saves money by driving down the price. 
9. Using a Fairness Officer to re-assure the public that a specific procurement has been carried out in a fair and open manner;  Doesn’t save money but does preserve public policy and reduces the probability of scandal, protest or legal action.
10. Green procurement – RFPs and ITQs where ‘green’ is a requirement or an evaluation factor. Shown that it can save money. Consider cost of green paint… there are organizations dedicated to green procurement that publish sample RFPs and sample green specifications.
11.  Strategic procurement
 – changing the function from order takers, an operational perspective, to broader, strategic perspective involving Long-range plans for ensuring timely supply of goods and/or services that are critical to a firm's ability to meet its core business objectives.
12. Outsourcing
 – the transfer of ‘non-core’ functions from an agency to a private sector. 
Outsourcing is the divestiture of a business function involving the transfer of people and the sale of assets to the supplier. The process begins with the client identifying what is to be outsourced and building a business case to justify the decision. Only once a high level business case has been established for the scope of services will a search begin to choose an outsourcing partner.
Sometimes, outsourcing is minor such as discuss  printing as an example or posting of notices regarding upcoming procurements
Other times, it’s a major event. Discuss BC Hydro and Accenture here
BC Hydro and Accenture Agreement Designed to Save $250 Million In Costs

February 28, 2003

Under 10-Year, $1.45 Billion Pact, Accenture Business Services of BC Will Deliver Services to North American Utilities
The Top Four Current Trends in Canada

In the time remaining, let me talk about four of these trends and their impact on your agency, public procurement and the RFP process.
First, strategic procurement… moving from order takers to….. doesn’t cost very much and has great payback. Let me explain… the procurement director in many organizations is, simply stated, an underutilized resource. He or she has some training and experience which, if harnessed by management, will impact on the organizations effectiveness and its budget. 

A recent report by the National Association of State Procurement Officers in the U.S., a club of 50, consisting of the Chief Procurement Officer for each State dealt with strategic procurement: :

State procurement functions face a momentous change in strategic positioning as we approach the 21st Century. The movement is from a concentration on purchasing, which is only one aspect of procurement, to a management role embracing the entire procurement process from the initial identification of need through termination of the contract. The emphasis is shifting rapidly from just a "buy transaction" to supply chain management, which includes the requirement definition and disciplines such as supplier development and global sourcing. Procurement's emerging strategic role is Rapid advancements in information technology have facilitated the development of procurement's strategic role. One advancement is the application of sophisticated information technology that enables procurement officials to make informed decisions about the following: 
· How to structure the buy 

· How to advance appropriate partnerships with suppliers 

· Whether multiple award schedules should be established 

· Whether a master agreement should be developed 

· Whether the procurement requires a longer term contract 
In some organizations, the Director or Procurement has personally transferred management tasks to a second in command. In the freed up time, he has initiated a spend analysis, discussions with key vendors, and developed a plan for addressing strategic issues. Now, typically, the spend analysis indicates the top 3 or 5 items, the high value, or high risk items that can dramatically affect the organization, in terms of cost, and several departments in terms of procurement effort. Often these items are Information Technology software, hardware and services, office supplies, and communications equipment and services.

So, by making procurement more strategic – at little risk and little cost- the organizations can realize great savings and better, long-term management. And moving to a strategic approach for procurement doesn’t require new staff, costs little, and will have a great payback in the medium and long term.

Second, BAFO is underutilized. The RFP process is difficult and, as run by most organizations, it’s overly rigid. Once you issues specifications, you can’t do a long of changes. Once a vendor submits a proposal, few elements can be negotiated. However, BAFO changes all of this. Here’s how it works. You issue an RFP, evaluate proposals, and identify those few that you believe capable of providing an acceptable solution. You then tell each vendor your concerns with its proposal or its shortcomings. For example, you might tell vendor A that the price was too high; vendor B, that its project management structure was weak; vendor C, that its training plan was inadequate. Each can then revise its proposal which is evaluation anew. In NM, they always use BAFO and their policy is never to accept a proposal that has received a score of less than 90% of the available points. Imagine the impact of this small change on your evaluation process.

Third, using a fairness officer is rare.  He or she is an independent expert in public procurement hired to ensure that a specific RFP process is fair, open and transparent. The use of Fairness Commissioners has increased since recommended by Justice Bellamy. Many jurisdictions now use them on a regular basis for high risk, high value, high visibility RFP. E.g. Ontario Power Authority, City of Ottawa. Hydro BC, known for its secrecy and ‘its own way of doing things’, recently hired a Fairness Commission. This was a mistake
. The FC discovered that Deloitte had written 400 pages of specifications for an RFP (for of all things a new Procurement System). Then Deloitte was told, even encouraged to submit a proposal for this RFP. Well, the fairness commission was hired after the RFP was issued and after Delolitte had been told it could submit a proposal. The FC upon discovering this egregious event said “I have to report that Deloitte has a conflict and has an unfair advantage in this competition.” What did BC Hydro do? Just what many other would do – they fired the FC and therefore he couldn’t submit a report. Well they thought this was appropriate… but the Vancouver Sun business columnist, one of their reports, and their editorial board thought otherwise. It made the news, the headlines, and question period. So, FCs don’t cost a lot. They can really help convince an increasingly skeptical public that all is well – but don’t hire them when you know you’ve committed a major error in your process.

Fourth, and finally, implementing e-procurement more fully is a trend. Most organizations have some of the elements of e-procurement such as 

Help screens

Generation of purchase orders

Vendor registration

Contract data base.

But there are a lot more, such as:

Supplier classification

Tracking supplier complaints
On-line tendering

Integration of P-cards

There are about 250 different procurement tasks or functions in a full blown e-procurement system. Most organizations, typically, implement fewer than 50% of them. Probably, if they spent a lot more time, energy and money they could implement about 40% more . If they did this,  the savings in time, energy and staff would be substantial.  However, the cost could also be substantial. To upgrade an Oracle e-procurement system from 50% to 90% functionality might cost $1 million and require fundamental changes in the organization – people’s responsibilities and characteristics of their jobs. However, there are third party software solutions that cost much less than SAP or Oracle and provide similar benefits – systems costing a few hundred thousand rather than a million.
Remember, implementation is the difficult part – getting people to embrace the new process and the changes in how they do their day to day jobs. (I’ve seen e procurement systems that have maintained the paperwork approval process, so now, we have 5 levels of management printing out all the documents as they progress through the approval process. Each level prints out the documents, reviews them and initials them, files the documents and then access the e-procurement system to indicate (electronically) that they have approved the procurement. 

Reference functionality check list here

Reference Aberdeen report here

Conclusion
So, where do we start on the road to procurement reform not just in Canada, but at your institution?. Which trends do we harness? Which ones do we identify as strategic and get them onto our annual plan and budget…. 
Let me suggest, four of them.

1. Procurement Director… don’t get no respect…

· Job description

· Qualifications

· increased importance

· executive position

· strategic planning
· leverage this persons skills to do strategic procurement, leverage staff, implemented new, more effective tools

2. Professionalization of staff

· training
· accreditation NIGP, PMAC, NCMA
3. Keep politicians and senior executives out….

· Gomery recommendation/Bellamy also

4. Don’t rediscover the wheel… lots of tools, best practices, techniques
· BAFO
· Templates for RFPs, RFP Manuals

· Job descriptions

· E-procurement

· Spend analysis

· P-cards

· Raise limits

· Co-ops

· Associations nigp,pmac, ncma

So, there you have it. Procurement, an underutilized resource, unappreciated, with great potential for contributing to your organization’s strategic plan. Procurement is more than ‘buying stuff’. Why can’t you get what you want when you want it…. Ask your Director of Procurement, listen to your Director… in so doing you will serve your organization and the public better, reduce the stress in your life, and contribute to the health of your organization. Try it – you’ll like it.
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2. Toronto Computer Leasing Inquiry





� HYPERLINK "http://www.toronto.ca/inquiry/inquiry_site/index.html" ��http://www.toronto.ca/inquiry/inquiry_site/index.html�





3.  Gomery calls for more openness, protection for whistleblowers (also has hotlink to press conference video from Feb. 1, 2006) 


http://www.cbc.ca/canada/story/2006/02/01/gomery-sidebar060201.html





4. The Lawyers Weekly, July 20,2007, “Gomery inquiry brought procurement law to the forefront of the political arena” By Paul Emanuelli
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State Procurement: Strategic Positioning for the 21st Century January 1999 
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