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NEw WAYS OoF LOOKING AT

PROCUREMENT

e CPO's role is strategic

e Continuously promote
efficient policies and embrace

new procedures

e Extend cooperative effort
beyond traditional branches

of government

e Integrate procurement

technologies

Introduction

This paper provides a roadmap for state and local governments to improve
government efficiency and generate savings that can fund critical government
services instead of raising taxes, cutting services, or seeking additional funding. The
material focuses on the advancement of public sector procurement operations and
discusses trends and new practices in the promotion of procurement effectiveness.

Efficiency Improvement Steps

We believe that the best way to improve efficiency in public sector procurement and
generate hard dollar savings is to take a holistic look at the “spend management”
process across the entire government. First, the role of the procurement office must
be considered a strategic, not tactical, element to the success of government. The
chief procurement officer (CPO) position must be considered as a true “C” level
position in government and have equal status with the CFO and CIO. In most
governments today, CPOs and the operations that they manage are considered part
of the “backroom” operations, serving a tactical need. This restricts their ability to
execute strategically.

Second, government must be vigilant in continuously improving internal
procurement policies and procedures. Government leaders must take a firm stance
on changing longstanding culture and championing new and innovative ways to
increase efficiency. Leaders will require the execution of a focused and ongoing
change management and improvement program to facilitate a positive change in
behavior and culture that results in the creation of an efficient, collaborative
procurement program. The benefits are administrative efficiencies, better contracts,
stronger vendor relations, and the delivery of best-value contracted goods and
services to internal customers. Part of the change in culture also requires a
rethinking of a procurement officer's interactions with government programs and
agency operations. The professionals of a central procurement organization should
be embedded in, and accountable to, the programs that require their services.
Similarly, agency experts should be shared with the central procurement
organization, lending their experience to the development of better contracts in
their particular areas of expertise.

Next, the services of the CPO and the procurement office need to extend beyond the
traditional executive branch of government boundaries. There needs to be an
established, structured, cross-boundary approach that includes state and local
government, higher education, and government authorities to leverage the
collective purchasing power of government. The historical boundaries and division
of power between these entities must change. The need to continue operating
separately at the expense of creating additional value and realizing true efficiencies
must shift to a cooperative effort leveraging the dollars, human resources, and
tools.

Lastly, as government moves forward with policy, procedural, and cultural change,
procurement technologies can be implemented in parallel to further accelerate
change and efficiency and to increase enterprise visibility into spending across all
categories of procurement. In addition, CPOs need to leverage these source-to-pay
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CHALLENGES

® Procurement not seen as

a strategic operation

* Fragmented procurement

approach

e Lack of governance model

e Underperforming
procurement systems /lack
of subject matter knowledge

e Aging and retiring workforce

 Difficulty in retaining and

recruiting top talent

tools to execute policy and procedures consistently across the entire government.
The costs for such tools in today's market are much lower than in past years.
Today's tools are now considered a commodity in the market. In addition, many of
these tools are now available to government in the form of Software as a Service
(Saa$S), eliminating the need to purchase and maintain the hardware and software.

The combination of these efforts serves as the foundation for a high-value,
automated procurement program that supports cross boundary coordination and
cooperation (executive, higher education, local government, and perhaps
multi-government).

Current Challenges

According to the U.S. Office of Budget Management, U.S. state and local
governments were expected to spend approximately $1.5 trillion on goods and
services in 2006". This level of spending creates enormous leverage for the
government to drive down costs and improve the quality of service that it can
receive from vendors. However, current administrations face challenges on several
fronts.

Procurement often seen as “backroom” rather than strategic function

While there have been pockets of improvements in the way government manages
procurement operations, most CPOs still manage operations that are considered to
be “backroom” functions that provide little strategic value. Techniques such as
strategic sourcing are met with skepticism, and outside help to modernize
operations is frowned upon. These factors truly inhibit the ability of procurement
operations to create the changes necessary to support the transformation of
government procurement and create savings that can be utilized for other purposes.

Fragmented purchasing leads to inefficiency and lack of purchasing leverage

Throughout most of the United States, government procurement operations are
multi-channel and independently managed. Typically, there are at least four
separate procurement groups operating independently from one another at the
state level—executive branch non-IT procurement, executive branch IT procurement,
executive branch department of transportation construction procurement, and
higher education procurement—with each group claiming to have unique needs and
requirements. Add to this separate local government purchasing entities (with their
own procurement authority) and quasi-government purchasing entities and
programs, such as authorities and vertical construction projects, and one quickly
realizes how confusing and inefficient this type of procurement culture and
approach is to government and its vendors.

This fragmented approach to procurement does not allow government to aggregate
its purchasing power to drive down costs, improve service, or reduce the time and
resources required to efficiently manage the process. Nor does it provide for an
efficient single face of government to the vendor community. The true challenge is
to transform this silo approach by integrating these primary stakeholders into a
single program that presents a coordinated overall procurement approach to the
vendor community.
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AGING WORKFORCE

“The proportion of older
workers is expected to shoot up
an average of 4% per year

between 2000 and 2015.”

~The Center for Organization

Research

Limited effectiveness of existing procurement technologies

While most governments leverage some components of the source-to-pay systems
in the market today, maximizing the benefits of e-procurement is conditional upon
successfully implementing good procurement practices and having the right
experience and skill sets among the staff. A Gartner report” revealed that many
ERP/financial application suites with e-procurement modules lack the capability to
capture all the relevant data and functionality needed by suppliers of complex
goods and services to fill their orders. As a result, organizations perform custom
workarounds and manually process major categories of spend. These difficulties
require the CPO to carefully perform due diligence, in consultation with the CFO and
ClO, when choosing source-to-pay solutions.

Aging workforce and diminishing future talent

CPOs must consider the skill-sets of their current employees and their ability to
recruit, hire and train new talent, especially as an increasing number of government
workers are approaching retirement age. A research study’ conducted by The
Center for Organizational Research on the aging and retiring government workforce
expects the proportion of older government workers to increase at an average rate
of 4% per year between 2000 and 2015. The study's conclusions show that various
factors such as past employment patterns (tremendous growth in the 60s,
downsizing in the late 8os/early 9os, declining appeal of public service, competition
with the private sector for talent, and cutbacks in training and development
programs) have resulted in the considerable disparity between the percentage of
young and baby-boomer workers. Not only must procurement officials take into
account a retiring workforce, but they must also consider the outlook of future
talent qualified in procurement.

The shrinking pool of new labor coupled with the increased competition from the
private sector may make it difficult for government agencies with limited resources
to augment or maintain their workforce. They also must improve the skills of their
workforce in order to leverage today's procurement technology solutions. Meeting
this challenge will require the CPO to make some tough decisions in the coming
years. They must implement creative ways to attract new talent, which may be
difficult given government and union rules on recruitment and staffing, or augment
current staff with individuals hired from outside services. There is a third emerging
option, which is to outsource some components or categories of procurement
functions, allowing the CPO to deploy limited resources on the highest value
activities and remain focused on the more strategic functions of the agency.

Proposed Strategies

Undertaking meaningful procurement transformation to modify culture through
business process reengineering and change management creates a foundation that
can be further strengthened through technology tools. When the new culture and
technology are combined, they create a powerful force to build a new community of
vendors, shoppers, and procurement professionals all supporting this important
initiative through a single window of government. With these objectives and challenges
in mind, the following outlines building blocks to improve procurement efficiency, free
staff to devote time to improve vendor relationships and contract management,
optimize use of procurement technologies, and ultimately drive down costs.
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PROPOSED STRATEGY:

OPTIMIZE RESOURCES

1. Use a central governance

model (CPO, CFO, CIO)

2. Facilitate cross-agency

collaboration

3. Outsource less strategic

functions

4. Perform a process

optimization review

5. Examine current statutes,
regulations, policies, and
procedures to determine if

changes are required

6. Eliminate unnecessary and
manual approval steps and

duplication of efforts

OPTIMIZE RESOURCES: PoLIcY AND PROCESS

Governments need to determine the most appropriate way to effectively leverage
limited staff resources. At the category level, collaboration across agencies on
similar procurements can ultimately benefit all parties. Collaboration will promote
new communities of common interest inside of procurement. These communities
will then be able to operate efficiently, sharing knowledge and time within a
particular category of spending that is tracked and monitored using readily
available source-to-pay tools.

At the government-wide level, regardless of the procurement situation (centralized,
decentralized, outsourced or use of outside expert resources), it is important to
have a centralized governance structure to manage policy and process and to
leverage resources across the enterprise. This central governance organization
should be a joint effort between the CPO, ClO, and CFO. The strength of this model
lies in the recognition of the CPO as a peer and in the CPO's ability to leverage the
chief strategist on technology tools who has the knowledge to choose the right
solution, and the financial officer who is in the best position to enforce spending
compliance and verify savings.

This governance model requires governments to rethink the current structure and to
establish a long term relationship that forms a cooperative approach leveraging the
strengths of each “C” level member. They must collectively set the policy, focus and
direction that allows for collaborative cross-government cooperation. If the
procurement program extends to other entities (for example, if local governments
can buy off of a state's contracts), consideration should be given to how those
entities can and should become part of the governance structure and the overall
procurement program. Depending on the level of participation by a local
government entity or group, this inclusion may be limited to a particular category of
spending or across all levels of the enterprise procurement program.

There are several benefits to collaboration at the category level and in the overall
procurement:

e Expertise and unique skills of procurement professionals located in agencies
across a government will be leveraged.

e Creation and management of the procurement policies and processes will be
controlled by a central entity that has the authority to marshal limited resources.

¢ Input and ongoing management will be secured from various specialties
including procurement, information technology and finance.

¢ New skills and expertise are embedded into the procurement organization
without the need to maintain a large central organization.

e Procurement staff is closer to the customer and can be embedded in the
customer agency teams for large and strategic projects.

e Cross boundary communication will be improved and a community of common
interest will be created.

e Broad input is allowed into creating and evolving government procurement away
from a rule-intensive, transaction process-driven program to a strategic
imperative of government.
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UNDERGOING PROCUREMENT

TRANSFORMATION

Procurement agencies can no
longer be satisfied with the
status quo. To overcome
increasing organizational
pressures related to cost and
efficiency, a strong central
governing body is needed to
establish and manage a set of
collaborative, outcome-focused
policies and practices. This
creates accountability both to
the voters and to the many
constituencies that government
agencies and procurement

serve.

Summary

The breadth and scope of the goods and services needed in government to deliver
services ranging from human services, to transportation, to public safety, to
collections, and a myriad of other citizen services, pose numerous challenges for
procurement operations. Meeting the public sector test of fair and open
competition for government contracts adds to the challenge because it requires a
number of policies and procedures to ensure that the standard is met. To be
successful, a strong central governing body is needed to establish and manage a
set of collaborative, outcome-focused policies and practices that acknowledge the
unique requirements of the public sector. In this way, a government can use this
body to leverage a limited number of resources focused on meeting the needs of a
single agency. It will be empowered to carry out government-wide critical functions
such as strategic sourcing, contract and vendor management, and other skilled
worker functions not historically required in a transaction-driven environment.
Implementing such a program will create accountability both to the voters and to
the many constituencies that government agencies and procurement serve.

Transforming existing procurement policies to embrace new, efficient practices and
enable technologies is a key fundamental driver to the success and survival of any
government agency. CPOs are encouraged to recognize that the status quo will not
sustain their organizations for the long term. Whether there is transformation in
terms of governance, staffing, outsourcing, new technologies or a combination of
any of these pieces, procurement agencies must be ready to adapt and serve the
constantly changing needs of the government.
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About CGl's Spend Management Solutions

At CGI, we're in the business of satisfying clients. For more than 30 years, we've

operated upon the principles of sharing in our clients' challenges and delivering
ABOUT THE AUTHOR quality services to address them. A leading IT and business process services

provider, CGl has approximately 26,500 professionals operating in 100+ offices

Gary Lambert is a vice worldwide, giving us close proximity to our clients.

Through our Spend Management practice, CGl has the deep capabilities and

extensive service and technology offerings that support governments in enhancing

their procurement operations and vendor relations. CGl is ready to serve as a

consulting resource, solution provider, and managed services partner to assist

practice. In this role, he serves government decision-makers in the development, analysis, implementation and
management of the procurement solution that best fits their needs.

president within CGI’s Spend

Management Solutions

as the subject matter expert in
The below diagram highlights our full, end-to-end procurement solution offering.

the area of public sector spend

management, procurement, CGl’s Spend Management Offerings
and enterprise resource
planning. In particular, he is the
solutions architect for the end o l ’ et Frocessing

endor Management « Compliance and Savings

Commonwealth of Virginia’s - Marketplace Creationand \y Monitoring
Operation

nationally recognized, award-

* Procurement Quisourcing - Organization and Process Assessment

Winning eVA e-procurement . * Technology Solutions * Procurement Technology Effectiveness
~ + Change Management » Supply Chain Strateqy -
system and serves as the + Training » Supplier Relationship Management

executive advisor to a variety of

government clients on strategic For more information, please visit our website (www.cgi.com/spendmanagement) or
our newsletter (www.procurementinsight.com), or contact us at
spendmanagement@cgi.com.

sourcing and procurement

transformation. Before joining

CGl, Mr. Lambert spent nearly

20 years working in Footnotes:
(1) Office of Budget Management FY2008 Budget - Historical Tables - Total Expenditures
Massachusetts government,
1948-2006
nine as the chief operating (2) Wilson, Debbie (2006). One-Size Procurement Transaction Tools Don't Fit All, Gartner
Research
officer for the Massachusetts (3) Young, Mary B., Dr (2003) The Aging-and-Retiring Government Workforce: How Serious

Is the Challenge? What Are Jurisdictions Doing About It?, The Center for Organizational

Operational Services Division. Research, Division of Linkage Inc.
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