National and provincial perspective to supply chain management
Presented by Ajay Daya CA (SA) a director at Invictus Consulting (Pty) Ltd
1. Introduction 

The national and provincial spheres of government will inject R 655 billion
 into the republic’s economy for the 2008/2009 financial year, through its spending on compensation of employees, goods, services and capital assets, and transfers. The graph below shows the distribution of this expenditure. 
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Figure 1: Government expenditure for the 2008/2009 financial year
The amount that is spent on the procurement of goods and services was not available for the consolidated spend of national and provincial departments. The focus is thus turned to the Province of KwaZulu-Natal. The budget statements that are published by the KwaZulu-Natal Provincial Treasury state that the Province of KwaZulu-Natal will be allocated an amount of R51,1 billion for the 2008/2009 fiscal year. The breakdown of this amount is shown in the table below. 
	Summary of payments and estimates by economic classification for the 2008/2009 fiscal year

	
	R'000
	
	% of total budget

	Current payments
	      38,329,194 
	
	75.07%

	Compensation of employees
	      28,264,516 
	
	55.36%

	Goods and services
	      10,064,678 
	
	19.71%

	
	
	
	

	Transfers and subsidies 
	        7,210,990 
	
	14.12%

	Local government 
	          944,853 
	
	1.85%

	Non profit institutions
	        3,532,145 
	
	6.92%

	Households 
	        1,307,273 
	
	2.56%

	Other 
	        1,426,719 
	
	2.79%

	
	
	
	

	Payment for capital assets
	        5,520,171 
	
	10.81%

	Building and other fixed structures
	        4,532,549 
	
	8.88%

	Machinery and equipment 
	          981,816 
	
	1.92%

	Other 
	              5,806 
	
	0.01%

	
	
	
	

	Total 
	      51,060,355 
	
	




Table 1: Summary of payments and estimates by economic classification for the 2008/2009 fiscal year
The provincial departments will thus have an amount of R15,6 billion to spend on goods and services and payment for capital assets. This amount equates to 30.52% of the total budget. This amount will be spent via the supply chain management frameworks as either a direct purchase, public private partnership or other contractual relationship via quotations or bids.  This information is being used to set the scene to discuss the following topics that are part of this paper. 

· The supply chain expenditure analysis and the response by the provincial government
· Demand management in the National and Provincial spheres of government. 

· Application of private sector SCM practices in the public sector

· Way forward on supply chain management in the Province of KwaZulu-Natal 
2. The supply chain expenditure analysis and the response by the provincial government
The SCM unit within the KwaZulu-Natal Provincial Treasury published in the Budget statements of 2008/2009 and analysis of the expenditure within the KwaZulu-Natal Provincial Government. This analysis was done to determine the impact of provincial spending on provincial priorities of broad based economic empowerment, unemployment and poverty eradication. The information that is presented is on actual spend over the 2005/2006, 2006/2007 and 2007/2008 fiscal years.
The analysis is restated in the table below
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Table 2: SCM spend analysis – Budget threshold

The following statistics can be drawn from this table

· Almost 80% of the provincial budget on goods and services and payment on capital assets is being distributed among 7% of the provincial suppliers which equates to 1,106 suppliers in 2007/2008 and 
· 93% of provincial suppliers (equating to 14,737 suppliers in 2007/2008) are competing to attain the remaining 20%.

Taking into consideration the trend as shown in table 2 above, I illustrate in the table below the projected SCM spend analysis for the 2008/2009 fiscal year and compare that to the spend analysis for 2007/2008. The assumptions that I make are that there no new suppliers introduced in 2008/2009 and the same proportion of spending will take place. 
	2007/2008 SCM Spend analysis
	
	

	Percentage of budget
	Rand value of spend R'000
	No of suppliers 
	Average spend per supplier R'000

	5%
	     678,549 
	    11,251 
	            60 

	15%
	  2,035,647 
	     3,486 
	          584 

	80%
	 10,856,783 
	     1,106 
	        9,816 

	Total 
	 13,570,979 
	    15,843 
	      10,461 


Table 3: Average spend per supplier for the 2007/2008 fiscal year
	Projected 2008/2009 spend analysis
	
	

	Percentage of budget
	Rand value of spend R'000
	No of suppliers 
	Average spend per supplier R'000

	5%
	     779,242 
	    11,251 
	            69 

	15%
	  2,337,727 
	     3,486 
	          671 

	80%
	 12,467,879 
	     1,106 
	      11,273 

	Total 
	 15,584,849 
	    15,843 
	      12,013 


Table 4: Projected average spend per supplier for the 2008/2009 fiscal year
The information in respect to stratifying the suppliers into the following categories was not available. 
· Public interest companies 

· Medium sized business 

· SMME 

· Co-operatives 

· Other 
The budget statements for the 2008/2009 fiscal year states that “ the statistics illustrated here(table 2.4 SCM spend analysis – budget threshold) highlight the ineffectiveness of government procurement processes make a visible impact on combating poverty and opening up economic opportunities to the previously disadvantaged groups thus reducing unemployment” 
As a way forward, the KwaZulu-Natal Provincial government will embark on an aggressive plan of action, which aim to do the following

· The KZN Provincial government will “facilitate and guarantee” the award of nearly 12% of procurement spend to small enterprises and co-operatives as per identified sectors. In monetary terms this constitutes an injection of almost R1,2 billion into the local economy. The identified sectors are: 

· Agriculture, forestry and fishing; 
· Catering, accommodation and other trade;

· Clothing, textile, leather and footwear;

· Community, social and personal services;

· Construction;

· Finance and business services;

· Retail, motor trade and repair services;

· Transport, storage and communications; and 

· Wholesale trade, commercial agent and allied services. 

· Fast track the implementation of BEE codes of good practice by establishing a separate charter that specifically regulates the KwaZulu-Natal economy.
· The KwaZulu-Natal scorecard will be applicable to all procurement above R100,000 and the province will conduct business with service providers demonstrating a minimum of level 6 (60 %) BEE compliance.
· The Province will aim to identify suitable accreditation agencies for the accreditation of provincial suppliers 

The overall caveat is that a phased in approach will be adopted with respect to the charter, in that specific targets will be determined for a ten year span. 

3. Demand management in the National and Provincial spheres of government

Since inception of the SCM framework the majority of the focus of SCM has been on acquisition management and in particular the reform in respect to the bid processes from standardisation of bid documentation to introduction of scoring mechanism (distinction between functionality and price). 
The focus needs to shift towards demand management as this is the process that initiates the remaining SCM processes. Demand management is defined as the action of assessing “what” good or service is needed, and then “planning” when and how that good or service will be acquired. 

At the inception of supply chain management framework the focus within demand management has been on setting up SCM committees, namely bid specification, bid evaluation and bid adjudication committees. The setup and composition of these committees were also recommended. More importantly a code of conduct was also developed for the committee members to adopt. In fact every SCM practitioner is bound by the code of conduct. The code of conduct aims to achieve the following: 
· Value for money 

i. Monetary value and quality 

ii. Best outcome that is cost effective 

iii. Achievement of government policy objectives

· Open and effective competition 

i. Transparency 

ii.  Availability of information 

· Ethics and fair dealing 

i.   Respect and trust from all parties involved 

ii.   Prevent fraud and corruption  

iii.   Acceptance of gifts  

·    Accountability and reporting  

i.  PFMA requirements 

· Equity  

i.   Economic growth 

ii.   SMME and HDI’s 

iii.   Co-operatives and Youth 

iv.    BBBEE and LED 

v.    Sustainable development 

vi.    Poverty alleviation      

vii.    Growth of second economy 

There has not been an assessment or means of ensuring that SCM practitioner has actually adopted the code of conduct. 

In the national sphere of government that is no formal practice to standardise demand management from the perspective of “what does the user want and when to procure? In the Province of KwaZulu-Natal the provincial treasury issued a SCM guideline which adopted a formal process which was termed procurement planning. 
Before I expand on procurement planning, I will expand on preferential procurement objectives. The Preferential Procurement Policy Framework Act, Act 5 of 2000 introduced preferential procurement in order to fulfill the constitutional requirements of Section 217(3), by introduction of preferential points system for the award of quotation and bids (tenders). That is the 80/20 and the 90/10 preferential point system. The 80/90 points is for price and functionality and the 10/20 for preference points . The preferential goals as identified in the PPPFA are 
· Historically disadvantaged individuals 

· The promotion of South African owned enterprises

· The promotion of export orientated production to create jobs

· The promotion of SMME’s

· The creation of new jobs or the intensification of labour absorption 

· The promotion of enterprise located in a specific province for work to be done or services to be rendered in that province
· The promotion of enterprises located in a specific region for work to be done or services rendered in that region
· The promotion of enterprises located in a specific municipal area for work to be done or services rendered in that municipal area.

· The promotion of enterprises located in rural areas.

· The empowerment of work force by standardising the level of skill and knowledge of workers

· The development of human resources, including assisting in tertiary and other advanced training programmes in line with key indicators such as percentage of wage bill spent on education and training and improvement of management and skill; and 

· The upliftment of communities through, but not limited to housing, transport, schools, infrastructure donations and charity organizations.
In KwaZulu-Natal the Provincial Treasury has chosen a smaller number of preferential goals when the PPPFA was implemented, namely, HDI, SMME and South African based products and services. 
When the SCM framework was introduced in 2004 the Province of KwaZulu-Natal implemented preferential procurement objectives (PPO) where the following categories of individuals or organizations were given preference. 

· Historically disadvantaged individuals

· Women 

· Disabled

· Youth 

· Black, Coloured and Asian men

· Black co-operatives 

· Priority Population Groups (African) 

· Other (In line with PPPFA)

A template was developed and each department is required to complete. The accounting officer of a department must formally adopt the PPO’s. The template is shown below.
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Figure 2: Preferential Procurement Objectives template
The template requires a breakdown of the spending in industrial sectors. This template is completed as part of the procurement planning process and the objectives as stated will be used as a benchmark for actual spending. 
I now return to the issue of procurement planning and how it is being implemented in the KwaZulu-Natal Provincial Government.  The annual procurement plan takes input from the following documents: 

· Departmental strategic plan and annual performance plan 

· Approved budget

· Preferential procurement objectives as issued by Provincial Treasury 

· Contract register 

· Operational plans

The information gathered from these documents is captured in the template below.
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Figure 3: Annual procurement plan template

This template is to be completed prior to the commencement of each financial year. The key idea behind procurement planning is for departments to plan projects well in advance as well as to identify the proposed targeted spending against the PPO’s 
The introduction of procurement planning is to improve targeted spending. The New South Wales Government published a document in 2002 and put across various questions to measure better procurement and targeted spending. 

I have answered these questions with application to the situation within the Province of KwaZulu-Natal. 
	Question 
	Situation in KZN

	Is management committed to introducing efficiencies and development best procurement practice?
	Yes 

	Have training programmes been established for procurement personnel?
	Yes, however left to the individual department 

	Are “just in time” delivery procedures in place?
	No

	Are your catalogue management system useful and up to date?
	No

	Are your procurement control, financial and accounting systems integrated 
	No

	Is action being taken to reduce expenditure by rationalising 

Procurement 

Deliveries 

Use of alternative items available at lower cost, but with equivalent functional and other essential characteristics. 
	Yes

No – no central warehousing 

Yes (drugs) and No – branded products

	Can tendering processes be improved?

Do you publish advance notice of major tenders

Do you brief providers before they respond to complex tenders
	Yes
Yes – not always on website

Yes

	Are procurement procedures regularly reviewed in order to eliminate duplication?
	No 


In my view the greatestt stumbling block to improving targeted procurement spending is the lack of integration of financial systems and in particular databases of information. 

The next section deals with private enterprises SCM practices and its application in the public sector.

4. Application of private sector SCM practices in the public sector

One must bear in mind that the private sector’s focus is on profit where as the public sector is on service delivery. More importantly it is the key focus of both sectors to seek maximum optimisation of its focus. The introduction of SCM in the public sector had provided an opportunity to optimise service delivery, however I believe that there is considerable room for improvement. 
The key question is, Can we use private sector concepts like “just in time” and lean manufacturing in the public sector? I focus on the element of lean manufacturing and its application to the public sector.

“Lean manufacturing” – is a collection of principles and tools that improve the speed of any process by eliminating waste. 

Lean manufacturing is a generic process management philosophy derived mostly from the Toyota Production System and the key focus was to remove the waste from the production process. Toyota had identified 7 key wastes which are as follows: 
· Transportation (moving products that is not actually required to perform the processing) 

· Inventory (all components, work-in-progress and finished product not being processed) 

· Motion (people or equipment moving or walking more than is required to perform the processing) 

· Waiting (waiting for the next production step) 

· Overproduction (production ahead of demand) 

· Over Processing (due to poor tool or product design creating activity) 

· Defects (the effort involved in inspecting for and fixing defects)

An exercise needs to be undertaken in the public sector to identify the areas were waste can be eliminated.  

Is lean manufacturing in the public sector plausible?

An article written by Chew Jian Chieh a senior consultant at Valecon Management Consulting explored this very question. He looked at the processing of an application and he considered 8 workable strategies.
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Figure 4: Typical government flow process for an application

We need to look no further than the application for an identity document at the Home Affairs office, and I am sure will conjure the nightmares for most of applicants. The 8 strategies that are outlined below can provide some way of reducing or eliminating these nightmares.

A) Synchronisation to customer needs 

The processing of an application for an ID at home affairs is not synchronised to the customer needs. A concept called “Takt time” needs to be introduced. Takt time is a measure of customer demand that is “available time for production: divided by the “customer demand”. The challenge is for the department of Home Affairs to determine both variables that is “available time for production” and “customer demand”. 
The key question that needs to answered by any government department is “How long does it take to do an activity?
Government needs to gather information from customers and in particular determine “How long is the customer willing to wait for an activity to be performed?”
B) Understand variation in customer demand

In the concept of “takt time” it requires a steady flow of customers and in any process this is not attainable and thus we need to cater for variation in customer demand.
There are invariably peak hours and non peak hours in respect to when customer require a service. eg. Lunch times or Monday morning etc. Government needs to identify strategies to deal with these peak hours in providing more counters during peak hours.

C) Create work cells 

Most government value streams are organised around separate departments and functions. For example, to obtain a ID document, an application form probably has to flow through no less than three separate departments and/or functions prior to approval and receipt of the document.
The solution to this kind of problem is deceptively simple. Why not create a work cell where all the necessary value-adding processing steps and personnel are located together?
A key feature of Lean work cells is the training of multi-skilled and flexible workers. In a Lean work cell, the goal is to have all workers trained to a level where everyone can perform the job at every workstation. Since everyone can do every job, processes are never left half finished because the right person to do a particular job is not around
D) Eliminate batch work and multitasking 

Because work within most governments is organized around functions and not around processes, most government officials are required to multi-task. Most government officials, at all levels, participate in more than one value stream. They also have a whole host of other types of work that takes them away from the main value-creating work streams (normally meetings and more meetings). To compensate for this, most government personnel batch their work – often waiting for a minimum number of work items to build-up before working on them. 

The creation of work cells will reduce this element.

E) Enforce First in First out 

In government processes, jobs are often delivered into an in-tray. The in-tray creates a natural last-in-first-out effect leading to large overall processing time fluctuations. Large overall processing time fluctuations make the overall process less capable of meeting customer requirements as a whole.
The creation of work cells will reduce this element.

F) Implement standardised work and load levelling 

It is fairly common to find different government workers performing similar tasks using slightly different methods and time, and this is also applicable to highly repetitive work. Government thus needs to form a basis for work to be standardised. Because work is not standardised, there is no basis for evaluation and improvement
Often, the "best" workers are loaded with more work because they work faster and more efficiently than other workers. Overall and over time, this encourages government workers to slow their pace. They learn that additional work will be pushed to them once they complete a certain amount of their current workload. Hence, production is paced according what is deemed reasonable by the supervisor and not paced according to customer demands.
Thus load levelling needs to be introduced, however government lacks the tools to determine which staff has completed processing X number of application per hour.
G) Do Today’s work today

Most government officials do not believe that work that arrives today can be finished today. They are correct to believe so because the way the work streams are currently set up do not allow work that arrives today to be complete on the same day. Over time, this cultivates a mindset that says, "We can always do it tomorrow."

Amendments to process flows needs to be introduced to accommodate this concept.
H) Make the value stream visible

Most people working in government do not even know they are part of a larger value stream. They think largely in terms of their job and their function. Rope officials into determining the process flows and identifying the elements of waste, most of those officials will be surprised at the result. 

“Is lean manufacturing plausible is government?”
5. Way forward of SCM in the Province of KwaZulu-Natal 

I believe that the SCM focus in the Province should be on the following elements: 

· Introduction of a BEE scorecard, rather than focus on equity ownership 

· Integrated suppliers database 

· Introduction of transversal and periodic contracts, thus reducing the number of invites for quotations and bids

· Introduction of eProcurement

6. Conclusion 

In conclusion I revisit the simple definition of supply chain management 

“ A function that ensures that goods and services are delivered to the right place, in the right quantity, with the right quality, at the right cost and at the right time.”

If government continues to revisit this definition, it will ensure that the promised service delivery is being provided to the citizens of this country at the best possible price.
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� Budget at a glance issued by the National Treasury


� Extract from the budget statements for 2008/2009 of the Province of KwaZulu-Natal published on the 28 February 2008


� Extract from the Province of KwaZulu-Natal Budget Statements 2008-09 pages 13 and 14
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Debt  R55bn  

General administration   

R40,3bn 

Economic services  

R165,2bn 

Defence and 

intelligence  30,4bn 

Police, prison and 

courts  R64,9bn 

Housing and 

community 

development  R52,5bn 

Welfare and other 

social security   

R105,3bn 

Health   R75,5bn 

Education   R121,1bn 

