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Report for Department of Communities and Local Government on Potential Local Government Savings through Better Procurement 
Purpose of this Report

This report is to provide an outline of the potential savings in local government expenditure through better procurement based on the knowledge and experience of Improvement and Efficiency South East (IESE). Compiled at short notice, this report has not been independently verified; any figures are indicative only and must not be republished without the prior consent of IESE.

Introduction

According to the data compiled by OGC and published on the CLG website, procurement spend by English Local Authorities in 2009/10 was £41.5bn. The following sections of this report look at subsets of that spend and provide estimates of where savings can be made. This report ignores the potential effect of service cuts, which would result in savings through councils simply needing to procure lower volumes of particular goods and services rather than achieving better value for money.

	Category
	09/10 Spend (£bn)
	% Total

	Social Care
	10.675
	26%

	Construction
	8.079
	19%

	Professional Services Other
	5.287
	13%

	Personnel Related
	2.53
	6%

	Facilities
	2.52
	6%

	Waste Management
	1.895
	5%

	Travel
	1.792
	4%

	Professional Services Temp Staff
	1.532
	4%

	ICT
	1.509
	4%

	Professional Services Consultancy
	1.148
	3%

	Energy & Utilities
	1.022
	2%

	Marketing & Media
	0.87
	2%

	Engineering Goods
	0.733
	2%

	Office Solutions
	0.577
	1%

	Logistics
	0.434
	1%

	Operational Goods
	0.405
	1%

	Vehicles
	0.244
	1%

	Clinical & Medical
	0.148
	0%

	Fuel, Lubricants & Gases
	0.066
	0%

	Total
	41.466
	100%


Social Care

According to the OGC figures, expenditure by English Local Authorities on social care procurement was £10.7bn in 2009/10. The largest area of spend within this category is on residential care and specifically residential care for adults. The latest published data (for 2008/09) shows that annual spend on residential care breaks down as follows:

	
	Gross Expenditure £m
	% Independent Provision
	Estimated External Spend £m

	Adults aged over 65
	4,733
	91
	4,303

	Adults aged under 65 with Physical Difficulty or Sensory Impairment
	381
	96
	366

	Adults aged under 65 with learning difficulties
	1,651
	91
	1,502

	Adults aged under 65 with mental health needs
	358
	97
	347

	Looked after Children
	935
	53
	496

	TOTAL
	
	
	7,014


The largest spend is on residential care for older people, but the opportunities for savings are limited because the providers of these services typically subsidise the costs of placements made by councils through profits made on charges to self-funders. The main focus for councils is reduce the percentage of older people going into residential care (by enabling them to continue living in their own homes) in order to balance the increasing numbers of older people requiring support.

However, savings have been made successfully on the costs of residential care for adults with learning difficulties through use of IESE’s Care Funding Calculator and subsequent renegotiation of placements costs. The most successful council using the tool has achieved a saving of 1.4% on its gross spend over 1 year. The scope for improving on this is limited by the turnover of placements, frequency of contract renewals and resources available in councils to carry out the necessary contract negotiations, although figures in excess of this have been achieved in the West Midlands. If this success was replicated over each of the 3 years of the spending review period by all councils, the total possible savings would be equal to £63m. IESE also believes that the tool could be applied to the other groups of adults under 65 listed in the table above, plus looked after children, a total spend of £1.2bn per annum, and a total saving over 3 years based on 1.4% each year of £51m.

In adult services, expenditure on non-residential care is now largely being transferred to the control of citizens through personalisation. However, where councils are still spending significant sums of money on domiciliary care (£2.3bn in 2008/09), there are examples of savings of the order of 25% (Windsor & Maidenhead ) through refreshing contractual arrangements but there is no evidence to enable an estimate of how many councils could replicate that achievement.  The only other opportunity for procurement savings is the £240m pa spend on equipment and adaptations, where frameworks or other collaborative arrangements could yield benefits.

In Children’s Services, the next biggest external spend category is Independent Fostering Services (£450m pa). IESE believes that this is a market where framework agreements could drive down costs but there is no evidence for the scale of any potential savings.

Construction

According to the OGC figures, expenditure by English Local Authorities on construction procurement was £8.1bn in 2009/10. This figure represents the spend on main contractors and supplies only – a significant proportion of consultancy and other commodity spend is also connected to construction. The largest source of potential savings within this category is through use of framework arrangements for major projects. IESE and other RIEPs have arrangements in place that OGC has estimated save 9% on the project costs.  A report by the Office of National Statistics for the Department of Business Innovation & Skills puts the annual capital expenditure by local authorities in England on construction, conversion and renovation at £13.4bn. 

	
	Capital Expenditure by English Local Authorities on Construction, Conversion & Renovation in 2008/09 £bn

	Education
	3,958

	Transport
	2,984

	Housing
	3,299

	Sport/Rec
	425

	Other*
	2,725

	Total
	13,390


An estimated ¼ of this spend could potentially be channelled through major project framework arrangements, which, excluding the impact of spending cuts would give a potential annual saving of £300m. Further savings are possible on smaller construction projects through subregional or more local framework arrangements. However, savings opportunities in this category more than any other are at risk from the reduction in spend likely to result from budget cuts. 

Waste Management

Most of the £1.9bn per annum spend by local authorities on waste management relates to major contracts for either waste collection or waste disposal. Disposal cost savings are difficult to estimate due to a background of increasing costs and the local variation due to geography and current capacity. However, waste collection cost savings are easier to estimate. Most of these costs are wrapped up in long term contracts so savings opportunities arise when contracts are up for renewal or where there is an opportunity to renegotiate contract terms with incumbent suppliers.

 In the next spending review period, waste collection contracts worth £1.05bn (or £150m pa since contracts are typically for 7 years) are up for renewal.  A combination of partnerships between authorities and framework procurements could potentially yield savings of 10% based on the experiences of South Oxfordshire and Vale of White Horse, Mid Sussex and East Kent.  However, much of these savings would come later in the spending review period due to the long lead time for contract procurement. An estimated 6 new councils each year could benefit from savings on their new waste collection contracts, each saving £350k pa giving a total incremental saving opportunity each year of £2.1m. The major barriers to achieving this are the willingness of councils to agree to more standardised service specifications and partner effectively with other councils. There is also the need for sufficient resources to help set up the partnership arrangements and framework agreements.

Where there are clusters of authorities with the same waste collections contractor, there may be opportunities to renegotiate current deals on the basis of sharing some costs through linking the current services. The example of Capital Ambition in London suggests that it is possible to achieve at least a 5% cost reduction on contracts worth just over £30m in the South East, and an estimated £200m nationally. The lead time for the negotiations is likely to mean that some of those savings might not be realisable until 2012/13. Hence this opportunity might be worth £5m in 2011/12 then £10m in each of 2012/13 and 2013/14.

One opportunity worth evaluating within waste disposal is whether other councils could follow the lead of Hampshire County Council and achieve savings through renegotiation of disposal contracts on the basis of the new ability to generate income from the production of energy from waste.

Other Commodities and Services

The major sources of successful savings in other categories are again framework agreements that yield savings through aggregating demand. Here are some of the savings opportunities based on arrangements recommended by IESE:

	Category
	09/10 Spend (£bn)
	Savings Opportunity

	Professional Services Other
	5.287
	OGC framework set up to support construction is showing 14% savings to date giving a total opportunity of £740m

	Professional Services Temp Staff
	1.532
	OGC temporary staff category management estimates savings of 5% in 09/10 report giving potential saving of £77m

	ICT
	1.509
	OGC framework has saved 10% giving a total opportunity of £150m

	Professional Services Consultancy
	1.148
	OGC SCAT framework has delivered savings of 10% giving an opportunity worth £115m

	Energy & Utilities
	1.022
	OGC framework has saved 35% for Birmingham giving a total opportunity of £360m

	Office Solutions
	0.577
	20% savings on stationery through collaborative procurement in West Sussex which if repeated would give an opportunity worth £18m

	Possible total opportunity
	11.075
	£1.46bn


There are a number of barriers to realising these savings including:

· Decentralised purchasing within councils requiring significant effort to ensure all spend use best value contracts
· Unwillingness of councils to collaborate
· Lack of/varied procurement skills and expertise

· Lack of/varied use of frameworks and lack of knowledge of existence of frameworks

· Lack of standardised specifications and processes that steers Councils to frameworks or collaboration
· Current long term contracts with prohibitive penalty clauses for premature exit
Overcoming these requires time and resources and based on IESE’s experience it is unlikely, particularly if existing support such as that provided by RIEPs is withdrawn, that more than 15% of these opportunities could be achieved during each year of the spending review period. This is equivalent to a saving worth approximately £220m pa. It is likely that similar scale savings are possible in other commodity and service areas but IESE does not have the evidence to suggest the size of those opportunities.

Summary

Here is a table summarising IESE’s view of evidence-based potential savings for councils in England through procurement during the next spending review period. NB these are savings each year vs. a benchmark of 2009/10 spend.  These will be very approximate given that estimates have used 09/10 or sometimes 08/09 spend figures as part of the calculations.

	
	2011/12
	2012/13
	2013/14
	Total

	Social Care
	£114m
	£228m
	£342m
	£684m

	Construction
	£300m
	£300m
	£300m
	£900m

	Waste Management
	£7m
	£14m
	£16m
	£37m

	Other commodities and services
	£220m
	£440m
	£660m
	£1320m

	Total
	£641m
	£982m
	£1318m
	£2941m


NB these represent only the savings where IESE has the evidence and expertise to make a reasonable estimate, not the full scale of potential savings across all external spend.

IESE believes these savings are only achievable providing:

· Budget cuts do not suppress demand for these services and commodities

· Resources are available to support use of the tools and mechanisms that enable these savings

· Councils are prepared to enter into collaborative arrangements on a much larger scale than they have done to date

Savings opportunities excluded from the above figures due to lack of evidence but worth researching to see if the potential savings could be increased include:

· Domiciliary care contract renewal

· Foster care frameworks

· Waste disposal contract renegotiation
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