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1 Abstract

Supply Chain Management is fairly new as a concept within Government, and quite complex in nature. 
The ‘fundamentals’ are in place, in terms of legislation, regulation and guidelines. However, because this concept is relatively new in the South African context, little or no information exists to say whether its objectives have, or have not, been effectively achieved.

The author therefore attempts to ensure that experience gained in the implementation of supply chain management in a local government environment could assist others in better understanding the concept, its principles and some of the implementation hurdles experienced thus far.
2 Introduction

2.1 Background

The Green Paper on Public Sector Procurement Reform describes that “The Government of South Africa is committed to good governance and the elevation of previously marginalised communities.” 

This first sentence in the executive summary provides the two key reasons for implementing Supply Chain Management and Preferential Procurement, respectively, in Government Departments. These are:
· Good governance, and

· The elevation of previously marginalised communities.

The implementation of Preferential Procurement and Supply Chain Management, and even new developments, such as Broad Based Black Economic Empowerment, require that these fundamentals are always considered during the conceptualization, planning, implementation and monitoring of all procurement activities within Government.
2.2 Purpose

The purpose of this presentation is therefore to outline some of the legislative imperatives, key elements and requirements of Supply Chain Management, and some of the implementation challenges experienced, in Local Government, from the presenter’s perspective, as one of the officials responsible for supply chain policy development and implementation in the eThekwini Municipality.
It is of utmost importance that the spirit and intent, included of the fundamentals mentioned earlier, and the various pieces of legislation outlined herein, be the ‘guiding force’ behind any supply chain decision, in other words, the motivation must be right, and hence the author’s slogan in the box below, as a theme to this presentation.
	DOING THE RIGHT THINGS, FOR THE RIGHT REASONS, IN THE RIGHT WAY, AND 

AT THE RIGHT TIME


3 Key Legislative Elements

3.1 The Constitution (Act 108 of 1996)

South Africa is said to have one of the most progressive constitutions in the world. Key chapters herein relating to local government, and government procurement in particular, are the following elements:
Chapter 7: Local Government:

152: Objects of local government are:

(a) to provide democratic and accountable government for local communities;

(b) to ensure the provision of services to communities in a sustainable manner;

(c) to promote social and economic development;

(d) to promote a safe and healthy environment; and

(e) to encourage the involvement of communities and community organizations in the matters of local government.

153: Developmental duties of municipalities: A municipality must-

(a) structure and manage its administration and budgeting and planning processes to give priority to the basic needs of the community, and to promote the social and economic development of the community; and

(b) participate in national and provincial development programmes.

Chapter 10: Public Administration:
195: Basic values and principles governing public administration. (1) Public administration must be governed by the democratic values and principles enshrined in the Constitution, including the following principles:

(a) A high standard of professional ethics must be promoted and maintained.

(b) Efficient, economic and effective use of resources must be promoted.

(c) Public administration must be development-oriented.

(d) Services must be provided impartially, fairly, equitably and without bias.

(e) People’s needs must be responded to, and the public must be encouraged to participate in policy-making.

(f) Public administration must be accountable.

(g) Transparency must be fostered by providing the public with timely, accessible and accurate information.

(h) Good human-resource management and career-development practices, to maximize human potential, must be cultivated.

(i) Public administration must be broadly representative of the South African people, with employment and personnel management practices based on ability, objectivity, fairness, and the need to redress the imbalances of the past to achieve broad representation.
Chapter 13: Finance:

216. Treasury Control. (1) National legislation must establish a national treasury and prescribe measures to ensure both transparency and expenditure control in each sphere of government, by introducing-
(a) generally recognised accounting practice;

(b) uniform expenditure classifications; and

(c) uniform treasury norms and standards.

(2) The national treasury must enforce compliance with the measures established in terms of subsection (1), and may stop the transfer of funds to an organ of state if that organ of state commits a serious or persistent material breach of those measures.
217. Procurement. (1) When and organ of state in the national, provincial or local sphere of government, or any other institution identified in national legislation, contracts for goods and services, it must do so in accordance with a system which is fair, equitable, transparent, competitive and cost-effective.

(2) Subsection (1) does not prevent the organs of state or institutions referred to in that subsection from implementing a procurement policy providing for-

(a) categories of preference in the allocation of contracts; and

(b) the protection or advancement of persons, or categories of persons, disadvantaged by unfair discrimination.

(3) National legislation must prescribe a framework within which the policy referred to in subsection (2) must be implemented.
The Constitution, as the supreme piece of legislation in South Africa, is the true test for any official undertaking procurement, or supply chain management, in the government environment. 
3.2 The Preferential Procurement Policy Framework Act (PPPFA) (Act 5 of 2000)
This act is intended to give effect to section 217(3) of the Constitution by providing a framework for the implementation of the procurement policy contemplated in section 217(2) of the Constitution; and to provide for matters connected therewith.
Also, we have the preferential procurement regulations 2001, which outline the preference points systems (80/20 and 90/10) for procurement within certain values, wherein special attention is drawn to the duty to plan for the invitation of tenders.

3.3 The Broad Based Black Economic Empowerment Act (BBBEEA) (Act 53 of 2003)
To establish a legislative framework for the promotion of black economic empowerment (BEE); to empower the Minister to issue codes of good practice and to publish transformation charters; to establish the Black Economic Empowerment Advisory Council; and to provide for matters connected therewith.
No regulations have yet been approved aligning broad based black economic empowerment (BBBEE) with the PPPFA. There has been an on-going debate between National Treasury and the DTI (Department of Trade and Industry) around preferential procurement, as it currently stands, and tying these in with the Codes of Good Practice on BBBEE. 
Hence, ‘narrow-based’ BEE is still applied generally within government.

3.4 The Municipal Finance Management Act (MFMA) (Act 56 of 2003)

The purpose of the MFMA is to secure sound and sustainable management of the financial affairs of municipalities and other institutions in the local sphere of government; to establish treasury norms and standards for the local sphere of government; and to provide for matters connected therewith.
The key sections in the MFMA affecting supply chain management are as follows:

	14. & 90. Disposal of capital assets

33. 
Contracts having future budgetary implications

CHAPTER 11

GOODS AND SERVICES

Part 1: Supply chain management

110. 
Application of this Part

111. 
Supply chain management policy

112. 
Supply chain management policy to comply with prescribed framework

113. 
Unsolicited bids

114. 
Approval of tenders not recommended

115. 
Implementation of system

116. 
Contracts and contract management

117. 
Councillors barred from serving on municipal tender committees

118. 
Interference

119. 
Competency levels of officials involved in municipal supply chain management

Part 2: Public-private partnerships

120. 
Conditions and process for public-private partnerships


Special attention must also be brought to sections 173 and 174 of the MFMA where there are Offences and Penalties for transgressing elements of this act.
4 Supply Chain Management
Several good guides have already been prepared by National Treasury and are available via the www.treasury.gov.za/mfma website. In particular:

· Supply Chain Management: A Guide for Accounting Officers of Municipalities and Municipal Entities, October 2005

· A Guide to Municipal Finance Management for Councillors, March 2006

The guide to Accounting Officers has been used to provide the summary below.

4.1 Objectives of Supply Chain Management
To:

· give effect to the provisions of the Constitution, 1996;

· give effect to the provisions of the MFMA, 2003;

· transform outdated procurement and provisioning practices into an integrated SCM function;

· ensure that SCM forms an integral part of the financial management system of the municipality / municipal entity;

· make significant improvement to financial management in the broader public sector;

· introduce a system for the appointment of consultants;

· create a common understanding and interpretation of government’s preferential procurement policy objectives;

· promote consistency in respect of supply chain management policy and other related policy initiatives in Government;

· align with global trends and ensure that South Africa adheres to international best practices.
4.2 Elements of Supply Chain Management
Demand Management: This is the beginning of the supply chain where:

· a proper needs assessment is undertaken of required goods, works and / or services;
· specifications are determined;
· the industry is analysed; and
· requirements are linked to the budget.

This phase brings the supply chain practitioner closer to the end user, to ensure that value for money is achieved. The phase implies, among others, that during the strategic planning of the municipality / municipal entity’s IDP, or any part thereof, the functions to be executed are determined as well as the goods, works and / or services needed to execute the said functions. The demand requirement for goods, works and / or services are therefore specifically budgeted and programmed for within the municipality / municipal entity’s IDP.

Acquisitioning Management: This is the management of procurement by a municipality / municipal entity:

· to decide on the manner in which the market will be approached; 

· to establish the total cost of ownership of a particular type of asset;
· to ensure that bid documentation is complete, including evaluation criteria;
· to evaluate bids in accordance with published criteria; and
· to ensure that proper contract documents are signed.

Logistics Management: This aspect addresses:

· the setting of inventory levels;
· receiving and distribution of material;
· stores, warehouse and transport management; and
· the review of vendor performance.

From these processes, the financial system should be activated to generate payments.

Disposal Management: At this stage consideration should be given to:
· obsolescence planning;
· maintaining a data base of redundant material;
· inspecting material for potential re-use;
· determining a disposal strategy; and
· executing the physical disposal process.

Supply Chain Performance: This is the monitoring process, undertaking a retrospective analysis to determine whether the proper processes have been followed and whether the desired objectives were achieved. Some of the issues that may be reviewed are:

· compliance to policy objectives;
· cost efficiency of SCM process (i.e. the cost of the process itself); and
· whether supply chain practices are consistent with Government’s broader policy focus; and
· whether there are means to improve the system
Supply Chain Risk: Accounting officers must establish an effective system of risk management for the identification, consideration and avoidance of potential risks throughout the supply chain management system.
4.3 Range of Procurement Processes (eThekwini)

	(1)
The procurement of goods and services through this policy is provided by way of  –

(a)
petty cash purchases, up to a transaction value of R2 000 (VAT included);

(b)
written or verbal quotations for procurements of a transaction value over R2 000 up to R10 000 (VAT included); 

(c)
formal written price quotations for procurements of a transaction value over R10 000 up to R200 000 (VAT included); and 

(d)
a competitive bidding process for–

(i)
procurements above a transaction value of R200 000 (VAT included); and

(ii)
the procurement of long term contracts. 

(2) The accounting officer may, in writing; -

(a)
lower, but not increase, the different threshold values specified in subparagraph number (1); or

(b)
direct that –


(i)
written or verbal quotations be obtained for any specific 



procurement of a transaction value lower than R2 000; 


(ii)
formal written price quotations be obtained for any specific 


procurement of a transaction value lower than R10 000; or

(iii)
a competitive bidding process be followed for any specific 

procurement of a transaction value lower than R200 000.

(3) Goods or services may not deliberately be split into parts or items of a lesser value merely to avoid complying with the requirements of the policy. When determining transaction values, a requirement for goods or services consisting of different parts or items must as far as possible be treated and dealt with as a single transaction.


4.4 Supply Chain Management Challenges (eThekwini)

Some of the challenges faced within the eThekwini Municipality are as follows:
· Supply Chain Unit – setting up and capacitating, as functions are dispersed across the Municipality and there is slow adoption of rigorous new processes and movement towards a centralised system of functioning.
· Supply Chain Management Policy & Procedures - as this process is new, detailed guidelines for effective implementation are still in the making.
· Delegated Authorities and Reporting Requirements – these are linked to the dispersed functions, which make the implementation process more complex.
· Lists of accredited prospective service providers - there is still a lack of synergy between Government Departments on the interpretation and implementation of preferential procurement, in terms of target groups, BBBEE, category codes, etc. This therefore makes it difficult for companies wanting to do business with Government, in that each of these databases has differing registration requirements. 
· Standard Documentation – the complexity of documentation and the lack of standardisation make it especially difficult for emerging companies to respond to tenders. Huge improvements have been made in construction procurement because of the CIDB (Construction Industry Development Board), but more work is required on our Annual Supply Contracts.
· Deviations from Supply Chain Management Process – these are only allowed in special circumstances such as emergencies, single providers, etc. and can not be used as an excuse for bad planning. The caution here is to ensure that the exception does not become the norm.
· SCM as a Profession – the importance of the SCM practitioner in assuring best value for organisations is not fully understood. 
· IT Systems (e-Procurement) – the complex nature of SCM requires that effective IT systems be in place for proper implementation, management and monitoring. The added reporting requirements, which could be automated, will assist in monitoring the achievement of broader policy objectives. eThekwini is currently researching its e-Procurement readiness and will shortly be compiling a requirements specification for e-Procurement.
· Supply Chain Management Implementation and Monitoring – standard checklists have been provided by National and Provincial Treasury Departments, however, capacity constraints limit effective implementation.
· Information and Communication – this has been seen, through our partnership with the Leeds City council, as key to ensuring that all stakeholders are kept informed, thereby improving the chances of successful implementation of policy.
5 Conclusions

As Supply Chain Management is still a relatively new concept within government, and that we are all learning through the process, it makes sense that we share our learning experiences, which will accelerate the implementation process/movement within the true spirit and intent of South Africa’s Constitution. 

The old saying ‘lest we forget’ stands true in Machiaveli’s (1514) quote:
"It should be borne in mind there is nothing more difficult to arrange, more doubtful of success and more dangerous to carry through than initiating changes in a state's constitution. 
The innovator makes enemies of those who prospered under the old order and only lukewarm support is forthcoming from those who would prosper under the new." 
We understand the Constitutional imperatives of fair, equitable, transparent, cost-effective, and competitive. We should therefore be the testing each of our supply chain, or procurement, activities against these as we tend towards a fuller and more scientific means of measuring the effective implementation of Supply Chain Management in all organs of state.
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