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Preface

With the clear trend towards Local Authorities (LAs) adopting new eProcurement
systems to improve efficiency and effectiveness, it was felt that small and medium-
sized businesses (SMEs), particularly the smaller ones, might be disadvantaged if they
did not start to respond positively to this move towards electronic trading. This is why
the EPROC project — with partners from Germany (MFG Baden-Wirttemberg), The
Netherlands (ISCOM), Ireland (TSSG) and Wales (Antur Teifi and eCIC) — came into
being.

Besides this guide, the EPROC project has produced two other guides;

1. Understanding Local Authority eProcurement Developments. A
Pragmatic guide for SMEs

2. Sustainable eProcurement with SMEs. A Guide for Local Authorities.

In addition, two small pocket guides have been developed for use by SMEs on the
subjects of Sustainable Procurement and Understanding Local Authority
eProcurement Developments For further information, please visit www.eproc.org.

Although this guide takes a comprehensive look at sustainable eProcurement, it is
particularly focused on the implementation of sustainability in procurement initiated
by LAs. From this perspective it highlights possibilities for LAs to involve local
SMEs.

To structure this guide, use has been made of a procurement model that is based on
Van Weele (2005), which has been augmented to explicitly deal with sustainability.

Strategic Procurement Operational Procurement

<
<

»
»

» <
<
e-?;izt:?:::rgfnt Determining Soecting Contracting Ordering Expa?:[;tlng Foll;r\:;—up Sl
preconditions BReateaty supplier evaluation evaluation = RlaCieel

Van Weele's Model

The other EPROC guides have used a different but similar model. They both have the
same vision of what the procurement process is all about. See below.
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Strategic Procurement Operational Procurement

Model used for EPROC SME and LA guide

The model that was used for this guide was felt to be more applicable in the context of
sustainable procurement as it contained less operational details. Moreover, it
explicitly recognises the preconditions for (sustainable) eProcurement. Both features
are helpful in focusing on the sustainability aspects of the various phases of
sustainable procurement.

This guide is about the implementation of sustainable electronic procurement by
Local Authorities (LAS). It has a major focus on sustainability and how to integrate
this in the procurement process. As sustainability is a broad concept involving the
economic, social and environmental aspects of productive activities, this guide takes a
comprehensive view.

In all cases, it is important to consider national and EU legislation on procurement and
the guide refers to them under various headings.

This summary underlines the sustainability aspects of the procurement by LAs. It is
structured by the procurement model that has been used throughout this guide (see
below)

P Strategic Procurement Operational Procurement o
< > >

Sustainable

> <
<
e-procurement DEtSInining SSectng Contracting Ordering EXp;rtljclitlng FOIE-:\)I.\:\guD Sustainable
preconditions specification supplier evaluation evaluation ‘e-procuremen

Sustainable eProcurement preconditions

Sustainability can be successfully implemented in procurement only if this is based on
an LA’s mission statement and policies. In general, it depends on organisational
support that goes beyond the sustainability and procurement department.
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according to which human productive activity should consider a positive
return in terms of People, Planet and Profit. That means, the simultaneous
pursuit of social enhancement, environmental quality and economic
prosperity. This concept has been developed to oppose a one-sided financial-
economic approach. See Figure 1, which is helpful in making sustainability
more practical.

People

Profit Planet

Figure 1. Triple Bottom Line

Another way of describing this balance is outlined below.

o Profit-Planet (Eco-efficiency): You offer good quality and useful
products while progressively reducing ecological impacts;

. People-Planet (Environmental equity): You do not shift the
environmental burden of production and consumption to other parts of
the world, and you do not harm the environment such that future
generations have to pay for it;

o Profit-People (Business ethics): You produce under fair conditions
with decent pay and good health and safety conditions, and provide
opportunities for individuals to develop (e.g. acquiring knowledge). It
also means contributing towards community development.

The central concept of this guide, sustainable procurement, can therefore be
defined as *“a process whereby organisations meet their needs for goods,
services [and public works] in a way that achieves value for money on a
whole life basis in terms of generating benefits not only to the organisation,
but also to society and the economy, whilst minimising damage to the
environment” (DEFRA 2006, p. 10).
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Key to successful sustainable procurement is a structured and standardised
approach. ICT (Information and Communication Technology) can make a
significant contribution to the procurement process. In fact, ICT solutions
can also make a difference when it comes to sustainable procurement. That’s
why it is called sustainable electronic procurement.

Electronic procurement or eProcurement can be defined as “[a] collection of
web technology-based purchasing solutions aimed at simplifying
commercial transactions within and between organisations” (Van Weele
2005, p. 175). In recent years the development of internet technology has
accelerated enormously and today’s internet technology can be of great help
when it comes to improving procurement transaction speed, accuracy and
efficiency. Furthermore, it enables an organisation to monitor and control its
purchasing expenses in a structured way. Taken together, eProcurement
solutions are indispensable to a professional procurement department or
organisation. Therefore, whenever relevant, the ICT aspects of a
procurement step will be accounted for.

1.4 Sustainable procurement in public authorities

Sustainable development has become a common goal for the countries within
the European Union. At its summit in Gothenburg in June 2001, the
European Council adopted the ‘European sustainable development strategy’
(European Commission 2001) and set-up the ‘6™ European Action
Programme’ that laid down the main policy objectives for this. These
objectives would be reached only if sustainability was taken seriously in all
policy areas. Implementing sustainable procurement is one important aspect
of the full incorporation of sustainability by public authorities.

Procurement can be defined as an acquisition process leading to the purchase
of goods or services (FTA 2006). The European Commission (2006) has
defined public procurement as “the purchases of goods, services and public
works by governments and public utilities”. Public procurement, as it
accounts for about 16% of GDP or €1.500 billion in 2002, is a key sector of
the EU economy (European Commission 2006). If all European public
authorities devoted their procurement capacity to making sustainable
purchases, the development of sustainable goods, services and public works
by suppliers would be both imperative and profitable.

Sustainable eProcurement guide for Local Authorities Page 12 of
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Relief

The research project Relief (executed in 2002; see European Communities
2004), co-funded by the European Commission, aimed to assess the potential
environmental benefits if sustainable public procurement were widely adopted
by public authorities of all member states — 15 at that time — of the European
Union. The findings justified the following conclusions:

« If all public authorities across the EU demanded green electricity, this would
save the equivalent of 60 million tonnes of CO,, which is equivalent to 18% of
the EU’s greenhouse gas reduction commitment under the Kyoto Protocol.
Nearly the same saving could be achieved if public authorities opted for
buildings of high environmental quality.

« If all public authorities across the EU required more energy-efficient
computers, this would lead the whole market to move in that direction, saving
830,000 tonnes of CO,.

« If all European public authorities opted for efficient toilets and taps in their
buildings, this would reduce water consumption by 200 million tonnes
(equivalent to 0.6% of total household consumption in the EU).

Procurement is a discipline par excellence that has to do with scarce and often
vulnerable human and non-human resources. Sustainable procurement is to
shift spending away from goods, services and public works that negatively
impact the environment and society, towards products that are
environmentally sound and socially beneficial (GVRD 2005). Because of this,
procurement can make a major contribution to sustainability within the
domain of a particular organisation. Moreover, through the process of
sustainable procurement public authorities can serve as a role model and make
people aware of the practical implications of sustainable development (see box
A US success with ‘Energy star’). Finally, sustainable public procurement can
stimulate sustainable product innovations (see box German model project on
solar heating for swimming pools).

A US success with ‘Energy star’

In 1993 the US Federal Government decided to procure only ‘Energy star’-
compliant IT equipment (European Communities 2004). The federal
government is the world’s largest single computer purchaser, and it is
estimated that this decision played a significant part in achieving compliance
with “‘Energy star’ standards for the vast majority of IT equipment on the
market. The environmental benefits of compliance with ‘Energy star’ by the
federal administration has been valued at 200 billion kWh of electricity saved
since 1995, which is equal to 22 million tonnes of CO..

Sustainable eProcurement guide for Local Authorities Page 13 of
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German model project on solar heating for swimming pools

In 1983, the European Commission and the German Ministry of Research and
Technology initiated a model project to substitute conventional pool water
heating with solar heating (European Communities 2004). The financial push
that public procurement has given to this innovative product has helped bring
the price down and has made the product more attractive to private purchasers.

1.4.1 Stimulation of local SMEs

Procurement that involves local SMEs fits well with sustainability goals. It
protects local employment (which thanks to SMEs does not depend on one or
two large employers only), encourages cleaner production in the local
economy and creates opportunities for innovative business especially for the
young highly educated entrepreneurs in the community. Local SMEs can
help promote such ideas among their local politicians.

Particularly in the area of food production, the large-scale/long distance
approaches have revealed serious problems because of unsustainable
developments (such as monocultures, extensive use of chemicals and long
distances to be bridged). These can be partly overcome by approaches based
on small-scale sustainable production methods and proximity of the entire
supply chains.

eProcurement (with an emphasis on the e, that is, electronic aspect) also
plays a major role in the stimulation of local economic development. Besides
the administrative benefits they obtain from this, they can improve
themselves in meeting the public authority’s demand because of superior
information systems that become available thanks to ICT.

SMEs and eMarketplaces

eMarket Services is a not-for-profit project that aims at making it easier for
SMEs to find and use electronic marketplaces for international business. It has
published a handbook for small business to learn how to use eMarketplaces,
which can be downloaded from its website®. See section 4.2.3 for more
information on eMarketplaces.

1.5 Benefits of sustainable procurement

Before going into the different procurement phases, one should have a clear
picture of the benefits from sustainable procurement by local authorities.
Generally speaking, it helps organisations like local authorities to make
choices that positively impact the local economy, environment, community,
and their own bottom-line (GVRD 2005).

Every procurement decision has to consider a variety of environmental,
social and economic factors, such as:

Sustainable eProcurement guide for Local Authorities Page 14 of
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e Consumption of raw materials, emissions and energy used to
manufacture products;

e Suppliers’ labour practices;

e Transportation required when moving products;

e Energy and materials required to operate products;

e Waste associated with products, e.g. waste packaging and products at
the end of their life cycle.

As the social and environmental aspects of products and services become
better understood and communicated, various segments of society will
increasingly respond (UNEP 2002). Consumers increasingly become aware
of the impacts their purchases have on society*, employees become more
critical about safe and healthy working environment, while financiers
increasingly screen their investments using social and environmental criteria.
The demands of these key stakeholder groups are major drivers for the
business community to implementing responsible environmental and social

practices.

Organisations may choose to pursue sustainable procurement for a variety of
reasons. Procuring goods, services and public works in a more sustainable
manner is helpful in saving on costs, contributing to local economic
development and improving employees’ motivation to work. The following
two tables enumerate both organisational and societal benefits from
sustainable procurement (GVRD 2005):

Bottom line benefits

Compliance and risk avoidance

Enhanced brand image

= Cost avoidance: lower waste
managerment fees, lower hazardous
material management fees, less time
and costs for reporting, and lower total
operating costs.

» Savings from consering energy, water,
fuel and other resources,

= Competitive advantage through
innowation and capturing market share.

* Increased equity or shareholder value.

= Easier compliance with environmental,
health and safety regulations.

= Demanstrated due diligence

and reduced risk of accidents,

reduced liability, health and

safety costs.

= Reduced likelihood of purchasing

a problem product (e.q. a product that
offends a customer or contains a toxic
chemical)

= Meet custormer demands for
sustainable products.

= Dermonstrated commitment to
sustainability vision and strategy.

= Improved image, brand and goodwill.
= Improved employee and community
health through cleaner air and water,
reduced demand for landfill space,
lower dernand for resources, enhanced
local economic development.

Table 1: Organisational benefits from sustainable procurement.

1 In a GlobeScan (2004) Survey, 44% of the respondents indicated that they have rewarded
organisations for being environmentally and socially responsible through their purchasing behaviour.
Such results indicate that nowadays good products and low prices are no longer enough.

Sustainable eProcurement guide for Local Authorities
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Strong economy

Healthy environment

Social well-being

* Help to develop markets for sustainable
products.

* Stimulates innovation by waorking with
suppliers to design alternative products
with fewer impacts.

* Enhances your local cormmunity
economic development through local
purchasing.

* Reduces material and energy costs
allows expenditures for other purposes.

» Avoids the generation of wastes.

* Harvests and uses raw materials more
efficiently.

= Reduces or eliminates toxicity, air and
water emissions.

* Supports suppliers who have a strong
commitment to local communities, and
social and environmental responsibility.
= Pramotes warker health and safety
standards, and high quality working
conditions.

* Provides safer and healthier products
for consumers.

Table 2: Societal benefits from sustainable procurement.

Table 1 shows the benefits of sustainable procurement for the organisation. It
makes clear that it does not necessary entail higher costs. On the contrary, it
may save money as it leads to fewer expenses on energy, safety and
maintenance. Sustainable purchasing may improve a company’s image as
producer, supplier and employer.

Sustainable procurement also has several societal benefits. It has a major
influence on the supplying companies: it stimulates innovation, promotes the
application of health and safety standards and stimulates local economic
development through local purchasing. The reduction of toxicity, emissions
to air and water and less waste all contribute to a healthier environment.

151

Benefits of eProcurement

Table 3 shows the value of eProcurement to both buyers and suppliers. In
essence, eProcurement systems should optimally guide their users through
the different phases of the procurement process. In this way they support
decision-making, making them more efficient and transparent. Within this
framework, decisions on sustainability issues will also enjoy these benefits.

Value to buyers

Value to suppliers

e Significant cost reduction in purchase

process

e Reduced errors vs. phone, fax, mail
e Reduced order cycle time, real time order

status

¢ Increased information on suppliers and

buying

e Improved contract compliance
e Reduced prices through increased
purchasing leverage and aggregation of

demand

Faster receipt of orders

Increased accuracy of orders
Real-time order status information
Automated order management
Faster time to pay

Decreased operating costs

Table 3: Value of eProcurement (Accenture, 2001)

For local authorities the value of eProcurement can be significantly high.
Thanks to electronic purchasing, orders will be affected by fewer errors,
delivery will be faster thus reducing the costs. Better information as to
compliance with sustainability requirements makes it easier to make
sustainable procurement reality. Suppliers also benefit from eProcurement.

Sustainable eProcurement guide for Local Authorities
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They will receive their orders faster, will make fewer mistakes in processing
orders, receive the payments earlier and all these will reduce their operating
Ccosts.

Electronic procurement saves

The European Commission estimated that if public authorities adopted
electronic procurement, they could save up to 5% on expenditure and up to 50-
80% on transaction costs, for both buyers and suppliers (European
Commission 2004). While it is difficult to quantify competition and efficiency
benefits for the EU as a whole, greater competition and efficiency in public
procurement markets can additionally impact — both directly and indirectly -
on the whole economy and play a key role in achieving the sustainability
objectives.

152

Total cost of ownership

Table 1 enumerates a number of economic benefits that sustainable
procurement provides to the organisation. Incorporating social and
environmental criteria into the procurement process does not necessarily lead
to a higher financial burden for the procuring organisation. Total cost of
ownership reflects all the costs to be incurred relating to the purchase, use
and disposal of a product. Put differently, it takes all of the costs associated
with a product’s life cycle® into account. When the total costs of ownership
of a product are taken into account, even a higher initial price can save the
organisation money in the longer term, because of for instance less energy
consumption or less maintenance or reduced health and safety risks. The
concept of total cost of ownership will be further discussed in subsequent
sections of this guide.

2 Each product has a so-called life cycle. This refers to the materials, energy, other inputs and
environmental releases (e.g. wastes, emissions) involved in raw materials acquisition, manufacturing
processes, use, maintenance, and disposal of the product (Slack et al. 2001).

Sustainable eProcurement guide for Local Authorities Page 17 of
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Total cost of ownership: delivering real value for money

Authorities increasingly become aware of the link between sustainability and a
more cost efficient way of procuring goods, services and public works. For
instance, the UK Department for Environment, Food and Rural Affairs
(DEFRA 2006) states that the public sector needs to procure sustainably
because it is the only way to offer real value for money over the longer term.
They have become aware of the false choice that is often posed between “value
for money’ or ‘efficiency’ and sustainability. After making total cost of
ownership calculations they even pose that “unsustainable procurement is not
good stewardship of taxpayers’ money” (p. 10). They now believe that
“sustainable procurement, as part of an improved procurement process, [...]
cuts out waste, seeks innovative solutions and [...] will reduce rather than add
to public spending in both the short and the long run. A resource efficient
public sector will have lower impacts. [...] The taxpayer, and the citizen — and
future generations — deserve both [sustainability and efficiency]” (p. 12).

An example

The UK Department for Environment, Food, and Rural Affairs (DEFRA 2006)
estimated the net benefits of a sustainable procurement investment concerning
video conferencing for court appearances. This project replaced the existing
transportation of prisoners to court for remand and other non-sentencing
hearings by video links and produced benefits that exceed the initial
investment costs of the video conferencing. Discounting over 7 years - the life
of the video conferencing contract — the project produces a net profit value of
£645.776 at a 3.5% discount rate.

1.5.3 Efficient use of resources & stimulation of local SMEs

As living standards have to be reconciled with available but limited world
resources, the need for more resource efficient consumption and production
increases. Public authorities have a dual role in this respect: they have to
consider sustainability both as consumers of non-renewable resources and as
policymakers who can exert influence on the behaviour of the private sector
and the development of future products. As was depicted in table 2,
sustainable procurement by local authorities is conducive to the efficient use
of resources by both buyers and suppliers. Moreover, local authorities can
stimulate local economic development by demanding sustainable products as
buyers.

Sustainable eProcurement guide for Local Authorities Page 18 of
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Public procurement: citizens’ role model and private sector catalyst

The UK Department for Environment, Food and Rural Affairs (DEFRA 2006)
noted that “government policies and practices send important signals to people
about public priorities while unfavourable or inconsistent policy signals can
undermine the best efforts of public authorities to motivate sustainable
consumption” (p. 15). Through sustainable procurement procedures public
authorities can encourage both individuals and private sector entities to act more
sustainable.

An example

With respect to boosting the economy, the environmental technologies sector is
one of the main markets in which public procurement can have a significant
impact. According to a survey undertaken by the Environmental Industries Unit,
the UK environmental industries sector has grown in recent years from £16
billion employing 170,000 people, to £25 billion and employing around 400,000
people (Mansfield & Thomas 2005). As the single biggest customer in the UK,
public authorities have recognised their role in stimulating higher standards and
brinaina innovations to commercial scale.

1.6 Sustainable Procurement Process Model

When local authorities procure goods, services and public works, they follow
a procedure consisting of a number of phases. Van Weele’s (2005)
purchasing model represents a common framework for this procedure. This
guide uses Van Weele’s model but has focused it on sustainable
procurement.

Strategic Procurement Operational Procurement
>

<
<

>
|

» <
<
& spurtthciT:rlr)lleent Beterpining Seiccting Contracting Ordering EXp::(;tlng FOI::(;_UP Fltansble
preconditions specification supplier evaluation evaluation e-procuremen

Figure 2: Sustainable Procurement Process Model.

It discusses all subsequent phases of the procurement process. The first three
phases - which together are called strategic procurement — lay a link between
the organisation’s needs and the products that could provide for them. The
final three phases — which represent what is called operational procurement -
are aimed at carrying out the contracts that result from the strategic
procurement process (Berenschot Procurement 2006).

The model allows its users to consider every phase as a distinct part of the
procurement process. It makes also clear that procurement is not just done by
a procurement department alone but rather involves officers from various
departments. Finally, as the output of every phase needs to be clearly

Sustainable eProcurement guide for Local Authorities Page 19 of
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defined, the entire procurement process is verifiable (Berenschot
Procurement 2006).

Sustainable procurement needs a general sustainability policy that prescribes
it and an organisational framework that provides the tools to carry it out.

When the strategic procurement process begins, the moment has come to
make sure that sustainability is taken into account. If LAs (and any other
organisation) do not take sustainability seriously in the early phases of
procurement, they are likely to miss the boat.

That means the specification and selection phase are of crucial importance to
sustainability. For instance, they define the assessment criteria regarding
suppliers and their products. Therefore, sustainability should be involved
when designing these criteria.

Here, it is also important to consider local SMEs. It is possible to inform
them of new tenders and give them an opportunity to appear on the long list
of possible suppliers and to compete for getting orders.

Degres to which sustainabilivg
spedfications are figed

Influence on austainability
spedfications

A . Expediting Follow-up
Dete_;_mlrt\!ng Select!ng Contracting Ordering and and
specirication supplier evaluation evaluation

Figure 3: The influence on sustainability specifications in the procurement process.

Figure 3 shows that as the procurement process is progressing, the more
sustainability requirements will be specified and fixed. This implies that as
time goes by it becomes increasingly difficult to influence existing
specifications and make sustainability a prominent feature of the purchase if
that was not done before (SenterNovem 2005).

Although the sustainability specifications are laid down in the phases
preceding the follow-up and evaluation phase of the procurement process, the
total procurement procedure should be reviewed here to make sure that what
was stipulated about sustainability before eventually turns out to have been
taken onboard. Therefore, it makes sense to go into all procurement phases
where sustainability can make a difference.

ICT solutions

Sustainable eProcurement guide for Local Authorities Page 20 of
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All six procurement phases that are described in this guide contain a section
on example e-solutions (based on Harink, 2003)3. Whenever possible, it will
be indicated how and to what extent eProcurement can support a local
authority’s sustainable procurement policy. Moreover, concrete solutions for
both the strategic and operational purchasing process will be outlined.

1.7 Other EPROC guides

The EPROC project has produced three main guides: one for local
authorities, one for SMEs and this guide that has a special focus on
sustainability. The three guides complement each other, but can be used
separately and independently from each other. This guide is written from the
viewpoint of local authorities. It aims at supporting the implementation of
sustainability in the entire procurement process while indicating where local
SMEs could play a role or be given special attention.

The model that is used will make clear where and how sustainability comes
in at each stage of the procurement process. Some ICT solutions are
discussed where it can help to implement them.

3 This guide’s approach differs somewhat from Harink’s. Inspiration for the used method comes from
Knipping & Van Schilt (2005) and Loo (2004).
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2. Sustainable procurement preconditions

Strategic Procurement

Operational Procurement

A
A\
A

>

Sustainable
e-procurement
preconditions

Determining
specification

Selecting

3 Contracting
supplier

Ordering

Expediting
and
evaluation

Follow-up
and
evaluation

Sustainable
e-procuremen

2.1.

Before actually pursuing sustainable procurement, LAs have to comply with
certain preconditions, in particular, policy and organisational preconditions.

Policy

Without a broader support for sustainability in general, it seems very difficult
to embark on sustainable procurement. This support should become evident
in an LA’s mission statement and defined policies, recognising the
fundamental importance of striving for sustainability. The documents
involved should also make clear how sustainability is interpreted, how
sustainable purchasing comes in and what the priorities are (sustainable
procurement policy). An LA’s operational departments should subsequently
work these policies out and translate them into operational policy plans,
including plans for practicing sustainable procurement. See Figure 5.

A sustainable procurement policy, deriving
from the mission statement and the defined
environmental and organisational policy
should contain concrete objectives: what do we
want to achieve in terms of the environmental
and social qualities of the products and
services we purchase. Next, these objectives
need to be transformed into a procurement
plan with concrete guidelines and targets.

Several barriers may arise when designing and
executing policies and policy plans. For
instance, there may be a lack of political
willpower to give sustainability sufficient

Mission
Statement

v

Environmental

>

Policy

Organisational
Policy

priority. There may also be a lack of clarity as to

who is to be responsible for making it work.

v

Procurement
Policy

v

Procurement
Plan

Figure 5:

From mission statement to
procurement plan
(SenterNovem 2005).

This may lead to frequent talks and even lip service to the cause without

much concrete action.

Another obstacle may lie in a lack of internal resources to implement
programs or policies. Especially, when there is a need to cut budgets in
general, sustainability tends to suffer more than other policy priorities. The
more so when it is still believed that sustainability is expensive. Here, a
change in mindset is needed that will open the organisation’s eyes to the
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relevance of “total costs of ownership” rather than lowest price. This guide
tries to be helpful in understanding and applying this concept.

The Sustainable Procurement Programme

Public authorities in the Netherlands who wish to start with sustainable
procurement are encouraged to participate in the Sustainable Procurement
programme (SenterNovem 2006). By signing a declaration of intent they
confirm to include sustainability in their procurement policy. This programme
is initiated by the Dutch Ministry of Spatial Planning, Housing and
Environment, and has been implemented by SenterNovem, a governmental
agency for sustainability and innovation, since 2003. Until January 2006, 124
public authority organisations had already signed the declaration.

SenterNovem supports the participants of the Sustainable Procurement
programme by providing practical information on sustainable procurement,
including a website containing information and useful links. Detailed
environmental and social criteria for 32 product groups form a central part of
this information package. The agency also organises an annual Network Day
for all procurement officers, environmental staff and budget holders.
Moreover, it awards an annual Sustainable Procurement Prize to the public
authority organisation with the most inspiring project.

2.2. Organisational design

Successful sustainable procurement requires close cooperation between the
different departments involved in the procurement process. The key players
are the responsible budget holders, the procurement department and the
environmental or sustainability department. The division of tasks and
responsibilities among these three is dependent on the size and complexity of
the organisation. Moreover, the size and complexity of the specific
procurement project plays a role.

Three models to anchor sustainable procurement in the organisation can be
identified. These models, or a combination of them, represent possible ways
of how procurement can be embedded in an organisation.

2.2.1. Model 1: Centralised procurement

If procurement is centralised, a central department, i.e. the procurement
department, performs both strategic and operational procurement. Usually,
this kind of organisational set-up involves procurement projects with a
relatively high value and (therefore) high financial risk, requiring the support
of the highest management within the organisation.

In case of a centralised organisation, authority and responsibilities are laid
down as follows:
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e The manager of the procurement department is responsible for the
design of the procurement procedure, in particular, the examination of
suppliers, the selection and contracting of suppliers, and the
evaluation of the suppliers’ achievements.

e The manager of the environmental department develops a code of
conduct and procedures to involve sustainability, and is responsible
for their inclusion in the procurement procedure.

¢ Individual officers are responsible for the correct pursuance of the
procurement procedures.

A major advantage of centralised procurement is a relatively integrated and
unified approach to organisational needs and priorities at the top of the
organisation, which reduces transaction costs (such as meeting costs).
Moreover, it facilitates the control and administration of the procured
products. A successful centralised procurement department should be in
close contact with its internal clients so as to fulfil their specific demands as
much as possible and by so doing create support for its active role within the
organisation.

2.2.2. Model 2: Decentralised procurement

Within an organisation that practices decentralised procurement, various
departments undertake strategic and operational procurement activities. In
general, this involves products with a relative low value and high turnover.
The financial risk will be relatively low. At the decentralised levels where
the procurement is undertaken, the officers concerned can be assumed to
have a clear perception of the practical significance of these products.

In case of a decentralised organisation, responsibilities are as follows:

e A decentralised unit (e.g. sector, department) appoints a number of
officers that will carry out the procurement procedure fromato z in
order to purchase a particular product or service.

e The manager of the environmental department defines a code of
conduct and an approach for involving sustainability. Subsequently,
these are included in the procurement procedure.

e The organisation’s general management bears final responsibility for
the decentralised procurement process and its outcome.

The (relative) autonomy of the different departments in a decentralised
procurement organisation should be considered. As the procurement capacity
is scattered, it will be more difficult to standardise and control the
procurement process, including sustainable procurement. However, a major
advantage of decentralised procurement could be that timing and
specifications are better attuned to specific needs.
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2.2.3. Model 3: Coordinated procurement

Under coordinated procurement, ad hoc procurement teams will undertake
strategic procurement. This mainly involves procurement focused on the
purchase of goods and services that may have far-reaching implications for
the entire organisation such as a new software package to be implemented
throughout the organisation. In such cases, an ad hoc procurement team
consisting of employees whose work environment is directly affected by the
purchase is likely to be set up. A (central) procurement coordinator, in
cooperation with the middle management, should look after a balanced
representation of the required expertises in the ad hoc procurement teams,
including expertise on sustainability. While the internal end-users place
orders and attend to the procurement process, the procurement coordinator
only has a supportive function in the operational procurement process.

In case of coordination in a decentralised procurement organisation,
responsibilities are as follows:

e The procurement coordinator is responsible for the development and
implementation of a code of conduct and sustainability.

e The ad hoc procurement teams are responsible for product
specifications, product selection, as well as contracting of suppliers
and the evaluation of supplier compliance with the contract.

e The organisation’s general management makes other employees
available for the ad hoc procurement teams.

A major advantage of coordinated procurement is the involvement of
employees from different departments, which makes it possible to achieve a
broad acceptance of sustainable procurement.

As stated before, how procurement processes are organised depends on the
size and complexity of both the organisation concerned and a particular
procurement project. In general, organisations are expected to use a
combination of the models.

In general, it is desirable to have a separate procurement department, or at
least a central procurement manager, and a separate department for the
promotion and implementation of sustainability (for small local authority
organisations, see box Guidelines for eco-purchases in Voralberg, Austria, p.
14). This will help to give sustainability sufficient leverage within the
organisation. Such a sustainability department may ensure that sustainability
will be constantly on the agenda of different kinds of department; it will
contribute to keeping sustainability alive as a relevant objective throughout
the organisation. Short termism (short-term costs, short-term time
constraints) that reduces the priority that should be given to sustainability can
be counteracted by the sustainability department, if that is a role that is given
to it from the outset.
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Guidelines for eco-purchases in Voralberg, Austria

The Austrian Land Voralberg consists of 96 small municipalities, spread over a
relatively sparsely populated area. Most of the municipalities do not have full-time
procurement officers, let alone sustainability specialists. For sustainable
procurement to be successful in this region, it was necessary to cooperate and to
relieve people involved with procurement of as much of the technical work of
setting criteria as possible (European Communities 2004). In order to do this,
Voralberg produced eco-guidelines on the procurement of construction services,
and of office products and materials.

Budgets

An important issue that should be tackled by local authorities to achieve their aim
of a successful sustainable procurement is their budgetary policy. It is common
practice that local authority organisations assign certain budgets to their different
departments. These budgets are often based on the amount of required financial
resources of previous years. A negative consequence of this course of business is
that departments seek to exhaust their budget towards the end of the fiscal year —
for instance by procuring rather needless products - in order to maintain their
financial resources in the upcoming year. Obviously, such a policy contravenes the
concept of sustainable procurement and should be abolished (see also box
Procuring less in Pori, p. 17, and Assessing what is really needed, p. 16).
Moreover, rewards should be introduced for the economically efficient use of
financial resources and procured products, instead of basing departmental budgets
on previous expenditure.

2.3. Facilities and ICT preconditions

It is important to realise that electronic devices have a predominantly
facilitating character. Adequate software solutions make it possible to
automate the execution of established policies and procedures without,
however, taking over the trade-off and other decisions that have to be made
to realise sustainable purchasing. In order to be able to deploy electronic
means in a successful way, structured and documented procurement
procedures — following from the previously mentioned policies — must be
available. They, among other things, involve the streamlining of processes
and the standardisation of product information along with user needs
(Knipping & Van Schilt 2005).

Santema & Reunis (2005) note that the organisation’s ICT maturity and that
of potential suppliers should be taken into account before diving into
eProcurement. One way of assessing an organisation’s actual level of
eProcurement is the EPOS method (EProcurement Organisation Suitability),
which makes it possible to find out what eProcurement solutions would be
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optimal to an organisation (Haring, 2003). Determining an organisation’s e-
readiness is one of its features. E-readiness increases when more of the
necessary conditions of use — technical, but also with respect to policy and
organisational design — for (a specific form of) eProcurement are met.
Moreover, an organisation’s employees should also recognise the benefits
that eProcurement has to offer. This is called e-willingness; it determines the
degree of organisational support that eProcurement can get.

E-solutions may substantially help to solve various problems to implement
sustainable procurement that lies in a lack of adequate information and
guidelines. Without appropriate ICT applications, the needed information is
often diffuse and available through different channels. Good ICT facilities, if
utilised well, might help solve these barriers.

Communication & training

As is the case in many change processes, it will take a while before every employee
in the organisation is fully acquainted with sustainable procurement. A lack of
knowledge should be dealt with by means of communication and training.

First, all employees should at least be familiar with sustainability, sustainable
procurement, and the way in which the organisation uses these concepts. To realise
this, the environmental or sustainability department should actively use its
communication means such as informative meetings, leaflets, and/or e-mails.
Secondly, experienced employees in the area of sustainable procurement should
train procurement agents or other individuals responsible for or directly involved
with procurement projects’. Such employees — often the ones that put sustainability
on the organisation’s agenda — could refer to successful projects at other
organisations in order to support their less experienced peers. Different examples of
successful projects can be found throughout this guide as well.

By taking all these preconditioned measures, the local authority organisation will be
well prepared for procuring in a sustainable way.

2.4. Human Factor

When implementing sustainable procurement, the human factor is extremely
important, as was already indicated before. Without personnel that are
interested in sustainability and motivated to take it on board, it seems almost
impossible to implement sustainable procurement. Therefore, awareness
creation, basic training and setting up a positive incentive structure may all
be helpful in achieving sustainability objectives. .

The personnel should understand the policy goals and benefits involved. It
may be important to define a ‘continuous improvement’ approach that allows
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sustainable procurement to be implemented step by step over a couple of
years.

2.5. Awareness of different products

Local authorities procure a broad range of products, which require adequate
product knowledge and procurement skills. It is important to realise that
products may strongly differ in terms of complexity and impact. For instance,
procuring office supplies is quite different from procuring construction
works.

Kraljic (1983) identified four different types of products that in principle
require a special procurement strategy. Kraljic’ portfolio matrix classifies
products on the basis of two dimensions: purchasing impact on financial
results (the higher the volume or unit price, the higher the financial impact a
purchase will have on the organisation) and the supply risk (the smaller the
number of potential suppliers and product alternatives, the greater the supply
risk). Figure 4 shows the matrix.

A
High
Leverage products | Strategic products
Procurement (e.g. packaging, raw (e.g. construction
project’s materials, standard works, complex
impact on semi-manufactured machines)
financial
results
. Bottleneck
Routine products products
(e.g. cleaning ts f
materials, office (e.gézz?gfngﬁ;)s or
Low products) R
Low High ~
Supply risk

Figure 4: Kraljic' portfolio matrix.

Economies of scale may be an incentive for LAs to work together in the field
of procurement. Transaction costs then tend to be lower while greater
bargaining power may result in better prices. Frequently, this kind of
collaboration is usually entered into in the case of the purchase of leverage
and routine products (see Figure 4). However, it is important to realise that
for the purchase of strategic products (see Figure 4) joint procurement efforts
can be fully worthwhile. One interesting area is where LAs have special
requirements that cannot be easily met by existing products and suppliers.
Then joining forces can make it possible for LAs to solicit innovative design
and development processes (perhaps from local knowledge-intensive SMES).
Also of benefit are the environmental and social improvements that such
processes may bring about.
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Different products, different ICT strategies

The different types of products and related procedures as indicated by Figure
4 may also have implications for the types of ICT solutions that are suitable.
The suitability of e-solutions differs per type of product. Chapter 3 and 4 will
also discuss this issue where appropriate.
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3. Sustainable procurement process: strategic

3.1. Strategic procurement

The procurement process can be divided in two stages: strategic and
operational procurement. Chapter 3 describes strategic procurement, chapter
4 the operational part.

Strategic procurement involves defining the specifications of a product or
service to be purchased, selecting a suitable supplier and contracting the
selected supplier. These initial steps have a great impact on the next stages.
Here decision makers should consider how and where they want to integrate
sustainability into the procurement process. This chapter will provide some
guidelines for that process.

3.2. Determining specification

Strategic Procurement Operational Procurement
< » < >
< > < >
efspurztca:rn:r:I:nt Beterining Selecting Contracting Ordering EXp::(Ijtlng FOI{;\\IL—Up Sustainable
preconditions Speciticarion supplier evaluation evaluation e-procuremer

The first step in the procurement process is determining the specifications of
what should be bought. This means establishing the quality and quantities of
the goods, services and public works that an organisation wants to buy (Van
Weele 2005, p. 13).

3.2.1. Activities involved

In the first phase of the procurement process, a need for certain goods,
services or public works are determined. This may be done either by a
specialist as part of their job description or on an ad hoc basis by any other
officer within the organisation. As soon as the need for a certain type of
product has been defined, the procurement department comes into play, in
close cooperation with the sustainability department. Probably the most
important output of the entire procurement process is the Programme of
Demands, which will be discussed later in this chapter. Within the
Programme of Demands the need for products and services are indicated in
terms of quantity, quality and sustainability requirements.

The need for certain goods, services or public works, the structure of the
procurement process, as well as the tasks and responsibilities of the involved
employees can be recorded in a plan of action (organisation of the
procurement process), and/or in the procurement strategy (content and form
of the procurement process), depending on the complexity and size of the
tender.
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3.2.2. Sustainability

To a large extent the sustainability aspects of a tender are fixed in the first
phase of the procurement process. Therefore, a closer look at the actions
involved in this phase is recommended.

3.2.2.1. Determining the need

The initiation decision for every procurement process is the determination of
the internal need. Determining the need for certain goods, services or public
works is to be done in an early stage. Essential questions that should be
answered are:

- Isit really necessary to purchase this product? (See box Assessing what is
really needed)

- Are there alternative products worth taking into account?

- What is exactly needed in terms of quality and quantity?

Assessing what is really needed

As part of its Sustainable Management Program, the Mexican secretariat of
environment and natural resources Semarnat assessed the number of office
supplies it procured (GVRD 2005). The organisation found it purchased 506 office
products, and began to think critically about which products were needed. This
assessment enabled Semarnat to reduce the required office supplies to 147 items.
Reducing the number of items purchased made it feasible for Semarnat to source
products with positive environmental attributes. Semarnat believes that the
environmental benefits from purchasing less and increasing the share of
sustainable products are helping the organisation achieve its sustainability goals.

Deciding not to purchase certain goods, services or public works can also be
a matter of sustainable procurement (see box Procuring less in Pori). In
some cases, properly specifying what is needed can lead to new insights and
superior solutions, also in terms of sustainability; this may eventually make
certain tenders superfluous or lead to alternative approaches which alter the
role of procurement (European Communities 2004).

Procuring less in Pori

Sustainable procurement is not always about procuring more sustainable products.
It may simply mean procuring less. The local authority of Pori, a Finnish city on
the Baltic coast, created an internal reuse service by means of a web-based notice
board (European Communities 2004). Employees who were no longer using a
piece of office equipment could offer it to other departments or staff who needed it.
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Longer life = less impact

Longer life can mean less impact. In a life-cycle study by the European
Commission (1998), extending a personal computer’s life from three years to six
years improved the environmental profile of the computer by 10-15% in all
environmental impact categories. These categories include use of raw materials
and fuels, emissions to the air and water, impact on human health, eco-
toxicological risk and generation of landfill waste. To extend the life span, the
computer’s motherboard and hard disk were upgraded, maintaining the same level
of function.

The Citizens Bank of Canada

The Citizens Bank of Canada teamed with Environmental Defense to estimate the
impacts associated with printing 20,000 copies of its Corporate Accountability
report on 100% post-consumer recycled content paper (GVRD 2005). The Bank
determined that it could fulfil its goal of reporting on social and environmental
achievements by publishing and distributing its 2003 Report only in an electronic
format and avert a number of environmental impacts by doing so. By publishing its
Corporate Accountability Report online, Citizens Bank estimated that it has saved
1,390 kg of solid waste, 4,600 tonnes of greenhouse gases, 57 GJ of energy, and
111,291 litres of effluent.

Organisations usually start with routine products when first incorporating
sustainability. The purchase of a coffee with a sustainability label is a well-
known example of this. However, as shown in the Kraljic model, the
financial impact of leverage and strategic products on the organisation is
much larger than routine products. It is obvious that these products’
environmental and social impact exceeds that of routine products. Therefore,
to make a substantial contribution to sustainability a shift towards leverage
and strategic products seems to make sense. As construction activities — an
example of strategic products - are absorbing most of the government’s
budget, it stands to reason that this sector is seen as a priority area when
designing and implementing sustainable procurement strategies (DEFRA
2006). In this way, a larger amount of the budget is covered by sustainability
policies.

3.2.2.2. Environmental management impact assessment

For large projects it is necessary to carry out an Environmental Management
Impact Assessment. This is a procedure that ensures that the environmental
implications of decisions are taken into account before the decisions are made.
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The process involves an analysis of the likely effects on the environment,
recording those effects in a report, undertaking a public consultation exercise
on the report, taking into account the comments and the report when making
the final decision and informing the public about that decision afterwards.

In principle, environmental impact assessment can be undertaken for
individual projects such as a dam, motorway, airport or factory
(‘Environmental Impact Assessment’) or for plans, programmes and policies
(‘Strategic Environmental Assessment’).*

Programme of Demands

When the general needs analysis is completed, a specified needs analysis of
the goods, services or public works is recorded in the Programme of Demands.
A Programme of Demands is a detailed description of the procured product in
terms of demands and desires. The Programme of Demands forms a
considerable part of the first phase and determines the further development of
the procurement process. Local authorities with little or no experience in
operational sustainability issues may want to look for professional advice.
There are also special websites that offer relevant information and guidance.
(See box SenterNovem’s sustainable procurement menu).

SenterNovem’s sustainable procurement menu

SenterNovem has developed a sustainable procurement menu, which is a tool to
help local authorities with the sustainable procurement of public goods, works and
services. The tool is a matrix with thirteen different procurement areas (e.g.
Energy, ICT-hardware, paper, public transportation) and three areas of expertise
(active, pro-active, innovative). Local authorities can compose their own menu by
selecting one or more of the options as listed on the menu. The tool then provides
the local authorities with input for their sustainable procurement processes.

There are two ways of specifying the need for goods, services and public
works. These two ways are known as performance-based and technical
specification. Performance-based specification is composed of the
description of the purpose of use, the area of use and the desired or
demanded functionalities. Technical specification, on the other hand,

4 Or, as is stated in Directive EIA 85/337/EC (European Parliament 1985, p.1) “[t]he
environmental impact assessment will identify, describe and assess in an appropriate manner,
in the light of each individual case and in accordance with the Articles 4 to 11, the direct and
indirect effects of a project on the following factors: human beings, fauna and flora, soil,
water, air, climate and the landscape, the inter-action between the factors mentioned in the
first and second indents, material assets and the cultural heritage”.

Sustainable eProcurement guide for Local Authorities Page 33 of
79



PIROC

lcd

http://www.eproc.org

describes in detail what materials and techniques are required. Sustainability
criteria can be included in either specification.

In general, it is recommended LAs make use of performance-based
specifications. Technical specification requires expert knowledge about
recent technological developments, which is normally not available in LAs.
Adequate performance-based specification is based on three types of criteria.
These will be discussed in the section on selecting the supplier (3.3).

3.2.2.3. Specification and legislation

In general, it is not recommended that highly detailed specifications are
developed, as these may be an impediment towards innovation. Moreover, to
allow for differentiated products etc., the following general provision is
advisable: “or goods, services and/or public works of equal resemblance”.
When a brand name is used as specification, this provision is obliged because
a brand name itself cannot serve as a valid criterion.

When specifying the need for goods, services or public works takes place on
the basis of the abovementioned criteria, in principle, sustainability can
easily be incorporated. The inclusion of sustainability may even be required,
depending on EU, local or line-of-business specific regulations (See box
Threshold amounts and EU regulations).

3.2.2.4. Threshold amounts and EU regulations

Two important directives, Directive 2004/18/EC (European Parliament
2004b) and 2004/17/EC (European Parliament 2004a), cover four different
items: public works, public supplies, public services and entities operating in
the water, energy, transport and postal services sectors. The guideline for the
first three items (Directive 2004/18/EC) is called the classical directive
whereas the guideline for entities operating in the water, energy, transport
and postal services sector (Directive 2004/17/EC) is called the sector-specific
directive (PSE - PvdA 2006).

If the value of a tender is higher than the threshold amount (as laid down bi-
annually by the European Parliament), the procuring party is obliged to
follow the guidelines for procurement provided by the European Parliament.
These guidelines constitute a legal framework for the procurement process.

A tender following the classical directive can be divided in different parts
(e.g. building and installation). In this way different potential suppliers can
take part in the procurement process. However, this division does not divide
the total amount of the tender on which the policy of the threshold amount
should be applied.

The definitions of public works contract, public supply contract and public
service contract are laid down in Directive 2004/18/EC. Determining the
definition applying to the tender, one should try to see if the tender can be
placed within the definitions of either a public works contract, a public

Sustainable eProcurement guide for Local Authorities Page 34 of
79



PIROC

lcd

http://www.eproc.org

supply contract, or a public service contract. If there is any doubt about the
proper definition applying to the subject, searching for legal advice is
commendable (PSE - PvdA 2006).

Within public services yet another distinction is made regarding so-called
I1B- and 11A-services. With 11A-services, Directive 2004/18/EC is applied as
a whole, whereas with 11B-services only the articles regarding technical
specifications and publication apply. More on this distinction is to be found
in appendix 1B of Directive 2004/18/EC (PSE - PVDA 2006).

There are five different procedures concerning public procurement (PSE —
PVDA 2006):

1. The public procedure: each single potential supplier is allowed to
subscribe to the tender. Selecting and awarding the candidates will be
done simultaneously.

2. The non-public procedure: selecting and awarding the candidates are two
separate parts in the process. Each potential supplier is allowed to
subscribe to the tender, but the procuring party decides whether or not a
candidate fits in. At least five candidates receive a request to submit a
proposal, after which the submitted proposals are judged and awarded.

3. & 4. The awarding through negotiations procedure (public as well as
non-public): this procedure is only used to procure very special products
or services such as intellectual services, research and/or experiments (the
directives contain an extensive account on this procedure). The procuring
party will select a few potential suppliers and negotiates with them about
the conditions of the tender.

5. The competition-focused dialogue: when the procuring party feels
incapable of deciding a complex tendering question, the procuring party
makes its vision, limitations and demands known to a few selected
potential suppliers. The procuring party will then start a dialogue that
will result in a concrete plan including technical, legal and financial
demands on the basis of which the selected suppliers are allowed to offer
a quotation.

In addition to the regulations mentioned above, other regulations may apply.
For example, Directive 2002/91/EC obliges Member States to lay down
minimum requirements on the energy performance of new buildings and of
large existing buildings subject to major renovation (European Communities
2004). It is important to realise that at this moment there are hardly any
European and national standards which include environmental criteria. This
gives a degree of freedom to make environmental requirements. However,
for instance, the Dutch Court of Justice has decided that ecological
advantages may be taken in account, as long as the environmental criteria
(Vos 2004):
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e Correspond with the content;
e Do not lead to unlimited discretion as to the selection of suppliers;
o Are explicitly listed in the call for tender;

e Comply with the public laws, in particular with the non-discrimination
principle.

The last part of the Programme of Demands considers the criteria used with a
view to evaluate the suppliers in an open and objective manner. One way of
doing this is to define the (sustainable) selection criteria as minimum claims.
Minimum claims can only to be judged in terms of “yes” or “no”. For a
minimum claim to be effective, it has to be measurable to ensure that a tender
is granted to the supplier with the highest scores.

The other option is to translate the (sustainability) selection criteria into
judgement criteria. This implies that every single criterion gets its own value
and weight. When doing so, it is important to consider the consequences of
such a judgement before including it in the Programme of Demands. If done
well, the product to be bought will match the procurer’s preferences.
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ICT solutions

This phase’s main output is the Programme of Demands, which presents the
required specifications. There are two different types of software that support
the process of setting the specifications:

1. eProcurement solutions that offer idea generation (‘ideation’).

2. Purchasing tools in order to embed sustainability criteria into the
needs specification.

Eg.1

eldentifying concerns a type of eProcurement that helps organisations to
identify new suppliers, goods, services and public works, using internet
technology (Harink, 2003; Knipping & van Schilt 2005). By using
eldentifying, new suppliers or products can be searched for worldwide.
Consequently, eldentifying basically broadens the purchaser’s view, also
with respect to sustainability. As more potential suppliers are involved,
competition may intensify, which is expected to lead to lower prices and/or
better qualities.

Collaborative product commerce (CPC), another e-solution for this phase,
supports the communication between several parties (e.g. supplier, future
customers) by using internet technology (Harink, 2003). CPC is mainly used
for products that require, early in the process, inputs from different parties
(possibly from long distances). Especially strategic and/or bottleneck
products are suitable for this. Incase a supplier is involved in CPC, it may be
seen as a specific form of Early Supplier Involvement.

E.Q.2

As already laid down in the introduction of this guide, the specification phase
is, along with the selection phase, of crucial importance if sustainability is to
be integrated in the procurement process (see also figure 3).

A number of web-based purchasing tools are available in order to embed
sustainability criteria into the needs specification (Knipping & Van Schilt
2005, US EPP 2006). Such tools identify various product groups while for
each group they indicated what has to be taken into account with respect to
sustainability. For example, they highlight existing environmental standards
and environmental directives for certain product groups or particular
products. Moreover, web-based purchasing tools could possibly support the
previously mentioned environmental impact analysis (see subsequent box).
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Environmentally Preferable Purchasing in the United States

In January 1999 the United States Environmental Protection Agency launched the
Environmentally Preferable Purchasing Database (EPP Database), which contains
environmental information on products and services the federal government buys.
The database helps purchasers to buy greener products and services by linking
them to:

e contract language, specifications, and policies created and used governments
and others to buy environmentally preferable products and services,

e environmental standards and guidelines for the product they want to buy,
e vendor lists of product brands which meet these standards, and

e other useful sources of information on the environmental benefits of products
and services.

The EPP Database is one of several web-based tools that are developed to assist
federal purchasers to put Environmentally Preferable Purchasing into practise.
Check http://www.epa.gov/opptintr/epp/ for more information regarding EPP (US
EPP 2006).

3.3. Selecting supplier

Strategic Procurement Operational Procurement

» & »
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The second step in the process is selecting the most suitable supplier. This
also involves developing procedures and routines to select the best possible
supplier (Van Weele, 2005, p. 13). There are various criteria a supplier has to
meet, including sustainability criteria. Sustainable production can also be a
characteristic of quality.

3.3.1. Activities involved

This phase aims at reducing the long list of potential suppliers to a short list
of potential suppliers who will receive a request for information.
Subsequently, the received offers are evaluated to select the most preferred
supplier. “Most preferred” is defined in terms of either “economically most
advantageous offer” or “lowest price”, which will be further discussed
below. Here also the kind of procedure is to be decided on. This mostly
depends on the threshold amounts as laid down by the European Parliament.
More on this subject can be found in the box Threshold amounts and EU
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regulations, p. 20. In this phase, the first contact with the (potential) supplier
is established.

3.3.2. Sustainability

During the selection phase specific environmental demands are
communicated, for example, suppliers may need to have a certified
environmental management system (such as ISO 14001) or a sustainability
report. These demands can be found in the Programme of Demands.

One way to involve sustainability in the procurement process is to give the
request for information a so-called “green title” (SenterNovem 2005,
European Communities 2004). Because of this, it becomes clear from the
outset that the purchaser attaches special weight to sustainability. The
importance attached to sustainability can also be made clear in (video-)
conferences and other informative meetings about the procured goods,
services or public works (Vos 2004, ‘s-Hertogenbosch 2006, SenterNovem
2005).

Which supplier is selected?

Making a selection also implies rejecting tenders. A tender can be excluded
for several reasons. These are listed in the public procurement directives. In
certain serious cases where criminality is involved, it may even be mandatory
to exclude potential suppliers. For more information see Article 54 of
Directive 2004/17/EC and Atrticle 45 of Directive 2004/18/EC (European
Communities 2004). These procurement directives also contain an exhaustive
list of selection criteria that can be prescribed by the contracting authority
with respect to the technical capacity of the potential suppliers to execute the
envisaged contract. See Article 48 of Directive 2004/18/EC and Articles 53
and 54 of Directive 2004/17/EC for more information on this issue
(European Communities 2004).

Criteria
The criteria used to select a suitable supplier are listed and explained below.

The first category, exclusion criteria, excludes tenders whose quotations do
not meet these criteria. An important distinction is made between obligatory
and optional exclusion criteria. Obligatory criteria are based on (inter)
national approved laws, whereas optional criteria are justifiable only by the
arguments of the organisation that uses them. For instance, when a supplier is
in bankruptcy, has suspended its payments, has not consequently contributed
to taxes and/or social security regulation or is (under suspicion of) making
grave professional mistakes, a tender must be excluded.

Selection criteria comprise the second category. Selection criteria aim at
supplier characteristics reducing the long-list of potential suppliers to a short-
list. Sustainability selection criteria can have a great impact on who qualifies
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and who not. These criteria can be roughly divided into four categories (“s-
Hertogenbosch 2006):

1. Criteria about professional capability/ability.
2. Financial-economic criteria, such as financial index numbers.

3. Technical criteria, e.g. references regarding former experiences with
sustainability/sustainable projects, sufficient qualified employees and
a quality management system.

4. Sustainability criteria, such as ISO 14001-certificates, EMAS-
registration, a supplier’s sustainability policy, the social and
environmental reporting and references to previous sustainability
projects. Suppliers may increase their profile by making suggestions
about promoting sustainability which were not considered by the
purchaser but which may serve to meet his goals.

5. Another widely used model for selection criteria is the MoSCoW-
model, which stands for Must, Should, Could, Would. Obviously, to
give sustainability a more important role in a tender, the most
substantial sustainability criteria must be ranked under the M, the
second-most substantial under the S, and so on.

The third and final category is comprised of award criteria. Award criteria
are those criteria that finally decide which supplier is receiving the order. For
LAs these are either “economically most advantageous offer” or “lowest
price”. The award criteria “economically most advantageous offer” takes into
account, besides pricing considerations, aspects such as quality, delivery
period, aesthetics, functional characteristics and after-sales-service (“s-
Hertogenbosch 2006). “Economically most advantageous offer”, is close to
the total cost of ownership approach

An excellent way of incorporating sustainability criteria in the procurement
process is described in the box entitled Rewarding for sustainable
performance: the Concordia Bus case.

Sustainable eProcurement guide for Local Authorities Page 40 of
79



N -PROC

http://www.eproc.org

Rewarding for sustainable performance: the Concordia Bus case

In 1997, the Community of Helsinki, Finland, decided to put their bus services out
to tender. They used award criteria such as overall price, quality of the bus fleet
and operational quality. Under one award criterion, companies could score extra
points if they could comply with certain emission and noise levels. On the basis of
these extra points, the contract was awarded to HKL, which is the municipal
transport company (European Communities 2004).

Concordia Bus, a competitor who did not get the contract, opposed this decision in
Court, arguing that the emission and noise levels could not be used as award
criteria as they did not bring any economic advantage to the contracting authority.
Moreover, one of the specific objections of Concordia Bus was that the criteria set
by the Community of Helsinki were discriminatory because the Community’s own
bus company HKL was the only company with gas-powered vehicles that could
comply with these emission levels.

The Court considered that award criteria relating to the level of nitrogen oxide
emissions and the noise level of the buses, to be used to provide the transport
service, did meet the requirement of being linked to the subject matter of the
contract. Furthermore, before evaluation of the tenders, the Community of Helsinki
had specified and published a system for awarding extra points for certain levels of
noise and emission. This system was considered by the Court of Justice to be
adequately specific and measurable. Finally, the Court of Justice ruled that the fact
that one of the award criteria set by the contracting authority could only be
satisfied by a small number of companies did not in itself make this discriminatory.
When determining whether there has been discrimination, all the facts of the case
must be taken into account. Therefore, the contracted was rightfully awarded to
HKL.

Lowest price versus economically most advantageous offer

When the different quotations are presented, the final decision about the
desired quotation has to be taken. The Programme of Demands is decisive as
to whether “lowest price” or “economically most advantageous offer” is used
as award criterion. When a publication does not mention one of the two
award criteria, “lowest price” is applicable (European Communities 2004).

If “lowest price” applies, no other criteria may influence the awarding of the
contract (European Communities 2004).

When an LA does not only consider product price but other quantitative or
qualitative pros and cons, the award criterion is the “economically most
advantageous offer”. This can be done provided that it does not lead to
discrimination. Moreover, the wider economic advantage to the purchaser
should be apparent. As a rule of thumb, all criteria must relate to the
performance or production of the goods, services or public works (Vos
2004).
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Obviously, it is easier to incorporate sustainability aspects when
“economically most advantageous offer” is used as award criterion.
Therefore, this award criterion is to be preferred over the “lowest price”
criterion. In some cases a sustainable solution is cheaper than a regular one,
due to lower emission, less consumption of electricity, etc. (see box The
financial and environmental benefits of using solar energy). Only looking at
the purchasing price is misleading and therefore should be avoided.

The financial and environmental benefits of using solar energy

Solar energy generated in Barcelona City Council buildings during the period
from June to December in the year 2000 was 20,661 kWh, equivalent to
approximately €5,500. The reduction in CO, emissions was 4.73 tonnes
(Barcelona 2001).

3.3.2.1. Total cost of ownership

Total cost of ownership is a way of looking beyond the initial purchase price
at the total costs associated with using and maintaining products over their
lifecycle (GVRD 2005). This approach fits well into sustainable procurement
as one can include environmental and social considerations besides financial
aspects in the final award decision. The UK Chartered Institute of Purchasing
and Supply suggests that total cost of ownership calculations should cover
(European Communities 2004):

e Purchase and all associated costs such as delivery, installation,
commissioning, etc.;

e Operating costs, including energy, spares, and maintenance;
e End-of-life costs, such as decommissioning and removal costs.

A simple comparison between the products, after calculating the total cost of
ownership, will identify products that are more sustainable and therefore less
expensive in the long run (GVRD 2005; see also table 4 below). A useful
guideline for calculating the estimated total cost of ownership comes from
Degraeve, Roodhooft & Van Doveren (GVRD 2005):

e List the activities associated with owning the product you are about to
purchase (storage, maintenance, associated equipment, energy use, waste
disposal, administration);

e Estimate the costs of these activities;
e Calculate and compare the “total cost’ for each option.

Mostly, total costs of ownership calculations are worthwhile when products
have substantial indirect costs. Berenschot indicates for what purposes such
calculations may be appropriate (Berenschot Procurement 2006, p. 86):
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e Support for outsourcing decisions;

e Support for selections in the procurement process;

e Evaluation of supplier’s performance;

e Justification of changes in the procurement process.

In other cases it may be sufficient to apply qualitative criteria to underpin
differences in total cost of ownership (for instance, credible product
information on energy use or maintenance), which in fact are best value

considerations (Table 3, 1.5.1).

Electricity saving-

TCO-example Regular lamp lamp

Purchasing price €0.90 €7.00
Life span in hours 1,000 10,000
Energy use (per 1000 hours) 60 kWh 15 kWh
Energy cost (per 1000 hours) €11.40 €2.85
Total cost of ownership per 1000 hours €12.30 € 3.55

Table 4: Total Cost of Ownership calculation (SenterNovem 2005).

3.3.3. ICT solutions

Electronic means can be helpful in selecting suppliers. This section first
discusses the creation of a long list of potential suppliers and subsequently

goes into the further selection process resulting in a short list.

3.3.3.1. Creation of the long list

eldentifying, as discussed before, can be helpful in extending the long list of
potential suppliers. Especially for bottleneck and strategic products it is
important to have as much potential suppliers as possible so as to reduce the

risks of failing delivery (Kraljic, 1983).

Sourcing catalogue systems

This box briefly addresses so-called sourcing catalogue systems. These systems aid
the process of eldentifying. They are accessible via the World Wide Web and
basically work like a normal internet search engine. Some providers ask a user-fee
for their services. An example of a sourcing catalogue system is EUROPAGES.
EUROPAGES, “the European Business Directory”, is available at
http://www.europages.com/. This cost-free service to search for, find and contact
potential suppliers is available in 25 languages. It comprises about 600,000
selected companies in 35 European countries.
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3.3.3.1. Reducing the long list to a short list

To make a short list, a request for information, proposals or quotations
(RFI/RFP/RFQ -> RFx where ‘X’ is I, P or Q) is sent to the potential
suppliers on the long list. This is where electronic tendering (eTendering)
comes into play. eTendering is about (1) the development and sending of
RFx’s to the suppliers on the long list and (2) assessing these RFx’s to come
to a short list of potential suppliers (Harink 2003). Depending on the
situation and type of product that is procured, it may be that just one
preferred supplier transpires. See box eTendering services for more
information on existing eTendering services.

The eTendering process roughly looks as follows (note that most
opportunities to include sustainability in the tender reside in task 2 and 3):

1. The eTendering conditions are laid down
e Type of tender, e.g. open or closed.
e Duration of the tender.

2. The contracting authority defines the (functional) specifications in a
RFX:

e A standard form is used.

e \Web-based purchasing tools can help to include sustainability
criteria.

e The CPV and/or UNSPSC code have to be specified (see box
EU legislation, p. 27).

3. The contracting authority stipulates what (selection & award) criteria
are used to assess the bids:

e Particular (sustainability) criteria are made known to the
potential suppliers.

e Specific information with regard to the criteria is added (e.g. an
extra attachment which explains how to get the full score).

e Weight factors are assigned to the criteria.
4. Potential suppliers may place their bid

e These suppliers are connected to the eTendering system. They
might need to register and eventually pay a registration or
licence fee.

e The tender is open for a specified amount of time.

5. Selection
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e As the contracting authority prefers, there may be one or more
selected suppliers.

e Based on the earlier defined selection and award criteria and
weight factors, it is calculated which supplier or suppliers are
selected. Negotiations continue with the selected supplier(s)
(phase 3 Contracting).

This process can be used to select a supplier for a one-time service but also
for a long-term relationship. In the latter case, a framework agreement is to
be set up (see next phase).

An example of a solution that provides e-tendering options is Proclare’s PSU
(Proclare Sourcing Utility®). This software solution can be utilised here and
in the next phase as well (when executing an eReverse auction). Proclare
offers its procurement solution as an ASP (see box Application Service
Provider).

Application Service Provider

An Application Service Provider (ASP) is a firm which operates a technology
platform, e.g. eTendering software, and allows users access for a pre-arranged
licence fee and/or an allowance per transaction (Van Weele 2005). Since the ASP
hosts the software, the ASP’s customers (the users) do not have to build and
maintain such a system by themselves. This implies low initial investments on
hard- and software. Users can log in using a secured internet connection and make
use of all the functionalities it has to offer. Most suppliers of eProcurement
solutions offer the possibility to host the software they sell.

5 See http://www.proclare.com/ for more information about Proclare N.V.
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eTendering services

A survey to identify eProcurement solutions has been conducted within the
EPROC project (EPROC 2005). The survey shows that many solutions which
provide eProcurement functionality currently exist. Most of the surveyed systems
operate in the tendering stage: contracting authorities can publish tender
notifications on which potential suppliers can reply. Besides, most solutions are
equipped with e-mail notification to inform suppliers about the placed contract
opportunities. eTendering services work on the basis of ASP, see box Application
Service Provider on p. 26 for more information. Appendix A gives an overview of
several available e-tendering services.

Also noteworthy in this respect is SETS (Single European eTendering Service).
This is a project designed to match the tendering and purchasing requirements of
Europe’s public administrations. It aims at deploying and market validating an
easy-to-use, appealing and user-friendly government-to-business eCommerce
system, to be used by non-IT people in tendering organisations of Public
Administrations. See http://www.sets-procurement.org/ for more information.
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EU legislation
eTendering

Directive 2004/18/EC allows the use of electronic tendering. Electronic means of
communications are recognised to be equal to classical ones. Contracting
authorities can decide themselves what to use (Europa Decentraal 2006).

Advertising notices

Purchases to which the EU procurement Directives apply must be advertised in the
Supplement to the Official Journal of the European Union (and on Tenders
Electronic Daily http://ted.europa.eu/). To aid electronic noticing, the European
Commission adopted a Regulation in Revised Standard Forms for the publication
of notices. The electronic templates for these standard forms can be accessed
online on the SIMAP website (http://simap.europa.eu/) together with technical
documentation for sending notices in structured electronic format (Synergy 2006).

Common Procurement VVocabulary

The Common Procurement Vocabulary (CPV) is a uniform system to classify
public procurement orders within the EU. It enables contracting authorities and
tenderers to identify goods, services and public works by a unique code. Language
barriers and related problems are tackled through the use of this uniform coding
system. This resulted in an increased market transparency, which on its turn
stimulates competition (Europa Decentraal 2004). Directives 2004/18/EC and
2004/17/EC make the use of CPV mandatory when describing the products to be
purchased. Now the CPV can be used to structure and analyse procurement
expenditure and to generate statistics (European Commission 2004). Besides the
CPV, a global classification system exists: the UNSPSC® (United Nations Standard
Products and Services Code). It basically offers the same functionalities as the
CPV. The UNSPSC was jointly developed by the United Nations Development
Programme (UNDP) and Dun & Bradstreet Corporation (D & B) in 1998; new
versions are released regularly.
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3.4. Contracting

Strategic Procurement Operational Procurement
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The last strategic procurement step is contracting the supplier. Contracting
consists of preparing and conducting negotiations with the supplier in order
to come to agreement and write up a contract (Van Weele 2005, p. 13). In
this stage it is important to record the agreements that were made on
sustainability.

3.4.1. Activities involved

After having selected a supplier, a contract will be drawn up which stipulates
in detail what the contracting partners are obliged to accomplish. The
contract should reflect what has been agreed on items such as price, product
quality, delivery, packaging and disposal. Also aspects such as servicing and
maintenance may be part of the deal.

Moreover, a contract provides for an evaluation of the completed
procurement process and states what will happen in case of non-compliance.
To this effect, besides warranty claims, the contract should prescribe
performance indicators and penalty clauses. It is important to make sure that
the sustainability requirements, whenever applicable, are fully covered by
them.

The procurement department and the selected supplier will sign the contract.
In addition, the LA’s legal department needs to check whether the contract
fulfils all legal requirements.

Framework agreements

One or more LAs can contract a certain supplier together and/or for a longer
period of time (possibly based on subsequent new contracts). In such
instances LAs and the supplier are likely to enter into a so-called framework
agreement. Directive 2004/18/EC defines a framework agreement as “an
agreement between one or more contracting authorities and one or more
economic operators, the purpose of which is to establish the terms governing
contracts to be awarded during a given period, in particular with regard to
price and, where appropriate, the quantity envisaged” (European Parliament
2004b, p. 127).

Framework agreements have several important advantages (Europa
Decentraal 2005). Firstly, LAs are obliged — due to the European directives
concerning procurement discussed in the specification phase — to procure at
EU level when a procurement project exceeds a certain threshold amount.
This threshold amount is €211,000 for goods and services, and €5,278,000
for public works. The aim of these directives is to promote competition and
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attain the best possible offers. By entering into framework agreements, LAs
collaborate with a view to economising on their procurement costs.
Moreover, by concerted action LAs will gain in bargaining power, which
could lead to better deals such as lower prices than would not be possible if
each LA acted on its own.

Framework agreements have the advantage of diminishing the administrative
burden. They make it possible for LAs to contract suppliers without the
necessity to publish each individual order and follow the European
procurement procedures.

Framework agreements do not impose an obligation on the participating LA
to always take a supplier involved in them. They can always enter into
contract with other suppliers if prices or qualities offered appeal.

Sustainable eProcurement guide for Local Authorities Page 49 of
79



N -PROC

http://www.eproc.org

Working together to provide green electricity

In 2003 the local authority of Assen, the Netherlands, received the Sustainable
Procurement Prize (SenterNovem 2006) for its leading role in the collective European
tender to supply green electricity to 11 local authorities and the Dutch province of Drente.
Before the beginning of 2005, all parties had signed a framework agreement with the
Rendo energy company.

Investing in sustainable energy

The project received the Sustainable Procurement Prize due to its demand of green
electricity in combination with investments in sustainable energy and energy saving.
Within the framework agreement specific agreements with the energy utility are defined,
including annual energy conservation targets and plans for various projects with solar and
wind energy, hot/cold storage, biomass and hydroelectric power. Several actions have
already started. Primary school pupils in Drente are being made aware of sustainable
energy. Various solar panels have been installed at the participating schools. Additionally,
plans for energy conservation in local authority buildings are made. This is linked up to the
Energy Certificate, which every local authority building need to have from 2007 onwards.

Transparency

An important result of this collaborative project is the insight gained into energy costs. The
invoicing of electricity costs is now more transparent. In the past, around 2,400 invoices
were processed each year. Now, only one central department receives a single total and
transparent invoice. Moreover, the local authorities gained better insight into their energy
consumption figures. According to the project leader, large savings through energy control
and management were made, e.g. by appointing a full-time energy coordinator for the
property department.

Another Dutch success

Nearly all public buildings and street lighting in South-East Brabant in the Netherlands are
also powered by green electricity (European Communities 2004). In March 2002, 21
municipalities in the Eindhoven Cooperation Region signed a contract with a supplier to
obtain green electricity for 75% of their consumption, representing about 29 million kWh.
The municipalities banded together in order to obtain a better price from the utility. As
well as the environmental improvement, the negotiated contract offers a cost saving of
€620,000 over previous contracts.

3.4.2. Sustainability

In the contracting phase specific attention has to be given to sustainability.
The contract should include sustainability provisions, which derive from the
sustainability criteria from the specification phase. These may refer to
different environmental and social effects (Vos, 2004). Besides cleanest
production technologies, they may refer to reuse or recycling of materials,
reducing (risks of) emissions to air, water and soil. Responsible labour
conditions are also applicable, such as laid down in ILO conventions. A
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supply chain perspective may be relevant when sustainability is at stake
upstream. Here issues such as deforestation and reduction in biodiversity
may be involved as well as unacceptable forms of child labour and unfair
trade relations.

Obviously, the cooperation between (small-sized) local authorities within
framework contracts can benefit the environment as well: e.g. larger
amounts of procured products can be transported at once and less paperwork
will be needed. Finally, social and environmental performance indicators
should be added to the performance indicators that are included into the
contract.

UK DEFRA contract clauses

The UK Environment Department for Environment, Food and Rural Affairs guidelines on
sustainable procurement specify that all contractors working on their site must follow the
environmental policy of the department (European Communities 2004). This includes rules
on smoking, putting waste into the appropriate bins, complying with parking restrictions
and generally following the rules on environmental protection that apply to staff.

3.4.3. ICT solutions

When two or more suppliers are selected, a further selection process follows.
The e-solution that is frequently used at this point is often referred to as
eReverse auctioning (see next section). This software can also be used to
address sustainability.

eReverse auctioning®

The short list of selected suppliers — the previous phase’s output — is input for
eReverse auctioning. eReverse auctioning refers to the communication of a
procurement organisation’s need for particular products, services or public
works to several suppliers on the short list, who can make a bid during an
auction to fulfil this need (Harink, 2003).

The most important part of a bid is the price (award criterion), as the
participating suppliers already have shown to comply with the other
requirements (exclusion and selection criteria). During the auction’,
suppliers can change their bid when seeing what price their competitors are
willing to accept. An eReverse auction’s fixed running time is
communicated in advance.

% Do not confuse e-reverse auctioning with eTendering from the previous phase. eReverse auctioning
stimulates an interactive competition (on price) with the possibility of multiple bids while suppliers in
an eTendering situation only can place a single bid.

7 Several types of eReverse auctioning exist, amongst others the English (most common; described in
the text), Dutch, or Vickrey Auction. See http://www.agorics.com/library/auctions.html for more
information.
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When looking at Kraljic’s product portfolio, eReverse auctions are most
suitable for leverage products, but also in the routine segment they are
applicable (Van Weele, 2005).

eReverse auctioning is mostly considered within the strategic procurement
process. It can, however, also be used in operational procurement (Harink,
2003). In the case of current framework agreements one can start an
eReverse auction in the ordering phase (see Chapter 4).

eReverse auctioning applications

Applications for eReverse auctioning are widely available. eReversed auctions are
often included in an eSourcing software package. Examples are the Dutch
company Proclare and the Danish company Scanmarket
(http://www.scanmarket.com/). Their products enable buyers to run online bidding
events on the services and products that have to be procured.

EU legislation regarding eReverse auctioning

Directive 2004/18/EC allows the use of electronic auctions. However, certain
conditions exist. For instance, a bidding supplier should always be able to
determine its ranking in the auction. Then the supplier can decide whether to place
a lower bid or not. Additionally, the directive obliges the contracting party to
assess the bids solely at quantifiable elements or factors. Moreover, intellectual
operations are excluded from electronic auctions. See article 54 for more
information regarding EU legislation (European Parliament 2004b).

3.4.3.1. Contracting software

Contract management plays a significant role when it comes to
implementing sustainability. Contract management can be defined as “the
process of recording, administering and watching over signed contracts and
alterations on these contracts; in order to facilitate the full exploitation of
contracts and to generate management reports” (NPPP 2004, p. 3)°. Software
to facilitate this is widely available and is often referred to as eContracting.
eContracting requires standardisation of processes. Therefore, it is necessary
to use a standard contract form. Furthermore, contract management software
automatically notifies its users when contracts are about to expire, have to be
renewed or terminated. The software can take into account different levels of
authorisation. eContracting can prevent various failures by flagging steps to
be taken and signalling omissions and errors. eContracting also makes it
possible to monitor how purchasing expenses (of different departments

8 Own translation.
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and/or people) develop in the course of time. Obviously, these functionalities
serve to streamline the procurement process and save costs.

Contract management software at Dutch municipalities

Several Dutch municipalities currently use contract management software.
Examples are the municipalities of Alkmaar and Leidschendam that use ESIZE’s
contract management software (see http://www.esize.nl/). Another interesting
example is the cooperation between the (relatively small) municipalities of
Landgraaf and Kerkrade, who use Proquro’s contract management software (see
http://www.proquro.nl/). Especially for smaller municipalities collaboration can be
very appealing; software packages that usually are too expensive (and complex) for
one small party can now be purchased together, while costs can be shared among
the cooperating municipalities. The reasons for choosing for a contract
management solution are, obviously, as described above.

The role contract management plays is not just limited to this third phase. It
can be extended to other phases as well, notably the expediting and
evaluation phase. As mentioned before, delivery agreements, performance
indicators, together with warranty claims and penalty clauses (in case the
supplier is in default) should be included in the contract. This data should
come to the surface again for a quality check when an order is delivered and
an invoice has to be paid. The expediting and evaluation phase addresses this
quality issue more extensively.
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4. Sustainable procurement process: operational

4.1. Operational procurement

The second main part of the procurement process is operational procurement.
Operational goals can be measured as concrete results produced by
departments, work groups and individuals within the organisation. (Daft,
2000).

Operational procurement contains ordering a product or service, expediting
and evaluation, follow-up and final evaluation. It executes and evaluates
what was decided in the preceding strategic procurement phase, including
making sure what was agreed in terms of sustainability is realised.

Strategic Procurement Operational Procurement
< >« >
Sustainable . Determining Selecting contracti orderi EXDEdétan FOHOVZ'UP Sustainable
e-procuremen specification supplier ontracting rdering and. and. e-procuremen
preconditions evaluation evaluation

The first step in the operational procurement part is ordering. This means
placing the order with the selected supplier and applying efficient purchase
order and handling systems (Van Weele 2005, p. 13). ICT can be of great
help to support the ordering process.

4.2.1. Activities involved

After the exact terms and conditions of the contract have been agreed and
recorded, the strategic procurement process has ended. The operational
procurement process is initiated by placing an order in line with the contract.
The contract may coincide with the procurement order. In other cases, for
instance where there is a framework agreement, LAs have to take further
steps before an order can be placed, in particular bargaining over a concrete
agreement to deliver. Subsequently, procurement orders are placed against
this agreement. In such cases - quite common for LAs - contracting and
ordering are separate activities.

In this phase of the procurement process each internal customer has to fill in
an order form specifying quantity and price, endorsed by the authorised
budget holder. Then, the filled-in order form is presented to the procurement
department. The procurement department completes the order by signing it
and sending it to the supplier. It may also be that the responsible budget
holder directly sends the order form to the supplier. This completes the
ordering phase.
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4.2.2. Sustainability

In this phase of the procurement process sustainability specifications are to a
large extent fixed. If there is a framework agreement, however, there may
exist alternative products that can be chosen based on different sustainability
characteristics. Internal customers should be aware of the amount of supplies
that are still in stock so as to know when and how much to order. A
framework contract with other LAs may make the more sustainable product
more interesting if this could lead to cost sharing and a better price.

4.2.3. ICT solutions

As mentioned before, two scenarios can roughly be distinguished: (1) the
scenario where the contract in fact is the procurement order and (2) the
scenario in which procurement orders are placed against a call-off agreement
(within a framework agreement or other recurring procurement situations). e-
Solutions applying to the second scenario that provide assistance in this
phase are eOrdering and web-based ERP (Harink, 2003). However, web-
based ERP (Enterprise Resource Planning) is not further discussed in this
guide as it primarily applies to industrial processes rather than the processes
that are characteristic for LAs. This section also discusses what eReverse
auctioning could contribute to this phase.

eOrdering

eOrdering can be defined as “electronically requesting, ordering and
receiving — mainly facilitating — goods and services by an organisation within
a framework agreement” (Harink, 2003, p. 38)°. The term ‘receiving’ is
included in this definition. This guide, however, supposes that the receipt of
orders is part of the expediting and evaluation phase and therefore will
consider it in the next phase. Tracking & tracing of an order, a common
functionality of eOrdering systems, is also discussed there.

Using eOrdering, employees are able to order products out of an online
catalogue. This catalogue is based on the framework agreement. It contains,
in the ideal situation, nothing but goods and services that comply with the
sustainability criteria that are laid down by the procurement organisation in
the specification phase®. In order to have sufficient checks and balances (and
prevent for instance maverick buying, which is also part of sustainability
agenda), authorisations may differ depending on nature of the order and the
amounts involved. For instance, purchasing managers may be authorised to
approve orders up to a certain amount while orders that exceed this amount
need to be signed by higher management.

® Own translation.

10 sustainable products or their suppliers can be labeled with a sustainability label in an ordering
catalogue. This indicates that they have precedence
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The number of officers within an LA that can purchase certain products or
services may be quite high (two digits). eOrdering may help to standardise
the procurement process despite the substantial number of authorised buyers.
It can also prevent repetitive search processes. However, it seems that
efficiency gains can be obtained if the number of buyers is reduced so that
‘reinventing the wheel’ is prevented, bulk orders can be realised and optimal
use can be made of electronic devises.

eOrdering is very suitable for routine products, e.g. office supplies (Van
Weele, 2005). The figure below schematically illustrates how eOrdering
systems work. The process is divided into seven steps: each step is a
prerequisite for the next one. An example of an eOrdering system that works
according to this process is Proclare.*.

The figure below shows schematically the different parties involved in the
eOrdering process.

= back office
applicant employee
manager with sales
procurement = i
s E-ordering system manager
debtors
controller gi %Edministratiun

Customer Supplier

1. Enter and send request: An officer within the organisation searches
through the eOrdering catalogue and enters a request for a product or
service into the system. Depending on the request’s characteristics, one
or more managers receive an e-mail that notifies the request.

2. Approve order: After having received the e-mail the manager(s) decide
whether or not they approve an order request.

3. Confirm purchase order: The officer that sent the request receives a
confirmation e-mail notifying that the order is placed with the supplier.

4. Delivery announcement: The buyer is informed about the order status.
Depending on what was arranged in the framework agreement, this can

11 Useful information was provided by Proclare N.V. in the Netherlands.
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be on a frequent base so as to be able to follow the process (track and
trace).

5. Notify order receipt: The order is received. Subsequently, after a quality
check, the receiver enters a notification into the eOrdering system and a
pro-forma invoice is automatically created and sent to the supplier.

6. Assess and approve pro-forma invoice: Now the pro-forma invoice has
to be approved by the supplier. If approved, the pro-forma invoice turns
into an official invoice and the approval is e-mailed to the customer. In
case self-billing is not applied, the invoice is followed by an
acknowledgement of receipt.

7. Approve payment batch: The payment has to be approved; this enables
the physical payment. Obviously, this occurs electronically by linking the
eOrdering system to the customer’s bank account or financial system.

eReverse auctioning

As already discussed shortly in the previous chapter, eReverse auctioning can
also be used in the operational purchasing process. Due to organisational size
and/or cultural differences within departments, it might be necessary to enter
into several, e.g. three to four, framework agreements for a certain product
group (e.g. office furniture). This to some extent guarantees flexibility to the
purchaser. However, by using eReverse auctioning, multiple framework
agreements can also lead to better offers as a result of the interactive
competition. Similar to the previous phase, eReverse auctioning is very
suitable for leverage and routine products.

eMarketplaces

An eMarketplace is an electronic exchange where firms register as buyers or
sellers to communicate and conduct business over the Internet. Harink (2003)
asserts that eMarketplaces should not be considered as a form of eProcurement,
but more as a platform on which different types of eProcurement (e.g.
eOrdering, eTendering, eReverse auctioning) are provided. An example of such
an eMarketplace is Best Deal Online. It has framework agreements with more
than 80 suppliers within which Best Deal’s users can place orders (see
http://www.bestdeal.nl/). See Z&llh (2005) for an extensive overview of 52
significant (sizable and global) eMarketplaces in 17 industries.
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4.3. Expediting and evaluation
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The second step in the operational phase is expediting and evaluation. This
means monitoring and control of the order to secure the supply (expediting)
(Van Weele 2005, p. 13.) It also includes payment, which nowadays often
takes place electronically.

4.3.1. Activities involved

In this phase of the procurement process the ordered goods, services and/or
public works are received. The procurement department checks the products
and their invoice in order to ensure that they meet the specified requirements
laid down in the contract. In case the supplier is in default, the appropriate
measures — as laid down in the penalty clauses in the contract — may be
taken. Moreover, this might require assistance from the LA’s department. In
case of a positive product evaluation, the invoice should be paid.

In order to have a complete and standardised monitoring of the order, a
checklist *order monitoring’ has to be filled out by each internal customer
whose order for certain goods, services or public works was authorised by
the budget holder. With this support, the incoming order undergoes a quality
check. This checklist is the final output of this phase of the procurement
process

4.3.2. Sustainability

Obviously, in the expediting and evaluation phase it should also be examined
whether the supplier meets all sustainability requirements laid down in the
contract. In case the supplier is in default with respect to these sustainability
provisions, appropriate measures should be taken.

4.3.3. ICT solutions

E-solutions offer functionalities that can be deployed in order to facilitate this
checking process. However, at first tracking and tracing is discussed, then the
receipt of orders and electronic payments are reviewed.

Tracking and tracing

Before an order is received by the purchasing organisation, it can be tracked
to stay informed about the path it follows. A track and trace option is often
included in an eOrdering system or catalogue. With this, the buyer can check
at any time what the order’s status in the workflow is. This also includes the
authorisation workflow; the person that requests an order can see who (still)
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has to approve the order before it is sent to the supplier. Tracking and tracing
is part of step 4 of the eOrdering system.

Receipt of orders

Incoming orders have to undergo a quality check that is part of the
monitoring process. The acknowledgement of receipt that accompanies the
incoming goods has to be matched with the corresponding contract or order
confirmation. One can see the corresponding document (contract; final
output of phase 3) in the eContracting software programme. Once it is
checked whether the received goods are in compliance with the specified
requirements, this can be recorded in the information system, an eOrdering
system for example (see step 5 of the eOrdering system).

Electronic payments

By checking whether incoming goods comply with the specified
requirements according to the contract, one in fact has initiated a quality
check cycle. Adding the order payment to it can further extend this cycle.
The cycle which now is created can be called a closed loop specs-2-pay
cycle®. Payment will not be processed before the quality check has been
approved.

Provided that the quality check is positive, the corresponding invoice can be
paid. Now there are two options: (1) an invoice is sent by the supplier, which
is subsequently paid through an electronic payment system, or (2) the buyer
draws up an invoice himself that is paid after an approved quality check.*
The latter option is called self-billing or reversed billing.

elnvoicing is a functionality many software suppliers offer. It facilitates the
above-mentioned matching process. elnvoicing is linked with the financial
administration, which makes the actual payment. A received invoice, in the
case of option 1, can be imported (electronic invoice) or manually entered
(printed invoice) into the information system. In case of self-billing (option
2), a pro forma invoice is drawn up by the buyer and sent to the supplier (see
step 5 of the e-ordering system). This invoice can be generated automatically
when the buyer signs for the order receipts. After receiving the pro forma
invoice, the supplier only has to give its approval, which starts the payment
process (see steps 6 and 7 of the system). All this occurs electronically and is
offered by only a few eProcurement suppliers (due to fiscal legislation). Self-
billing removes from the supplier the administrative burden of matching
incoming invoices. Furthermore, if the buying party still receives invoices for
a particular product category — even though self-billing is applied to that
category — maverick buying can be identified and contract compliance can be

12 This guide applies the term closed specs-2-pay cycle. This is derived from the term closed order-2-
pay cycle, which is used by Loo (2004). However, the term used in this guide puts more emphasis on
the importance of an incoming order’s compliance with previously determined specifications (specs).

3 Only electronic ways of payments are reviewed here.
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increased. Therefore self-billing is highly suitable within framework
agreements, as the contract compliance of these contracts tends to be low
(Proclare, 2004).

4.4. Follow up and evaluation

Strategic Procurement Operational Procurement

A
\ 4
A

»
»

e Spurzf:il?:r?lfnt Determining Selecting Contracting Ordering EXD::‘;UHQ F0|L0r\$-up Sustainable
N . specification i . . e-procuremen
preconditions P supplier evaluation evaluation P

The last step in the procurement process is follow-up and evaluation. This
may contain settling claims, keeping product and supplier files up-to-date,
supplier rating and supplier ranking (Van Weele 2005, p. 13). It is of great
significance to establish whether a supplier fulfilled all obligations especially
when considering to order with him again.

44.1. Activities involved

The emphasis of this phase of the procurement process is on the overall
evaluation of the achievements of the supplier and its products. When
evaluating, the procurement department should assess whether the supplier
and the procured goods, services, and/or public works met the specifications
mentioned in the Programme of Demands (determined in the specification
phase). More specifically, it should be evaluated whether the supplier and its
products in reality did meet all selection and award criteria, not in the least
those that refer to sustainability. If applicable, the supplier’s performance
after delivery, which may be a matter of servicing and maintenance, should
be taken into account as well. Therefore, the procurement department should,
on a regular basis, keep contact with the internal end-users of the procured
products.

Moreover, a number of specific issues that have to be taken care of in the
follow up and evaluation phase are as follows (van Weele 2005):

e Settling warranty claims and penalty clauses;

e Settling work in excess of, or work less than, what was stated in the
specification;

e Taking care of procurement and supplier documentation;
e Recording the procurement project evaluation.

The evaluation should be done on the basis of a supplier evaluation form and
a product evaluation form. These documents are the output in the last phase
of the procurement process.
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4.4.2. Sustainability

During the follow up and evaluation phase LAs have an opportunity to verify
whether the supplier and its products have realised the desired sustainable
effects.

Obviously, the procurement process is to a large extent administrative in
nature. Sustainability can materialise only after contracting when the supplier
has to comply with the sustainability requirements. The procured sustainable
goods, services, and/or public works should therefore be closely evaluated
based on the sustainability performance indicators laid down in the contract.
Moreover, the follow up and evaluation phase is aimed at sharing
experiences — especially between all departments involved with sustainable
procurement - with a view to learning from previous experience and where
necessary do a better job next time.

If after the follow up and evaluation of the overall sustainable procurement
process the supplier or its products prove to be in default, the following
measures should be taken:

e Provide feedback to the supplier of the issues on which he has been in
default;

e Remove the supplier from both the long- and shortlist of potential
suppliers (see box below);

e Terminate the contract or resign from the framework agreement.

Besides checking whether a supplier has fulfilled all contractual obligations,
it is also relevant for future purchases to monitor how a supplier has
developed, and it can be particularly important to know whether a local
SMEs is proactive and innovative. It would be encouraging to see that local
SMEs take previous contracts with their LA as a stepping-stone towards the
development of products that excel in contributing to sustainability.

The Whisper: a clean and silent city bus in Apeldoorn (NL)

In 2004 The Whisper, a clean and silent city bus, was launched in
Apeldoorn (Netherlands). This bus uses between 25% to 40% less energy
then other buses. It is driven with wheel hub motors that mean that the
motor is in the wheels and works on (green) electricity. Moreover, the
bus is 90% more silent than a conventional bus, which makes it possible
to converse with someone in a normal voice. The energy that is released
when using the brakes is re-used to drive the bus.
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Exclusion from tenders for repeated breach of environmental law

For example, on the basis of the public procurement directives 2004/17/EC and
2004/18/EC, a waste disposal company that has repeatedly breached
environmental provisions under administrative law resulting in several
administrative fines, can be excluded in future procurement procedures on
grounds of serious professional misconduct (European Communities 2004).

The evaluations should be integrated into an LA’s supplier rating and ranking
practices (Van Weele 2005). Improvement points should be fed back to the
suppliers, in particular to those suppliers who remain on the short list. This
may lead to product improvements in the future. The procurement
information systems should be such that these events are recorded and
brought back on the table when new tenders are called for

Obviously, software can assist in the supplier evaluation (ranking/rating).
However, this is mainly meant to diminish the administrative burden. Several
software packages have a supplier evaluation option included.

Improving follow up and evaluation

After assessing their total sustainable procurement process, the Community of ’s-
Hertogenbosch (2006), the Netherlands, found low scores for its achievements in
the follow up and evaluation phase. Although having implemented sustainability
successfully in a large part of their procurement process, suppliers were
insufficiently evaluated and there was little internal communication with the end-
users of the procured products. Moreover, the administration of contracts was
substandard. As the community endorses the view that genuine sustainable
procurement also involves a high level of follow up and evaluation, it is now
improving on supplier evaluations, internal communication and contract
administration.
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5. LAs sustainable procurement and SMEs

5.1. Introduction

This chapter is fully devoted to the relationship between the sustainable
procurement of LAs and how they could pay special attention to SMESs as
potential suppliers. It broadly follows the phases of the procurement model
that has been used in the previous chapters. Following the various steps from
policy making to evaluation, it gives arguments and suggestions as to how
local SMEs could be addressed and stimulated to play a professional role in
sustainable electronic procurement.

5.2. SMEs’ significance to the local community

LAs have significant interest in local SMEs as these often are of special
significance to the local community. SMEs can be associated with
employment, level of services, income and tax generation, and community-
oriented inputs from the business-community.

The previous chapters have under different headings pointed at the
importance to involve local SMEs in the procurement process assuming this
is in line with broader policies to develop local economies and support
sustainable development. It largely is a matter of creating in the pre-
competitive domain, a level playing field for local SMEs that have to cope
with the march of internet technologies while markets are broadening and
ignoring traditional boundaries.

5.3. Sustainability favours local SMEs

It is important to realise that sustainability is in favour of looking at local
SMEs. First of all, sustainability looks for the positive links between
economic, social and ecological aspects of productive activities. This in
particular applies to the production of food. For a while there has been a
tendency to work at large scale to reduce the costs of cultivation. With low
transportation costs, the processing and distribution is also taking place at
large scales.

5.3.1. Disadvantages of the large-scale approach

This model, however, overlooks different negative social and ecological
effects. Many farmers have already had to give up their trade, which is a
social cost that seems to be hardly taken into account. Massive use of
chemicals has been detrimental to the soil and groundwater. Biodiversity has
suffered tremendously because of enormous monocultures and one-sided
selections of seed and plant varieties. Intensive transportation that the large-
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scale approach entails causes a great amount of air and other pollution and
increases the costs of infrastructure.

5.3.2. Small is beautiful

Alongside the large-scale approach there has been a movement that
emphasises local products, local varieties, small-is-beautiful, healthy food,
either based on strictly organic or other sustainability principles. It is quite
obvious that sustainability favours the promotion of such a movement, albeit
that in general there is no one single ideal model for all circumstances. One
may say that like nature, sustainability pleads for diversity. Where the large-
scale approach has been dominant for so long, sustainability justifiably tends
to favour other approaches, in particular those that promote local quality
production and consumption.

Moreover, where local employment is based on a large number of SMEs, the
hazard of losing a considerable proportion of job opportunities when one of
them goes bankrupt is not present unlike when a town is largely dependent
on the employment offered by one or two big companies.

5.4. Sustainability criteria for SMEs

In the same way as for other business sectors, such as building, catering and
services, special attention for local SMEs fits in with sustainable purchasing.
In general, many LAs tend to consider their local business community, not in
the least when it comes to tendering and placing orders. From a
sustainability point of view, this is all right if appropriate procedures are
taken into account. The mere fact that an SME is located nearby is no
justification for selecting it as a supplier. It is important to develop
appropriate selection procedures which honour an SME’s economic, social
and ecological qualities. To do so, it is possible to make use of various
checklists in the area of environmental effects, labour conditions and quality
of work as well corporate social responsibility, including voluntary
contributions to the community.

54.1. Different types of SMEs

Ratings can be useful to make purchasing decisions, especially if there is a
considerable number of SMEs involved. Whatever the rating method used,
in general one may distinguish three broad categories of eligible companies:

a. SMEs complying with environmental and social laws;

b. SMEs going beyond compliance based on an awareness of a positive
relationship between environmental and social soundness on the one hand
and (longer term) lower cost levels, image and competitiveness on the
other;
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c. innovative SMEs applying new technologies and producing superb
products that are also superior from a social and/or environmental point
of view (including low energy consumption).

5.4.2. Help SMEs to comply

In certain cases, especially during a time when legal requirements are
tightened up, there can also be some SMEs failing to comply with legal
requirements because of ignorance or an inability — financially or otherwise
— to cope with the situation. Normally, this category of SMEs cannot be seen
as appropriate suppliers to LAs, although there are possible supportive
policies that LAs can consider to assist such SMEs to improve themselves
and do what is required.

5.4.3. Straightforward communication

Most SMEs belong to the first category. In general, their capacity to absorb
information and to make available extra time to change their processes is
limited. However, these SMEs deserve to be considered and where necessary
encouraged to become a supplier to public organisations. Simple,
straightforward communications and approaches are needed which make
sustainability a very concrete package.

54.4. Proactive and innovative SMEs

The second and the third category of SMEs deserve special attention. By
recognising their special features and significant contributions towards a
sustainable society, LAs should make extra efforts to encourage these SMEs
to continue with their proactive and/or innovative actions. In the long term
the best practices that these SMEs bring to light will spread, multiplying
their beneficial impact.

5.4.5. International supply chains

It is also important to realise that companies are frequently part of
international supply chains. Where supplies from developing countries are
involved, it is essential to consider the social and environmental issues
attached to what is going on in the upstream part of the chain. Issues such as
unacceptable forms of child labour and deforestation have to be taken into
account. Poverty reduction by giving small-scale farmers a fair chance to
take part in international trade is high on international development policy
agenda. Now there is a tendency to consider the total energy intensity of a
product. Especially when such information becomes readily available, it
should not be ignored when making purchasing decisions.
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In general, to judge sustainability, it may be useful to have knowledge of the
companies that are suppliers to the local SMEs under consideration in a
procurement process. These could be large companies whose sustainability
policies may be relatively easy to find. In this way local SMEs are
stimulated to consider sustainability in their supply chains when selecting
their own suppliers.

5.5. Policies to promote SME involvement

Criteria to make sure that sustainability is adequately considered can be
derived from different codes of conduct, green labels and CSR check lists. In
each country there are NGOs that offer help to work this out. Often special
websites are available to give relevant information. The criteria should be
clear and easy to understand by an average SME.

SMEs may be more flexible to take sustainability criteria on board than big
companies. In any case, there is no reason to assume that SMEs are at a
disadvantage except that most of the time they need external expertise to
help them. It is important to have this available at a reasonable cost, which
can be subject to supportive policies.

Although in a general sense LAs can be expected to take an interest in local
SMEs when formulating their policies, their actual involvement cannot be
taken for granted. In particular, this guide aims to make LAs aware of the
possibilities electronic procurement and the quest for sustainability offer
when involving local SMEs. Let us check along the phases of the
procurement model where SMEs should be given special attention.

5.5.1. Making use of the knowledge of local SMEs

The procurement model starts with the sustainable eProcurement
preconditions. They have to do with the definition of general policies that
should also lead to the inclusion of sustainability in procurement. Here it is
important to set goals which also consider local SMEs. In general, this has
two sides.

First of all, a LA could involve SMEs in policy development. Especially, the
proactive and innovative SMEs (type b and c, see above) are likely to have
special knowledge and ideas which potentially contribute to the solving of,
for instance, environmental problems which are on the local agenda. The
exchange of knowledge and the networking that may emerge here will
eventually have an impact on the actual purchasing decisions increasing the
purchases from local SMEs. In this way local (knowledge-intensive) SMEs
are stimulated by local public policies and procurement to go for the best.

Secondly, SMEs will be helped by getting adequate information about new
regulatory requirements and purchasing policy priorities. This will promote a
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continuous high level of compliance and therefore a higher degree of local
SMEs being eligible to be involved in public procurement processes. To
accomplish this, it may be helpful to find ways of collaboration with
business associations that represent a substantial part of the local business
community.

5.5.2. Make sure that local SMEs are prepared for eProcurement

ICT preconditions include an awareness of interconnectivity that is
dependent on whether buyers and suppliers are using comparable
technology. If there is a serious mismatch in this respect, sustainable
purchasing will not thrive. Therefore, along with embedding sustainable
purchasing in their eProcurement systems, it is of crucial importance for LAs
to make sure that local SMEs are capable of responding to it. This is one of
the underlying reasons for undertaking the EPROC project.

The optimal policy may be determined by, on the one hand, using
mainstream technology by LAs (and avoiding the exclusive use, for instance,
of systems based on emerging technologies not widely adopted) and on the
other, policies that aim to upgrade eProcurement capabilities among local
SMEs. For instance, if eReverse auctioning is regularly applied, local SMEs
should be enabled to participate in this. Whether they do so is of course their
own responsibility, but the LAs could feel responsible for making sure that
the local business community is prepared for this and the local SMEs, if
necessary, are supported when obtaining the right software. Again, this is not
only in the interest of procurement in general, but also in the interest of
sustainable development in the local community when electronic means are
used to propagate sustainable purchasing.

5.5.3. A need for clarity

The development of appropriate sustainable procurement policies will
depend on the effective collaboration between different departments,
especially Environment (now often changed into Sustainability) and
Purchasing (or at least similar functions). Procurement may be organised
centrally or dispersed. For outsiders the actual procedures may be fairly
confusing; it may be difficult to find out who is doing what. An open door
policy towards local SMESs requires clarity. A single point of contact may be
very helpful here, also for local SMEs that either wish to meet sustainability
requirements as potential suppliers and want information about it, or for
local SMEs that feel they could contribute to the solution of sustainability
problems with their products or services and wish to talk about it with their
LA.
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5.5.4. Routine versus strategic products

Strategic procurement, involving the initial stages of procurement, is
decisive as to whether sustainability and local SMEs as suppliers come in as
major issues. Using the Kraljic model ensures that sustainability is not just a
matter of only buying routine products that are usually produced by large
companies. Although there is nothing wrong with starting with routine
products like coffee, paper and detergents, sustainable leverage and strategic
products will make a far greater difference. For instance, construction —
strategic in terms of risks and finances according to Kraljic model — takes a
great deal of government budgets. Therefore, it makes sense that this is seen
as a priority area when implementing sustainable procurement. It is not
uncommon that relatively small building projects are granted to local
architects and builders. Although proximity may have its advantages in their
own right, LAs have a great opportunity here to promote sustainability. By
demanding sustainable building methods, the building network will
familiarise itself with the various aspects of sustainable building. The
knowledge and experience emerging from this is likely to spill over to
private building projects, multiplying the positive effects of local
sustainability policies. Sustainability may be promoted in particular when
LAs challenge proactive and innovative architects and builders in the region
to come up with new ideas as to how sustainable building principles can be
further applied.

5.5.5. SMEs and competition-focused dialogue

When an LA embarks on brainstorming with potential suppliers on how to
solve complicated issues or organises a competition-focused dialogue within
the framework on an EU tender, local SMEs should not be forgotten as
(potential) suppliers, especially as these can bring in creative solutions for
specific local environmental or other problems. This requires an adequate
overview of the available local expertises so that real talent and creativity in
the region should be recognised and stimulated.

5.5.6. Sustainability criteria and orders

When selecting potential suppliers, different kinds of criteria can be used.
Sustainable procurement is dependent on the application of sustainability
criteria. From a policy point of view, these criteria are not there to exclude
companies but to promote a sustainable society. The imposition of criteria,
therefore, should go together with a clear communication strategy especially
towards local SMEs. The latter, in particular those aspiring to become a
supplier to its LA, should well understand the nature of the criteria;
therefore, they should be put in plain language. The local SMEs should be
aware of what exclusive sustainability criteria are and what further selection
criteria in terms of sustainability are. Besides written information, it may be
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helpful to open up possibilities for direct conversations with public officers
on such issues. For the more proactive SMEs it can be helpful to find out
how far compliance with non-obligatory sustainability criteria increases their
chances to get orders. This will make sense only if LAs take the principle of
‘economically most advantageous offer’ seriously and are capable of
communicating this to the local business community in a credible way. Only
then may local SMEs start to believe that low prices are not the only
measuring rod.

5.5.7. Evaluation of contracts

It is important for LAs to inform (potential) local suppliers about the way it
manages its purchasing contracts. This is particularly relevant if electronic
contract management programmes are also used to evaluate the execution of
contracts. LAs should realise that how seriously sustainability is taken in
purchasing also manifests itself in the way the execution of contracts is
monitored and evaluated. Taking sustainability explicitly into account during
the evaluation process can be an additional incentive to local SMEs to take it
seriously. This effect may be enhanced if LAs let the local SMEs know
beforehand that the sustainability criteria will be explicitly looked into
during the expediting and evaluation phases and how this will be done. Here
a very useful mutual learning process could develop which is possible
because of the proximity of LAs and their local SMEs.

5.5.8. Sustainable procurement and local sustainable development

This chapter has gone into the different possibilities for LAs to involve their
local SMEs in sustainable procurement. There are many pre-competitive
possibilities to strengthen sustainable procurement by making use of the
proximity between an LA and its local SMEs. By so doing, sustainable
procurement can make a substantial contribution to sustainable development
in the local community.
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CONCLUSION
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This guide aims to assist European LAs in implementing sustainable and
electronic procurement. A general procurement process model, adjusted to
sustainability and electronic procurement, is used to show the way to
procurement departments, environmental departments, budget holders, and
all other persons involved throughout the entire procurement process.

This guide has a strong focus on sustainability and how to integrate it in the
procurement process. ICT solutions are seen as a major support to the
implementation of procurement in general and of sustainable procurement in
particular.

However, the limitations of procurement are determined by EU-legislation. It
is therefore important for procurement officers to be aware of all relevant
directives, particularly Directive 2004/17/EC and 2004/18/EC. Within these
limitations opportunities for sustainable procurement exist. For example
calculations based on total cost of ownership can make or support sustainable
procurement decisions.

Furthermore, sustainable procurement by local authorities can be
instrumental in stimulating local SMEs to pursue a sustainable way of doing
business. Local authorities can also stimulate local economic development by
developing markets for sustainable innovations that are within the reach of
SMEs. As such, local authorities can act both as a role model and catalyst in
the dissemination of sustainable procurement and sustainable development in
general.
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APPENDIX A: eTendering solutions (Source: EPROC 2005)
Sell2Wales - UK

The Sell2Wales website (www.sell2wales.com) is a mechanism through which
suppliers can register their business for promotion to all Welsh public sector bodies
and view all public tender notices. Thus the registered business stands a greater
chance of doing business with state agencies and winning contracts. The aim of the
website is to help SMEs gain public sector clients. It is free to use and aims to list all
public tenders in Wales. The registered supplier can activate an e-mail alert of tenders
specific to the business’ search criteria such as goods/services, size and geographical
area.

Buy4Wales - UK

Buy4Wales (www.buy4wales) is the sister site of Sell2Wales, and is the National
Procurement Website for Welsh public sector purchasers. Tenders advertised on
Buy4Wales by purchasers are available for viewing on Sell2Wales.

OJWatch (Official Journal UK) - UK
OJWatch (www.ojwatch.co.uk) is a service providing tender notifications to

companies. Notifications of tenders are delivered to subscribers via e-mail. The basic
package of this service cost €480/annum. Notifications are filtered based on business.

Buyers Guide - UK

The Buyers Guide website (www.buyersguide.co.uk) allows Local Authorities and
Public Service bodies in the UK to search for companies or product types to help them
source the products or services they require. Suppliers register their details and are
then listed in the guide. A fee is required for registration.

Government Opportunities - UK

The Government Opportunities Public Procurement Portal (www.govopps.co.uk) is a
website where suppliers can register their details and purchasers can browse the
Supplier Information Database to create electronic select lists, receive Expressions of
Interest and manage suppliers contact details. It also provides a lot of information on
the tendering and procurement activities, with newsletters, tutorials, reports and
publications. It is free for suppliers to regsiter for the Supplier Information database,
but there a number of sister subscription services that are available, such as Contrax, a
weekly publication for UK and Irish contract opportunities including OJEU high-
value contracts as well as low-value contracts below the EC threshold. Public service
purchasers may also register for a free service, with a number of fee-based
subscription services, such as PrOJECt and Vault both from BIP solutions
(http://www.bipsolutions.com/).
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Tendermatch - UK

Tendermatch (www.tendermatch.com) is a collection of services offering contract
information for public procurement. Essentially, it is a portal site to a number of
services managed by BiP solutions, including Contrax Weekly, Contrax Weekly
Ireland, Government Opportunities, Defence contracts, European Contract
Opportunities and Tracker.

Tracker - UK

Tracker (http://www.tendermatch.co.uk) is a contract information search service that
provides suppliers with the capability to search for new business opportunities online,
notifying subscribers of contract opportunities via e-mail, matching the profile of the
company. Subscribers complete an online profile that, through keywords and product
codes, identifies precisely those contracts of interest to them. Tracker then delivers
notifications via e-mail each day, so that our subscribers are aware of new contract
opportunities. Tracker has also licensed access to national and international public
sector contracts, such as the Official Journal of the European Union (OJEU and in
America, the US FedBizOpps FBO). Contract notices are gathered from BiP’s many
Tendering services (see Tendermatch). Supplier registration incurs a charge, approx.
£980/year.

Select List - UK

The Public Sector list (http://www.selectlist.co.uk/) contains a register of products and
services suppliers available to the public sector. The online service includes a
searchable database of suppliers and features modern online media facilities to
enhance and promote supply options to the public sector. The Public Sector Select
List supplier’s trade/business categories are updated periodically and numbers limits
inclusion. The supplier’s area features online account management facilities and a
searchable database of e-tenders. There is a charge of £276/annum for suppliers to
register here.

European Union Tender Opportunities - UK

EC Tenders (http://www.ectenders.com/) is a service licensed by the European Union
to BiP Solutions to promote contract opportunities issued by public authorities from
throughout the Member States of the EU to suppliers. Included in EC Tenders are all
EU public open contracts that exceed specific threshold values, and are announced in
the Official Journal of the European Union (OJEU). Subscription for suppliers is £476
(plus VAT) per annum.

Request for Quote (RFQ) - Ireland

The Request for Quote (www.e-hub.com) service run by e-Hub is an online auction
system. Public agencies can advertise a request-for-quote (RFQ) to registered
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suppliers, who may then bid for Irish public contracts below tendering thresholds (e.g.
small contracts). Local Authorities pay €3000/year to use this service. It is free for
suppliers to register.

Small Contracts Scheme - Ireland

The Small Contracts Scheme, as developed by Achilles Software (www.achilles.ie) is
a similar solution to RFQ in that public bodies advertise contracts below the tendering
threshold. Suppliers register with the service (at a cost of €200/year) and they are
required to complete an online questionnaire with information about their company.
Completion of the questionnaire is critical to ensure that the company is portrayed in a
comprehensive manner to the Purchasing Organisations.

Annual Quotations Process - Ireland

The Annual Quotations Process (www.laquotes.ie) is a system developed by Kerry
County Council (Ireland) to store the prices of goods and services that do not change
over a 12-month period. Essentially, it is a catalogue of goods/service that a public
body might purchase. Suppliers have a specified time to upload their product data,
after which it is closed for the next 12 months. This is now being rolled out to other
Local Authorities.

eTenders - Ireland

eTenders (http://www.etenders.gov.ie) is the Irish national procurement website. This
site is designed to help suppliers find information on government and public sector
procurement by providing links and a search engine that can be used to search for
notices issued by public bodies across Ireland. It is integrated with EU systems to
automatically advertise in the EU journal any tender that is over the EU threshold. All
Irish tenders are advertised here. Suppliers can register for certain interests and
receive e-mail notifications whenever tenders are advertised in their chosen field.

e-Vergabe Vergabeplattform des Bundes - Germany

e-Vergabe'* (www.evergabe-online.de) is the official public tendering website of the
federal government of Germany and offers solutions for the state government, cities
and local communities. All aspects of the tendering process can be handled
electronically. It uses an electronic signature and card-based solution for
authentication. Public bodies pay an operating fee for using the system, but it is free
for suppliers.

14 Vergabe is the German translation for procurement.
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Ventasoft - Germany

Ventasoft (www.ventasoft.de) provide an internet-based solution ‘Ava-online’ for
public tendering, with a strong focus on the construction industry. Public authorities
pay a fee for advertising tenders, with supplier paying a one-time fee of €25 for
registering with the service. Ava-online uses a card-based authentication method for
digital signatures.

TEK Service - Germany

TEK Service (www.tek-service.de) provides a web-based view to small value goods
and services. Essentially it operates as a catalogue for goods and services in which the
price has already been agreed within a framework contract. Public bodies pay a fee for
use of the service (registration plus a recurring charge). However, there is no charge
for suppliers.

Intersource - Germany

Intersource (www.intersource.de) services providers of eProcurement software based
on Microsoft products. Their two main products are:

e ISMarket, a web-based solution for low value purchases, based on selective
tenders. It also provides a catalogue feature for good/services within a
framework agreement.

e ISSubmmission, a plug-in for the Microsoft Office suite to help create tender
documents and manage tenders.

Both Local Authorities and suppliers pay a fee to use these products, based on a
percentage of their turnover within the system.

DTAD.de Deutscher Auftragsdienst - Germany

DTAD (www.dtad.de), the German Contractor Information Service is a contract
agency for companies of all sectors. It advertises projects and tenders from both
public authorities and private companies. Registered users are notified electronically
of uploaded tenders. Pricing for the service is based on a sliding scale, with the
service incorporating a notification subscription for all of Europe at EUR110/month.
It is free for organisations to advertise tenders on the site.

LzP Logistikzentrum Baden-Wirttemberg - Germany

LzP (www.lzp.de) is the eProcurement service provider of the police authority of
Baden-Wirttemberg and other institutions of the state government. LzP offer a special
tendering service for local public authorities. Online shops are available within the
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intranet of the state government and the intranet of the police Baden-Wirttemberg.
There is no charge for usage of this service.

Ausschreibungs-ABC - Germany

Ausschreibungs is an internet-based advertising platform for public tendering offered
by the state owned company Staatsanzeiger-Verlag. They handle all aspects of the
tendering process electronically. They also offer a software tool “ABC-cockpit”
which allows suppliers to work on tender documents electronically. The software
helps the supplier prepare the documents and allows them to send a digitally signed
document to public authority which advertised the tender. Ausschreibungs is derived
from a solution by Administration Intelligence.

Administration Intelligence — Germany

Administration Intelligence (www.ai-ag.de) are software developers for eProcurement
solutions. They provide electronic solutions for all aspects of the tendering process,
displayed in their three main software applications:

Vergabe@Work: is a form-based system for public authorities to guide and
support all parts of the tendering process in the electronic sphere, with a strong
focus on adhering to legal requirements.

Vergabe@Net: is a web-based solution that allows public authorities to
manage all communication with suppliers engaged in the tendering process via
the internet.

BieterCockpit is a web-based solution that allows suppliers to author tender
documents on-line and transfer them electronically (with electronic signature)
to the relevant public authorities. BieterCockpit is part of Vergabe@Net.

Administration Intelligence also offer the service.Ausschreibungs-ABC (described
above) that is run by Staatsanzeiger-Verlag Baden-Wirttemberg.

Healy Hudson - Germany

Healy Hudson (www.healy-hudson.de) are software developers that provide
eProcurement solutions. Their flagship product “EProcurement Professional” appears
to target the purchasing and payment stages and integrates with third party systems
(such as SAP). It is aimed at Purchasers and many of their customers are in the private
sector.

OVIA —the Netherlands

Overheids Inkopen en Aanbesteden (OVIA — Procurement and Tendering Authorties
www.ovia.nl) is a co-operative website set up by several Dutch ministries and run by
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a group called Professioneel Inkopen en Aanbesteden (PIA - Professional
Procurement and Tendering). The provide advice and tutorials for the tendering
process.

Aanbestedingskalender — the Netherlands

Aanbestedingskalender (http://www.aanbestedingskalender.nl) is a website on which
public and private organisations can publish tender notices. The site has been very
successful in making the tendering process more transparent. There is no charge for
this service.
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