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About the South Australian Productivity
Commission

The Commission provides the South Australian Government with independent advice on
facilitating productivity growth, unlocking new economic opportunities, supporting job
creation and removing existing regulatory barriers.

The Department of the Premier and Cabinet (DPC) Circular PC046 sets out the objectives
and functions of the Commission; how inquiries are referred to the Commission, undertaken
and reported on; and how the Commission and public sector agencies work together.

The Commission was established to assist the government:

i. to improve the rate of economic growth and the productivity of the South
Australian economy in order to achieve higher living standards for South
Australians;

ii. to improve the accessibility, efficiency and quality of services delivered or funded
by government;

iii. to i mprove South Australiabs competitivenes
iv. to reduce the cost of regulation;
V. to facilitate structural economic changes while minimising the social and
economic hardship that may result from those changes;
Vi, to take into account the interests of industries, employees, consumers and the
community;
Vii. to increase employment;
viii. to promote regional development; and
iX. to develop South Australia in a way that is ecologically sustainable.

The Commissionis supported by the Office of the South Australian Productivity Commission
(OSAPC) which is an attached office of the Department of the Premier and Cabinet. The
Chair of the Commissionalso serves as the Chief Executive of the OSAPC.

For more information on the Commission including DPC Circular PC046, visit the website at
www.sapc.sa.gov.au.

Disclosure

The Commissioners have declared to the South Australian Government all personal interests
that could have a bearing on current and future work. The Commissioners confirm their
belief that they have no personal conflicts in regard to this inquiry.
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Terms of Reference

SOUTH AUSTRALIAN PRODUCTIVITY COMMISSION INQUIRY INTO GOVERNMENT
PROCUREMENT - CAPITAL PROJECTS AND PRESCRIBED PUBLIC AUTHORITIES

|, Steven Marshall, Premier, hereby request that the South Australian Productivity Commission
(the Commission) expand the scope of its current inquiry into the efficiency and effectiveness of
South Australian Government procurement processes and practices to include capital project
procurement and all public authorities including those currently exempt from the State
Procurement Act 2004.

The Commission's deliberations on the additions to the scope arp to be presented to the
Government in a separate report.

Background

The South Australian Govemment's ‘Strong Plan for Real Change', documents its election
commitment to implement reforms enabling South Australian businesses to better participate in
government procurement.

The State's public authorities manage and perform their procurement functions via a mix of
cenfralised and decentralised arrangements depending on their organisational structure and
functions. Whilst subject to some exclusions, they are required to comply with the State
Procurement Board's (SPB) Procurement Policy Framework and the Department for Industry
and Skills' Industry Participation Policy (IPP), local interpretation and application of these
goveming frameworks, may lead to inconsistent implementation of policy and operational
guidelines.

The general govermnment sector capital investment program reflects continued significant
investment by the government in delivery of its services. Purchases of non-financial assets are
expected to be $2.0 billion in 2018-19. The forward estimates contain a major infrastructure
investment program of $8.3 billion in the general government sector over four years. As a result
of feedback received from the business sector during the current Commission inquiry into
procurement, the government has decided that the scope of the inquiry be expanded to include
capital projects, as it represents a significant portion of government procurement expenditure
and there are opportunities to improve procurement processes.

The state's prescribed public authorities collectively are responsible for a significant amount of
procurement in the course of delivering functions on behalf of the South Australian
Government, including capital procurement that is not included in the figures above.
Procurement by prescribed public authorities, as listed in Schedule 1 of the State Procurement
Regulations 2005, is also now in the scope of this inquiry.

Terms of Reference

This inquiry is an expansion of the scope of the current inquiry into goods and services
procurement.
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As a result, the Commission should address the following terms of reference in a second stage
of the procurement inquiry that covers capital procurement and all procurement by prescribed
public authorities:

1. Consider the time and costs associated with procurement, that is:
a. The time taken to complete the supplier selection stage of the procurement process;
b. The cost to business of participating in the procurement process; and
c. How the time and costs of the procurement process in South Australia compare to other
jurisdictions.

2. Assess the level of compliance by public authorities and other declared bodies with
government procurement policies, guidelines, principles, standards and directions.

3. Consider the appropriateness of procurement govemnance and reporting arrangements. This
includes procurement under a Public Private Partnership arrangement.

4. Evaluate the effectiveness of the IPP, in particular, the IPP's impact on:
a. Compettion between firms, including those from interstate and overseas;
b. Prices and value for money of goods and services procured over time; and
c. Broader economic effects such as the growth of local industry and employment.

5. Examine the risk management framework used by public authorities to evaluate supplier
bids and specifically whether it is appropriate to the value of the procurement.

6. Consider examples of contemporary procurement policies and practices from interstate,
overseas and the private sectorand their effectiveness in:
a. Generating local output and employment;
b. Building industry capacity; and
c. Promoting innovation.

7. Provide recommendations on action the govermnment should take to improve the
effectiveness and efficiency of State Government policies and practices for the
government's procurement activities.

Scope

The Inquiry now includes government procurement for capital projects in addition to the
procurement of goods and services.

All public authorities subject to the State Procurement Act 2004 continue to be in scope.
Applicable prescribed public authorities, as listed in Schedule 1 of the State Procurement
Regulations 2005 (attached), are also now in scope.

The Commission should have regard to relevant state and federal legislation, South Australia’s
national and international obligations about procurement and the South Australian
Govemnment's election commitments.

Process

The Commission should consult with a cross section of businesses operating in South
Australia, the Small Business Commissioner, Industry Advocate, State Procurement Board, key
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business associations and industry representation (including unions), as part of the public
engagement process. Engagement should also occur with the Public Works Committee of
Parliament.

The Commission is to provide a separate report to the govermment on the first stage of this
inquiry dealing with goods and services procurement, with a draft report due by 15 March 2018
and a final report by 17 May 2019.

The Commission is to provide a second report on capital procurement and procurement by
prescribed public authorities, with a draft report to be provided during August 2019 and final
report by 31 October 2019.

2~ R [

Hon Steven Marshall MP
PREMIER OF SOUTH AUSTRALIA

2! 12019

Attachment:
* Schedule 1 - State Procurement Regulations 2005
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Schedule 1—Prescribed public authorities

Adelaide Yenue Management Cormporation

Architectural Practice Board of South Australia
Construction Industry Training Board

Health Services Charitable Gifts Board

Legal Profession Conduct Commissioner

Local Govemment Finance Authority of South Australia
Motor Accident Commission

Return to Work Corporation of South Australia

South Australian Forestry Corporation

South Australian Housing Trust

South Australian Water Corporation

Superannuation Funds Management Corporation of South Australia
Urban Renewal Authority
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Preface

The release of this draft report gives interested participants the opportunity to comment on
the Commi ssionds analysis in relG@Gvenment to its i no
procurement.

In preparing this draft report, the Commission invited public submissions and consulted
widely with a range of individuals, businesses, organisations and government agencies.

The Commission invites further written submissions on the draft report by 20 September
2019. These submissions may address any of the isues covered by the terms of reference.
Following the release of the draft report, the Commission will hold further consultations as
necessary including after 20 September 2019.

At the conclusion of consultation on the draft report, the Commission will pr epare a final
report to be presented to the Government of South Australia by 31 October 2019.

With respect to the publication of the final report, the Department of the Premier and
Cabinet (DPC) Circular PC046 states that:

U dhe Commission must ensurethef i n al report is available on |
days of delivering the report to the [Premier] 6éand

O ¢ he [ Premier] will endeavour to respbond €& wi

We would like to thank all those who provided input to this inqu iry, which includes a wide
range of businesses, not-for-profit organisations and their associations, as well as
acknowledge the assistance and cooperation from the State Procurement Board, government
departments, the Industry Advocate and the Small Business Commissioner.

In addition, we would like to acknowledge and thank the OSAPC staff for their work in
researching and preparing this draft report.

The Commission looks forward to receiving feedback on the draft report.

Dr Matthew Butlin Adrian Tembel
CHAIR AND CHIEF EXECUTIVE COMMISSIONER
25 March 2019
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Key message s

This draft report addresses St age 2 of t he Co mithe effaclivenaséandi nqui ry
efficiency of State government policies and practices for government procurement.

South Australia currently has three separate procurement streams: for goods and services;
for construction; and public authorities that are exempted by regulations under the Statfe
Procurement Act 2004, \While these streams are reasonably managedi in some cases very
well managed i given their systems, data and capability limitations, the State can do better.

The Commission considersoverall the procurement system leaks value at all stages such as

U managing the procurement spend strategically;
U developing the right definition of the procurement requirement;
U utilising the right approach to market; and

U managing contracts.

It is impractical to control everything from the centre of government . To ensure the goods,
services and construction procured are delivered in full and at the right price and value, the
procurement system must strike a balance between being directed, analysed and energised
centrally, and having the accountability, authority and professional capacity in the agencies.

Currently the system is fragmented, unproductively prescriptive, cannot assess overall
performance and does not focus on developing capability in the SA Government
procurement professionals. The leakage of value is significant: the typical 5 per cent annual
improvement could deliver this state $500 million per annum.

I n

t he

procurement, built on:

i growing and maintaining a highly capable procurement profession as a foundation
for ultimately replacing the current regime of rules -based compliance with greater
application of discretion and professional judgement;

U strengthening capability in line agencies while abolishing barriers to whole of
government procurement activities; and

0 transforming the central gover nmeavalies

for the State through high level strategic techniques, methods and actions.

The Commissionoutlines three options for further discussion. It favours fundamental
change: abolishing the current fragmented arrangements; replacing the State Procurement
Board with Procurement SAcovering all procurement, led by a qualified CE; who would
report to a Minister with scope to implement targeted or whole of government procurement
policies and initiatives; and driving the shift from the current rules-based, compliance-heavy
procurement culture to a more professional judgement based model. The Commission also

proposes phasing in the change to focus on priority areas and manage implementation risks.

The Draft Report also addresses prescribed public authorites, construction procurement and
South Australiads I ndustry Participation
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Executive summary

1. The scope of the inquiry

In October 2018, the SA Government tasked the Productivity Commission (the Commission)
to:

0 evaluate the effectiveness and efficiency of State Government policies and practices
for the procurement of goods and services; and

U identify options to improve procurement practices and their impacts on local
industry, noting concerns expressed by small and medium enterprises (SMEs) about
the cost of and time expended in tendering for procurement opportunities.

Initially, the inquiry focused on agencies and matters that fell within the scope of the Starte
Procurement Act 2004, which specifically excluded construction expenditure and prescribed
public authorities (e.g. SA Water and Renewal SA). On 15 February 2019, the government
expanded the scope of the inquiry to cover these exclusions.

Accordingly, the overall inquiry was dividedintot wo st ages. Stage 1 addr es:
original terms of reference. The final report for Stage 1 was delivered to the Premier on 17

May 2019. TheGover nment s r es p o n éps:fdpcsa.dowaa/esouraed-e as e d
and-publications/government-procurement-inquiry): 28 of t he Commi ssi ono6s 3
recommendations were accepted in full; and the other s were accepted in part. In summary,

the recommendations aimed at unlocking short-term value in government procurement

while starting some key long-term reforms. The recommendations called for:

U astrategic planto raisethecapabi | ity of the South Australian
procurement professionals;

U reforming the reporting requirements for government authorities to central
procurement to provide the metrics for understanding and analysing whole -of-
government procurement;

U streamlining procurement, including adopting the principle that generally
procurement decisions should only be authorised once;

U actions to improve contract management, increase knowledge of the marketplace
and provide clearer guidance in key areas such as achievingvalue.

In addition to the extended scope, Stage 2 considers some matters that were deferred to
Stage 2 because they required a whole-of-government view of procurement. These matters
were largely governance and institutional arrangements. The final report for Stage 2 is due
on 31 October 2019.

This draft report sets out the Commissionds prel
point of development for various reasons that are explained in the document. The

Commission looks forward to further consultations with stakeholders and interested parties

on the Commi ssionbdés work to dat e, including its
and draft recommendations.
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This is very much a draft. The Commission found that some of the process of collecting key
information and evidence from those areas not governed by the State Procurement Act 2004
took significantly longer than expected despite significant efforts by agencies, particularly
from DPTI (which plays a central role in construction). These difficulties strongly suggest
there are serious issues in recording and accessing information in DPTI and other agencies.
As a result, progress to this point is uneven, remaining preliminary on some issues. This will
be addressed inthe coming weeks.

Notwithstanding the delays in receiving some information, the Commission appreciates all
the assistance received from all participants (both private and public sector). In particular,
during this stage, both DPTI and SA Water allocated key personnel to work with the
Commission on a parttime basis to assist with the research.

2. Unlocking value : the overview

The inquiry process to date (including the SA
recommendations from Stage 1) has persuaded the Commission there is a red opportunity

to unlock significant long-term value in SA Government procurement activities. In essence,

the opportunity is built on:

U asustained commitment to developing a highly capable procurement profession
within the SA Government based on professional standards, training and
development and improvement that is the foundation for moving from the current
model of rules-based compliance to one where the exercise of professional
judgement plays a much larger role;

U strengthening the capability in line age ncies to undertake the procurement required
by their agency;

U breaking down barriers, including silos within and between agencies, to leveraging
whole-of-government procurement activities;

U very significantly increasing the central capacity to unlock direct and indirect value
for the state from its procurement spending through: high -level strategic techniques,
methods and actions, together with building T with energy, focus and as a strategic
priority i professional capabilityinthest at e 6s pr ocessiormlment pr of

U more specifically, the Commission is inclined at this point to recommend abolishing
the currently fragmented approach including removing the State Procurement Board
and establishing a new body, Procurement SA led by an appropriately qualified CE.
The Commission is further inclined to propose that the Procurement SA CE report
directly to a designated minister with:

o0 the scope and authority to implement targeted or whole -of-government
procurement policies and initiatives;

o the role of catalysing t he transformation of the current rules -based,
compliance-heavy procurement culture to a more professional judgement
discretion model with a strong secondary purpose of value creation; and

o the authority to recommend intervention by the minister.
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While the Commission is unable to quantify the net benefits to the state of the proposed
changes, it considers there are good reasons for believing they are likely to be substantial.
Moreover, the reforms can be staged in a way that would both optimise net benefits a nd
costs and better manage the implementation risks.

The draft report is structured around five elements:

U a better system architecture to drive value from whole -of-government procurement
(this is discussed in Chapter 6 but the Commission considers it the central point of
the report) ;

U procurement in prescribed public authorities , iIncluding underpinning legislation,
architecture of roles and accountabilities, policies, and delegations;

U procurement for construction expenditure  , including underpinning legislation,
architecture of roles and accountabilities, policies, and delegations;

U Other whole-of-government procurement issues; and

U the performance of the South Australian Industry Participation Policy (SAIPP) in
the procurement system;

3. South Australian Government procurement spending

South Australian Government procurement spending has a substantial impact on the South
Australian economy, amounting to more than $11 billion annually or around 10 per cent of
the gross state product (June 2018). These purchases are extremely important to the South
Australian economy, underpinning the provision of critical public services and having a
significant impact on employment, business activity and investment.

The Commission has considered several ofits draft recommendations through the prism of
changes that strengthen competitiveness of local businesses, including SMEs, and avoid
increasing industry protection.

The Commi ssionbs evidence base includes:

U 67 (total for both inquiries) written submissio ns in response to the issues papers and
the Stage 1 draft report, all of which are published onthe Co mmi s swebsite;6 s

U engagement with individuals from industry associations, businesses, not-for-profit
organisations and government agencies;

U recent surveys by Business SA, the Office of the Industry Advocate and the SA
Tenders website;

U a sample gathered by the Commission of the outcomes of 103 randomly selected
recent procurements from public authorities in Stage 1 and a random sample of 106
recent procurements for the expenditure covered in the Stage 2;

0 responses from agencies to the Commi ssionds |

U0 a compilation of trends, developments and reforms in Australian and selected
overseas jurisdictions.
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Analysis of this evidence base and disussions with stakeholders identified the key issues
and concerns that the Commission considers should be addressed.

4. The issues
The issues identified in Stage 1 and 2 of the inquiry were similar. The shared issues were:
U lack of transparency by agencies,
U lack of engagement by agencies,
U risk aversion by decision makers
U red tape costs;
U lack of or limited capability ;
U barriers to innovation in the procurement system ;
U the meaning in practice of value for money; and
U contract management shortcomings.

Government agencies also advised the issues identified by businesses in addition to their

own concerns and improvement opportunities. Their advice set some business concerns in a
wider context, particularly about some processes and practicesr equi red by SAb6s
procurement system.

I'n the Commi ssionds Vvi ew, these matters point toc
captured by the state from procurement expenditure. The draft recommendations and

information requests in the Stage 2 draft report will focus on options to optimise the overall

architecture ofthe st at e6s procurement system.

5. A better system architecture

The Commissionacknowledges some areas of very good procurement practice within
government that are marked by a strategic use of the procurement function, sufficient
resources of qualified professionals, effective monitoring of contracts, organisation around
market segments and a clear expectation of the financial savings to be achieved (in addition
to meeting non-economic objectives).

That said, and having now considered construction procurement and prescribed public

authorities, the Commission considers the existing whole-of-government architecture i the

combination of system design and organisation rolesi to be inadequate. The Commi ssi ono.
concerns include thatthest at e6s procurement function is fragn
that have limited relationship with each other, lacks a consistent set of principles, pays

insufficient attention to human capability, and has a framework of strict thresholds that have

not been recently reviewed or challenged.

Moreover, at a whole-of-government level, the current architecture d oes not allow a focus
on whole-of-system benefits, suffers from poor availability of data and has limited capability
to manage procurement strategically.
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In summary, the current system unnecessarily leaks value, notwithstanding pockets of
generally good practice.

Consequently, the Commission see a real opportunity to unlock long -term value by

i mproving the system architecture to focus and e
procurement areas to maximise the value of procurement spending and implement evid ence

and data-based strategic improvementstothe st at eds procurement system.

A key need, in the Commi ssionbs Vvi ew, i's a stron
whole-of-government procurement based on five foundational elements:

U sufficient seniority, accountability and authority for the function to shape and
implement reforms;

U whole-of-government performance monitoring and data analytics;

U the capability to undertake strategic analysis, and exercise professional judgement in
identifying and pursuing whole -of-government improvement initiatives that break
down silos and reinforce a state-first interest in all procurement activities;

U the capacity to assist agencies for whom procurement may not be a mainstream part
of their role; and

0 capability devel opment for the governmentoés |

This would build on the current accountability framework for chief executives in respect of
procurement in government agencies, which would need some strengthening.

A move in this direction is consistent with other states which have focused on improving
data collection, developing analytic tools for analysing procurement data, and developing
capability frameworks for procurement functions and personnel. The primary aim is to
extract the maximum value for the total procurement spend.

The Commission notes there are several important considerations in identifying options for a
more fit-for-purpose central procurement body. It proposes five principles at this point:

U optimising value;
0 simplicity;
U appropriately devolved accountability;
U clear authority; and
U capability.
Three options fora stronger system architecture

The Commission sets out for discussion three options to increase the value generated by the
st at e 6 sement spendi They are:

U Option A : optimising existing architecture without changing the legislation and
the role of the State Procurement Board.
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U Option B : a strengthened State Procurement Board underpinned by an
amended State Procurement Act  with legislative underpinning for a centralised,
comprehensive role for the SPB. The changes would incorporate the five foundations
set out in Section 6.1.

U Option C : Procurement SA , a new body to replace the SPB, with a strong
mandate for a centralised, comprehensive role. The changes would incorporate the
five foundations set out in Section 6.1.

There are several elements in each option that will require additional invest ment to capture
the potential value associated with better management of the procurement spend. All three
options require a yet unquantified investment in people and technology.

At this point, the Commission sees the greatest advantage in Option C; however, the options
are put forward for discussion so that the Commission can provide the best advice to the
government in its final report. It intends to develop them further (or identify superior
alternatives) in the coming weeks.

As part of the report, we hav e considered the procurement arrangements for the different
elements of the additional scope of the Stage 2 report. The issuesdiscussedin each chapter
are summarised in the following sections. The Commission has also reviewed the impact of
the SAIPP onconstruction and prescribed authorities.

6. Prescribed authorities

The State Procurement Act 2004 (SP Act) defines a prescribed public authority (PPA as @
person or body that has been declared by the regulations to be a prescribed public authority
for the purposes of this Acté! The State Procurement Regulations 2005(SP Regs) set out
the bodies declared to be PPAs in Schedule 12

By being prescribed, PPAs are not bound by
developed their own procurement framewor ks. That said, PPAs must comply with other
legislation and government policies that require disclosure, reporting or referral in relation to
aspects of their procurement activity. For example, most PPAs aredublic authoritieséand
subject t o ndtruckoasqTus).er 6 s |

PPAs are also generally subject to Premier and Cabinet Circularswhich é@re used to
establish whole of government policies and often include an instruction or requirement to
take specific action in the implementation of those policies (including PCO13i Industry
Participation Policyy. Once a circular has been approved by Cabinet it must be followed by all
government departments.dThe biggest exception to this general requirement is that PPAs
are explicitly exempt from PCO028i Construction Procurement Policy The reason for this
exemption is not known.

The current prescription status of prescribed public authorities is based historically on
mi ni st echief éx eacnudt i v & thé Comimissiers has received very little information

1 State Procurement Act 2004, section 4.
2 State Procurement Regulations 2004 regulation 4, Bodies declared to be prescribed public authorities (Section
4 of Act).
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pertaining to the original reasons. It is worth noting that there are a variety of other
commercial public entities that are currently not prescribed.

All PPAs share the view that to be subject to the SP Act would create administrative burdens
and result in lost commercial opportunities, potentially causing some PPAs to compromise
their statutory and business obligations and outcomes. The Commission accepts that
complex and specialised pocurement activity is undertaken by some PPAs, for which they
need timely and flexible procurement arrangements. This is not a barrier to a whole -of-
government framework, provided it has appropriate categories of specialisation that can be
managed where excellence already exists.

PPAs generally observe theobjects of the SP Act in their procurement frameworks and
practices and some use SPB documentation or variations of it to formulate their policies.

Aside from the potential administrative burden of com plying with SPB policies and
procedures, the Commission sees no compelling reason to exempt PPAs from the broader
procurement framework. Further, the Commission is inclined to the view that there are
benefits to including PPAs in a more flexible whole-of-government framework.

7. Construction

Not all the information sought by the Commission was received in a timeframe that allowed
for the type of analysis necessary to reach a conclusion on some issues.This was most

probl ematic i n DPTIabreleticabagency glayyieaonstruttien c ent r
procurement. Nonetheless, consultation with other public authorities and external
stakehol ders identified some possible options to

procurement and the services that it provid es to other agencies.

It is also evident that DPTI understand s the importance of a strong procurement process
and is attempting to improve its processes. The Commission expects that with the
information in hand now and further consultation with DPTI and ot her public authorities will
allow it to develop recommendations on the issues identified in this chapter.

Background

The definition of O6construction procurementdo for
Oprescribed constr uct ieStatefProaufereenttRégulatiens 20050 vi ded i r
The exclusion of prescribed construction projects from the State Procurement Act 2004

means construction procurement valued over $150 000 (excluding GST) does not come

under the SP Act or the State Procurement Board procurement policy framework.

Regulation specific to construction procurement

There are three arrangements or frameworks that govern the procurement of South
Australian Government construction projects:

U TheSt ate Procurement Boar dowerkappliestcodhee ment pol i ¢
government procurement of construction valued at $150 000 (excluding GST) or
less. Prescribed authorities are excluded from the framework.

U DP T ICanstruction Procurement Policy: Project Implementation Process applies to
all prescribed construction projects. DPTI is responsible for the management of
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construction projects in the civil and building (commercial) construction sectors.
Prescribed public authorities are exempt from this policy.

U Prescribed publc authorities have their own policies and guidance for procurement
activity which may include procurement relating to construction projects.

In addition, all public authorities are required to comply with PC0O15 Procedures for
Submissions to Cabinet Seekig the Review of Public Works by the Public Works Committee
(PWC). Section 16A of the Parliamentary Committees Act 1991requires that public works
must be referred to the PWC if the total amount of money provided by Parliament or a state
instrumentality to be applied to construction of the work exceeds $4 million. No public
monies can be expended until the PWC has presented its final report.

The following issues relating to construction procurement were identified by stakeholders.
Value for money

I'n its response final repditdahe SAGovernsent soppodted the
recommendations on value for money and provided the following commitments:

U revise and develop an improved SPB Value for Money in Procurement Guideline to
better assist government agencies in applying and determining value for money;

U better practices identified by the Commissionin other jurisdictions will be considered
in drafting the new guideline;

U the revised guidance will be incorporated into current SPB training courses. A series
of specific information sessions will also be held; and

U businesses, business associations and notfor-profit organisations will be informed of
the revised value for money guidance in the following ways:

0 The materials will be published on the SA Tenders and Contracts website.

0 Businesseswill be provided with the revised guidance as part of each tender
(where appropriate).

0 The Office of the Industry Advocate will communicate the guidance material
to businesses as part of regular industry engagement forums.

The Commission considers that more transparency would benefit the construction
procurement by public authorities by increasing the efficiency of the process (more fit for
purpose bids and less time wasted both for suppliers and for client agencies).

Throughout the consultation process a consistent message was that a lot of value can be
lost from an underdone acquisition plan. The Commission recommends that more time and
resources are allocated to complete this stage.

The final report for Stage 1 observed the procurement function is increasingly being used as
a tool to contribute to other government objectives. Those objectives or priorities have not,
traditionall vy, been considered as part of
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The Commissionsees merit in a value for money framework for construction procurement
that encourages the SA Government to:

U specifically identify and quantify the government objectives to be incorporated into
the procurement process for construction procurement projects, specifying the
minimum level;

U communicate the prioritised list of other government objectives to business; and

U require minimum requirements for a bid to be compliant: at the next step the
evaluation is based on fithess for purpose and whole-of-life costs, with the tie
breaker for equal tenders being the extent of performance above the minima on the
other objectives.

The Commission notes a similar approach for all procurement across government could
provide greater cohesion and insight without imposing additional unnecessary red tape.

Risk management

The Commission found several similar risk management issues for consgruction
procurement, as it did for goods and services procurement in Stage 1. They are
shortcomings in data and reporting, risk allocation and guidance on risk management. In
addition, the choice of delivery model and type of projects have also emerged as issues

While the Commission saw examples of good agency risk management practice such as SA
Waterd,ghe very limited documentary evidence suggests a transaction-based approach
rather than a strategic approach to risk in procurement. This will be followed up.

As an example, the Commission has found that DPTI is not able to easily retrieve and

present information related to projects managed on the behalf of agencies. This is at least

partly symptomatic of serious defi cdwkedgediatts i n DF
very senior levels in DPTI.

Contract management

Consistent with the findings in Stage 1, the Commission has found an absence of holistic
contract management reporting and performance measures.

The Commission observel the strong focus in the construction procurement process in the
market approach and supplier selection phases However, once they have occurred, the
subsequent governance and oversight of the framework for construction procurement
appears to attract less attention.

Capability

The Commi ssion notes that the government has alr
recommendation from Stage 1 (2.10) in relation to developing a strategic plan for

procurement capability development. Having now considered construction procurement

capability, the Commission is of the view that a strategic and planned approach to

construction procurement capability development is also needed.
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A construction procurement capability strategy will need to address how technical
(construction) staff and procurement staff can work together to achieve optimised
outcomes. The Commission envisages ths may include providing additional training for
procurement-specific skills for technical specialists and advisers (e.g. engineers) to give
them an improved understanding of procurement and contract design and management
requirements. Legal training is very likely to be useful.

The strategy will also need to focus on supporting the capabilities required by Lead Agency
representatives in fulfilling their project sponsor role under the Construction Procurement
Policy. Project Implementation Process. Some of those skills are not necessarily
procurement specific but are important in the overall outcome of the project and the Lead
Agencyo6s accountability.

The Commission considers that raising procurement to a strategic and high-value function
within public auth orities and prescribed public authorities will help to attract and retain high -
performing individuals to engage in procurement activity. The professional development in
the recruitment and training strategy could encourage more junior individuals from othe r
specialties like law and business analysts to focus on a procurement career, which would
help address the shortage of procurement officers over time.

Engaging with  suppliers

The Commission made four recommendations on market engagement in Stage 1. They
variously covered increased availability of information regarding supplier capability and

future government procurement opportunities and an industry engagement guideline for
government buyers to encourage effective market engagement.

Similar considerations apply to construction. The Commission seeks information on how
agencies can achievea better match between the market approach chosen and the fairness
provided to the targeted pool of suppliers who are competing for the work.

Streamlining the  process

The Commission has analysed the procurement processes used by DPTI for both building
and civil infrastructure and has made some initial observations based on the limited
information provided by the department. It will take up these and other matters with DPTI
in the coming weeks.

Whil e agencies have found DPTbebnsalugbbkeperti se on |
opportunities to improve the process for smaller projects were mentioned. In effect,

agencies have suggested the policy framework supporting construction procurement could

find a better balance, particularly for smaller and specialised construction projects. One

option may be to reconsider the threshold for when the P IP is applied to allow agencies to

manage smaller project and free up some capacity in DPTI to focus on the larger projects.

This will be considered in the final recommendations that the Commission will make in terms
of the future scope of the procurement system and the associated roles and responsibilities
that agencies will have under a future system.
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Matters for further consultation with DPTI

While the release of the draft report is the start of the second consultation phase on all the
Commi s s i o rstosatef throughountge draft report, the Commission has noted that
there are a number of items on which we intend to re -engage with DPTI prior to finalising
the report. The following is a summary of those specific items:

O DPTI 6s strategic approach to value in procur
U the strategic use of different formulae in tender evaluation s;

U the application of risk management principles in practice;

U how subcontractor feedback is/will be addressed;

U the development and use of contract management plans;

U0 how lessons learned feedback is incorporated in future procurements;

U the difference between the civil infrastructure and building management processes;

U procurement process documentation; and

U DPTI6 siew of appropriate procurement metrics.

8. SA Industry Participation Policy (SAIPP) for construction and
prescribed authorities

The SAIPP aims to ensure South Australian businesses are given full, fair and reasonable
opportunity to compete for government contracts. A comprehensive overview of the
functioning of the SAIPP has been provided in Stage 1 of the inquiry.

For construction-specific issues, the Industry Advocate engages with businesses directly and
through the Industry Advocat e s Bui |l ding and Construlbigi on | ndu
panel provides input into the development of new initiatives by the Industry Advocate.

Construction projects fall under three categories according to size:

U Between $33 000 and $4 million (or $1 million in the regions): tenderers must
provide an Economic Contribution Test (ECT) and above $220000, the client agency
must give a minimum weighting of 15 per cent to the ECT score in the tender
evaluation.

0 Between $4 and $50 million: tenderers are required to provide an Industry
Participation Plan (IP Plan) and the client agency must give a minimum weighting of
15 per cent to the IP Plan score when evaluating the tender.

U Above $50 million tenderers are required to develop, with the Office of the Industry
Advocate (OlA), a tailored IP Plan that considers the economic development
objectives of the government.

If a program of linked small infrastructure projects is funded by the government or if the
project is in a priority area of focus, a tailored IP Plan may also be developed from
inception.
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The Commi ssiondés analysis of the use of the SAIF
authorities broadly confirms the conclusions in Stage 1 relating to procurement of goods and

services. The South Australian Governmenthas | argely accepted the Coml
recommendations on those matters.

The Commi ssionés further findings on the SAIPP r
public authorities are:

U There are clear deficiencies in the information recorded by agencies regarding their
application of the SAIPP, and in some cases some deficiencies in practice, particularly
the weighting. The Commission notes the OIA has workin progress that has the
capacity to at least partially address these issues through better informati on and
exercising the | A6s authority to seek i mprov:¢

U The SAIPP appears to be wellestablished in tendering forthe st at e 6s construct. i
work and for prescribed public authorities. The apparent fact that the ECT/IP Plan
scores appear rarely to have made the difference between the winner and runner up
reflect s, in the Commi ssionbds Vvi ew, t hat the
procurement is done.

In addition, the Commission notes the value to local businesses from inclusion in the supply

chains of interstate and national businesses as part of the economic contribution to South

Australia. Thi s is a further extension of the Commi ssi
in increasing the numbers of match-fit businesses in the state.

9. Other procurement issues
Metrics

A recurring theme has been that there is a lack of data and information to provide evidence
on trends in the procurement system and to support monitoring of performance and
identifying areas for improvement. The Commission has heard this point from both
stakeholders and public authorities.

The Commission sought a summary of the measurement regimes and reporting
arrangements relating to measuring the different phases of the procurement process, value
for money, contract outcomes and broader outcomes such asthe IPP. The information
actually generated had some specific gaps; public authorities did not, apart from at
individual project level, provide examples of reporting on outcomes used either internally or
externally.

The central observation is that whole -of-government reporting of outcomes and collection of
information by agencies appears inadequate. This situation reflects the limitations on the
information that can be collected as well as the low levels of accountability in procurement
spending (for both goods and services and construction procurement).

The Commission rarely observed an indepth summary of expenditure by an agency on any
of the key metrics such as locality, business size, supplier groupings (by industry) or
outcome area of government such as purchasing of social enterprise goods and services.
State Procurement Board of South Australia data collected up until the 20171 18 financial
year used the United Nations Standard Products and Services Codg§ UNSPS( classification
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of expenditure to categorise expenditure by commodity and services. However, the
collection of data via this method has been discontinued.

Examples in other jurisdictions sighted by the Commission include dashboards of information
which can be interrogated and cross-tabulated for expenditure and contracting activities
across government.

Innovation

The current procurement frameworks for construction and goods and services, in design and
in practice, do not systematically enable collaboration and commercial partnership on
proposals for purchasing goods and services with innovative characteristics. The underlying
causes seem to be:

U The process of innovation often occurs during the market approach phase rather
than at project design.

U There is a lack of understanding of the impact of procurement specification and
procession on innovation.

U There is an absence of processes applied within agencies across the public sector to
identify op portunities for innovative solutions coupled with poor market engagement.

The Chief Entrepreneur and the Industry Advocate have argued for the Smart Procurement
Policy to become part of the governmentos

The Commission broadly agrees that the policy environment supporting innovative ideas of
local business can be improved through policies that:

U enable innovative proposals to operate within the accepted framework of
procurement policies and guidelines;

U provide agencies with incentives to take the risks inherent in procuring innovative
products, including the approach to helping businesses develop their IP; and

U simplify procedures to support innovative tendering that focus more on capability
and capacity of the proposal rather than capturing administrative information.

The Commission notes that a more capable procurement profession capable of higher
discretionary judgement would underpin effort s to stimulate innovation.

10. Conclusion

As stated above, this is a draft report and, with its publication, the Commission will move to
the second consultation phase with stakeholders. Feedback on the conclusions, information
requests and draft recommendations is encouraged and welcomed. The Commission would
also like to thank all stakeholders for their contribution to date.
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Draft recommendations

Draft recommendation 2.1

To support the transition to state -wide category management and improve value for money,
the Commission proposes that

U Prescribedpublic authorities (PPAs)should adopt relevant whole-of-government
goods and services arrangements for their common purchases unless thar current
arrangements achieve superior administrative efficiencies and economic benefits.

U PPAs with lowspend/low-risk purchasing of common goods and services, or where
unique products cannot be sourced from those arrangements, should be excluded
from the requirement to consider whole -of-government common goods and services
arrangements.

Draft recommendation 3. 1 (supplementary to Stage 1
recommendation 2.9)

In order to strengthen procurement capability among smaller prescribed authorities, t he
Commission proposes that the Heads of Procurement Community of Practicebe expanded to
prescribed public authorities not currently included; and include a standing construction
procurement sub-committee to address construction-related issues for public authorities and
prescribed public authorities.

Draft recommendation 3. 2

In order to ensure all key areas of procurement capability in the South Australian public
sector are addressed, the capability development strategy agreed by the South Australian
Government in its response to the Stage 1 final report be expanded to construction
procurement and specifically address issues including

U incorporating the construction discipline-specific technical expertise and procurement
and contract management proficiencies across all public authority staff involved in
construction-related procurements; and

0 the supporting capabilities required by Lead Agencies to effectively fulfil their project
sponsor role mandated under Premier and Cabinet Circulari Construction
Procurement Policy Project Implementation Process(PC028).

Draft recommendation3. 3

In order to better track perfor mance in construction procurement, the Commission proposes
that DPTI develop benchmarking for construction procurement processes to compare
performance across matters such as

U outcomes from procurement planning, establishment of the business case and
engagement with suppliers on the design aspect of projects;

U timeliness of the procurement process; and

U outcomes of the procurement process in terms of meeting the original scope.
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Draft recommendation 4.1

I n order to strengthen t hecaotytbindesstargltanalydei an Gov e
and improve whole-of-government procurement in line with its support for Recommendation

2.7 of t he fhal mpoitiate Stage B the Commission proposesthat the reform

of the reporting requirements and the related short-term actions previously approved in

relation to goods and services be extended to cover construction procurement.

Draft recommendation 4. 2

To encourage innovative procurement offerings in government procurement, the
Commission recommends thatpolicy and practice be amended to make express provision
for:

U innovative proposals to operate within the accepted framework of procurement
policies and guidelines of single source procurement from suppliers identified as
having innovative products or servicesi essentially atwo-stage framework;

U agencies to accept and manage the inherent risks involved in procuring innovative
products, including the approach to helping businesses developing their IP;

U procedures to support innovative tendering that focus on capability and capacity of
the proposal rather than capturing administrative information which does not enable
effective evaluation;

U flexibility for both business and public authorities to collaborate on a greater scale on
future purchasing requirements (i ncluding goods and services and construction).
Such programs or incentives can occur through, for example, category management
plans, meet the buyer events and more extensive supply chain management.

U increased attention by public sector authorities to iden tifying areas that would
benefit from innovative purchase practices.

Draft recommendation 4.3

In order to reduce the impediment to innovation and improvement that aspects of current
contracting arrangements may impose, the Commission proposes that a cleare set of
arrangements be put in place by:

U developing and publishing improved guidance on the State Government Intellectual
Property Policy to provide a wide range of examples of particular types of
procurement and the statfi®ds position on owne.l

U including in the guidance contained in the State Government Intellectual Property
Policy guidance on the relative merits and instructive case studies for construction
procurement outlining the factors for various delivery models and greater flexibili ty in
contract provisions; and

U providing guidance on managing IP, covering needs analysis, managing IP through
the procurement process, and model clauses and contracts that address matters
raised by stakeholders.
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Information request

Information request 5.1

The Commission seels views, evidence and advice on the current scoring of ECT and IP
Plansin relation to construction projects , and in particular on how it could better reflect the
economic contribution made by suppliers to South Australia, including strengthening South
Australian businesses by including them in the value chain of interstate and national
businesses and the contribution of service providers.
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Definitions

The following definiti onusderstengingefdhe tertns tasedonCo mmi s s i
the documents that have been reviewed.

Aggregated contract

This is the practice of grouping together contracts for commonly purchased goods and
services to harness greater economies of scale when procuring from the marketplace.

Chief Procurement Officer

The Chief Procurement Officer is a senior executive in a public authority who has
responsibility, delegated by t heeflfecivéedndr i t yo6s pri
efficient management of the procurement operation s of the authority, subject to, and in

accordance with, the policies, principles, guidelines, standards and directions of the State

Procurement Board.

Closed tender

A closed tender is a procurement process where only selected suppliers, one or more, are
invited to submit offers to supply goods or services to government.

Direct negotiation

This is a procurement process undertaken by directly approaching and negotiating with one
or more suppliers without testing the market. It is usually undertaken when compr ehensive
market research indicates that there is a limited -supply market.

Ethical procurement

The conduct of employees (and/or representatives) and suppliers in undertaking and
managing procurement.

Industry Capability Network

The Industry Capability Network (ICN) was established in 1985 and is funded by the South

Australian Government through the Department for Industry and Skills to provide specialist

supply chain services. The ICN provides purchasers with a free sourcing service to identify

Australian and New Zealand suppliers capable of supplying items that would otherwise need

to be i mported. The | CNb6bs technical consultants
industrial capability in all tiers of manufacturing.

Open tender

An open tender involves a publicly advertised invitation to all interested suppliers to submit
offers to supply goods or services to government.

Panel providers

A provider panel is a contractual arrangement established with at least two suppliers for the
anticipated provision of goods or services over a specified period of time. A panel contract
contains standard terms and conditions on the basis of which the goods or services will be
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provided by panel providers. A panel contract may be established by a public authority, a
lead agency or at an across-government level.

Prescribed procurement operation

In accordance with section 4 of the State Procurement Act 2004, the following prescribed
procurement operations are excluded from the definition of procurement operations:

U a prescribed construction project of a cost exceeding $150 000;

U the provision of funding to a third party by a public authority that, in accordance with
Treasurerods Instructions, is classified

Prescribed public authority

In accordance with the State Procurement Act 2004 a prescribed public authority is a
person or body that has been declared by the regulations to be a prescribed public authority
for the purposes of the Act.

Principal Officer

Generally, the Principal Officer is the chief executive officer of the public authority as
declared by the regulation to be the principal officer of the authority. The principal officer is
responsible for the efficient and effective management of the procurement operations of
their authority, subject to and in accordance with the policies, principles, guidelines,
standards and directions of the State Procurement Board. This responsibility extends to the
delegates of the principal officer (State Procurement Act 2004 s 20).

Procureme nt

Procurement refers to the end-to-end process of buying goods and services that begins with
defining the need, approaching the market, engaging the suppliers, contract management
and closing the contract, as well as the disposal of the goods.

Procurement authority

The authority to approve a proposed course of action, strategy or recommendation relating
to procurement (acquisition plan or purchase recommendation) to a specified dollar amount
as issued to a public aut hoProcurgmesBoard.i nci pal

Procurement governance committee

A committee comprising nominated senior officers that oversee the purchase of goods and
services within a prescribed delegation. May be called an Accredited Purchasing Unit (APU)
or Procurement Governance Unit (PGU).

Procurement operations

In accordance with the State Procurement Act 2004a procurement operation in relation to
an authority means the procurement of goods or services required by the authority for its
operations, including (without limitation ) the procurement of:

U a supply of electricity, gas or any other form of energy;
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U intellectual property;

U the management of goods of the authority, including (without limitation) the care,
custody, storage, inspection, stocktaking or distribution of goods of the authority;

U the management of the authority & contracts for services; or
U the disposal of goods surplus to the authority & requirements,
but does not include operations excluded from this definition by the regulations.
Public authority
In accordance with the State Procurement Act 2004 section 4 a public authority is:
(a) an administrative unit or other agency or instrumentality of the Crown, or
(b) any incorporated or unincorporated bodyi
(i) established for a public purpose by an Act; or

(i) established for a public purpose under an Act (other than an Act providing
for the incorporation of companies or associations, co-operatives, societies
or other voluntary organisations), or

(i) established or subject to control or direction by the Governor, a Minister of
the Crown or any instrumentality or agency of the Crown (whether or not
established by or under an Act or an enactment); or

(¢) a person or body declared by the regulations to be a public authority for the
purposes of this Act.

The Act states that a public authority does not include public authorities prescribed in the
regulations.

Risk management plan

A document that is used to specify the nature and treatment of risks throughout the
procurement cycle. Thel evel of detail will be commensurat e
complexity and value. A risk register may be used to help develop a plan.

Small and medium enterprises (SME s)

Unless otherwise stated, SMEsr e f er s t o t he Australianbehgreau of
a business that employs up to 200 people.

South Australian Code of Ethics

The Code of Ethics for the South Australian Public Sector is issued under the Public Sector
Act 2009 (the PS Act), in which it is referred to as the Code of Conduct. The code came into
effect in July 2015 and builds on the principles outlined in the PS Act. It sets out the
professional standards expected of every employee in the SA public sector.
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South Australian Product Register

The SA Product Register (the Register) is managed by the South Australian Industry
Advocate and is designed to identify products that are created, manufactured and supplied
in South Australia. The Register provides a practical way to find local manufacturers,
creation experts and suppliers. It also measures jobs at critical points in the supply chain.
The Register is designed to be used by government agencies, but access for other levels of
government and the private sector is provided free of charge.

Value for money

The SPB guidelinedefines value for money as the optimal use of taxpayer resources to
achieve the intended outcome.
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Acronyms

ABN 1 Australian Business Number

ACO'i Aboriginal Controlled Organisations

AEPP i Aboriginal Economic Participation Policy

AGD 1 Attorney-Generd 6 s Depart ment

AGFMA T Across Government Facility Management Arrangements

AMA i Australian Medical Association

AMCAT Air Conditioning and Mechanical Contractor s¢g
ANZGPA 1 Australia New Zealand Government Procurement Agreement
ANZSCO 1 Australian and New Zealand Standard Classification of Occupation Code
AP 1 Acquisition plan

APBSA i Architectural Practice Board of SA

APCC Australian Procurement and Construction Council

APU T Accredited purchasing unit

AUSFTA'T Australiai United States Free Trade Agreement

AVMC i Adelaide Venue Management Corporation

BCSAT Baptist Care South Australia

BTFN i Business Tax File Numbers

CA'1 Contract awarded

CAA'T Courts Administration Authority

CCSi Crown Commercial Service (UK)

CEi Contract extended

CEDA1 Committee for Economic Development of Australia

CESi Client engagement service

CHAFTA'T Chilei Australia Free Trade Agreement

CIPS 7 Chartered Institute of Procurement & Supply

CITB 1 Construction Industry Training Board

COAG T Council of Australian Governments

COTA'i Council on the Ageing
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DCP i Department for Child Protection

DCS1 Department for Correctional Services

DE 1 Department for Education

DEW 1 Department for Environment and Water

DHS i Department of Human Services

DHW 1 Department for Health and Wellbeing

DIS 7 Department for Industry and Skills

DPC i Department of the Premier and Cabinet

DPTI i Department of Planning, Transport and Infrastructure
DTF i Department of Treasury and Finance

DTTI 1 Department for Trade, Tourism and Investment
ECTi Economiccontribution test

EFAP T Emergency Financial Assistance Program

EOI 7 Expression of interest

EPAS T Enterprise Patient Administration System

ESCOSAT Essential Services Commission of South Australia
FAM1 i Formal approach to market date

FAM2 i Market approach closed date

FAR T Federal Acquisition Regulation (US)

FTET Full-time equivalent

GPRS1 Generic Procurement Recruitment and Selection System
GST1 Goods and Services Tax

HOP i Heads of Procurement Group

HSCGB i Health Services Charitable Gifts Board

IA T Industry Advocate

ICAC 1 Independent Commissioner Against Corruption

ICT 1 Information and communications technology

IP i Intellectual property

IPAA T Institute of Public Administration Australia

IPP 7 Industry Participation Policy
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JAEPA T Japari Australia Economic Partnership Agreement
KAFTA i Koreal Australia Free Trade Agreement

KPI 1 Key performance indicator

LGFA'T Local Government Financing Authority

LPCC1 Legal Profession Conduct Commissioner

LWB i Life Without Barriers

MCIPS i Member of the Chartered Institute of Procurement and Supply
MTA i Motor Trade Association

NDIS 7 National Disability Insurance Scheme

NFP 7 Not-for-profit

NZBN i New Zealand Business Number

OCPSET Office of the Commissioner for Public Sector Employment
ODASA i Office for Design and Architecture

OIA T Office of the Industry Advocate

OOHC i Out-of-home care

PAC T Procurement Approvals Committee

PC 1 Premier and Cabinet Circular

PCI 1 Procurement Capability Index (NZ)

PGCi Procurement Governance Committee

PGU i Procurement Governance Unit

PiP 1 Project Implementation Process

PIRSA i Department of Primary Industries and Regions South Australia
PoC i Proof of concept

PPA T Prescribedpublic authority

PWC i Public Works Committee

PR i Purchaserecommendation

RFDS i Royal Flying Doctor Service

RFP i Request for proposal

ROSMA i Return on Supply Management Assets

RTWSA i Return to Work SA
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SAAS T South Australian Ambulance Service

SACOSS1 South Australian Council of Social Service
SAFECOMT South Australian Fire and Emergency Services Commission
SAFTAT Singapore Australia Free Trade Agreement

SAHA i South Australian Housing Authority

SAIPP 1 South Australian Industry Participation Policy

SAPC i South Australian Productivity Commision

SAPOL i South Australia Police

SARCT Statutory Authorities Review Committee of the South Australian Parliament
SATCi South Australian Tourism Commission

SBC1 Small Business Commissioner

SBI i Single Business ldentifier

SBIR 7 Small Business Innovation Research (US)

SME 7 Small and medium enterprises

SP Act T State Procurement Act 2004

SPB 1 State Procuwement Board

SPC1i State Purchase Contract (VIC)

SP Regs i State Procurement Regulations 2005

SRM i Supplier Relationship Management

TAFE SA'T Technical and Further Education South Australia
TITTreasureros I nstruction

UCSA'T Uniting Country South Australia

UNSPSC i United Nations Standard Products and Services Code
VGPB 1 Victorian Government Purchasing Board

WHS i Workplace health & safety
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1. Introduction

1.1 Context

The South Australian Productivity Commission (the Commission) was asked to undertake an
inquiry into the South Australian procurement system. This inquiry has been divided into two
stages. Stage 1 focused on goods and services procurement governed by the State
Procurement Act 2004 (SP Act). This inquiry was completed on 17 May 2019. The second
stage focused on procurement spending not governed by the SPAct. That is, prescribed
public authorities and construction expenditure above $150 000 (excluding GST) In
addition, the Stage 2 final report will make recommendatio ns regarding the whole-of-system
architecture.

Procurement of goods and services for the South Australian Government and its agencies is
a substantial component of the South Australian economy, amounting to approximately

$11 billion annually or around 10% of gross state product (June 2018). The total spending
broadly falls into three groups, each of which is subject to different legal and governance
arrangements:

U public authorities that are required, for goods and services projects and for
construction projects under $150 000 (excluding GST), to comply with the State
Procurement Board (SPB)policy framework consistent with the functions of the SPB
in the State Procurement Act 2004

U prescribed public authorities that are not required to comp ly with the policies,
principles, guidelines, standards or direction issued by the SPB and

0 spending on construction projects above $150 000 (excluding GST)is also not
governed by the SPB

Purchased goods and services underpin the provision of most publc services (e.g. office
supplies, vehicles, hospital equipment), either by enabling public sector employees to do
their work or by contracting others to provide public services. The expenditure on capital
projects also supports the delivery of public services (e.g. hospitals and schools) as well as
the general economic and social wellbeing of the state (e.g. road and rail networks). As
such, they need to be fit for purpose and deliver good value for the expenditure of public
funds.

Procurement spending in South Australia also has a significant impact on employment,
business activity and investment in the state. For many smaller businesses, government
contracts represent a significant portion of their business within the state. The award of a
large government contract can generate a significant amount of associated economic activity
(e.g. building new facilities, hiring additional staff). On the other hand, the loss of a major
government contract can result in the closure of a business and the loss of th ose jobs. This
is reinforced in OECD 2017[3]:

Public sector productivity has a significant impact on the performance of the
national economy and societal well-being. Governments are the main, and
sometimes only, suppliers of key services to citizens, suchas education,
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health, social services, transportation and infrastructure. In fact, in several

sectors, governments purchase most of the se.
governments are responsible for 70% of final consumption expenditure on

health goods and services and for 84% of final consumption expenditure on

education.

Thest at eds pr oc ualsinmemdrates selected social, environmental and
economic goals that have been linked by government policy to government purchases. The
challenge is how to incorporate these goals into the tender, evaluation and contract
management arrangements without compromising whole -of-life costs and fitness for
purpose.

Businesses andnot-for-profit organisations (NFP3 have expressed concerrs about the cost
and red tape (e.g. delays, cancellation of tenders and excessive supporting information
requirements) in tendering for government work in the context of uncertain return. These
concerns have led to some reforms including simpler administrative arrangements, related
policies such as the Industry Participation Policy, and attempts to cut red tape.
Notwithstanding these efforts, concerns persist.

The Commi ssion acknowledges the South Australian
recommendations to cut red tape and administrative burdens containedi n t he Commi ssi o
final report on Stage 1 of this inquiry.

The inquiry has spent a significant amount of time and effort to date in understanding how
the tender process for construction works in practic e for businesses how much effort is
involved in submitting a tender and what options could simplify the tender process without
compromising reasonable safeguardson the use of public funds.

Consult Australia in its submission to the Commonwealth Governmert Parliamentary Inquiry
intotheAustralian Governmentds role in the developm
procurement section), 2018, observed:

at a time when public finances are stretched, better procurement offers
government the chance to build more for less, achieving better project
outcomes with fewer delays. It also makes government agencies a more
desirable client for industry to do business with, which in turn will lead to
more firms competing to provide their services to government.

The Commissionagrees that procurement reform offers an opportunity to increase the

benefits of the public spend by increasing value for money, improving productivity,

supporting local jobs and industry, and support.i
environmental and economic objectives.

1.2 Terms of reference

The Commission was originallytasked on 31 October 2018 to evaluate the effectiveness and
efficiency of state government policies and practices for the procurement of goods and
services and to identify options to i mprove procurement practices and their impacts on local
industry, noting concerns expressed by small and medium businesses (SMEs) about the cost
of and time expended in tendering for procurement opportunities.
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The scope was originally confined to agenciesand matters that fall within the scope of the
SP Act specifically excluding capital projects and prescribed public authorities (PPAs)such
as SA Water and the South Australian Housing Trust.

On 15 February 2019, the government expanded the scope of the initial terms of reference
to include capital spending and PPAs The Stage 1 report focused, as much as possible, on
the original scope of the inquiry. The elements of the expanded scope and the overall
system architecture are addressed in this draft report.

In both Stages 1 and 2 of the inquiry, the Commission is required to have regard to:
U relevant state and federal legislation (see Box 1.1);

U0 South Australiads national and internati ona
procurement (see Box 1.2); and

U the South Australian Governmentodds el ection

Box 1.1

South Australia n and Commonwealth  legislation relevant to government
procurement

The regulatory environment.
1.1 State Procurement Act 2004and State Procurement Regulations 2005

The key regulatory instruments governing procurement operations for goods and
servicesin South Australia are the State Procurement Act 2004and the State
Procurement Regulations 2005

12 Treasurerds I nstructions (TI s)

Under section 41 of the Public Finance and Audit Act 1987,instructions are issued
by the Treasurer and are administered by the Department of Treasury and Finance
(DTF). The Act regulates the receipt and expenditure of public money. The Tls
apply to each public authority as defined by the Act (except specified universities),
and to all procurement activity including construction (unless specifically excluded
in the TI).

1.3 Premier and Cabinet Circulars (PCs)

PCs are used to establish whole of-government policies and will include
instructions or requirements to take specific action on the implementation of those
policies. The PCs aply to all public authorities, including PPAs and to all
procurement activity (including construction) unless specifically excluded.

1.4 South Australian Industry Participation Policy (SAIPP)

The SAIPP is established under the/ndustry Advocate Act 2017 (1A Act). The IA
Act pr o vthedqmpsntmenmt of thé Industry Advocate and to provide for the
powers and functions of the Industry Advocate6 .

Draft Report
Page | 42



. Inquiry into Government Procurement Stage 2
- #h Avistralian P bty Carrrmisicn
S P‘ Sour 1stralian Preductivity Camemissio

1.5 Code of Ethics

Under the Public Sector Act 2009 all public sector employees are accountable for
exercising their delegated authority and for performing their roles within the
values and standardsin the public sector code of conduct. Delegated authority
would include delegations under the State Procurement Act 2004and under TIs.

1.6 Other procurement-related legislation

There are a number of other pieces of legislation, policies and agreements that
have important implications for the operation of the South Australian Government
procurement framework.

Box 1.2

Australian and International obligations relevantto government procurement

The South Australian Government is a signatory to the following cooperative government
procurement agreement:

U Australian and New Zealand Government Procurement Agreement (ANZGPA)

The South Australian Government has agreedto comply as if it were a party to the
following free trade agreements, which have specific government procurement chapters:

U Australiai United States Free Trade Agreement (AUSFTA)

U  Chilg' Australia Free Trade Agreement (CHAFTA)

U Koreai' Australia Free Trade Agreement (KAFTA)

U Japani Australia Economic Partnership Agreement (JAEPA)

U  Singapore’ Australia Free Trade Agreement (SAFTA)

U Comprehensive and Progressive Agreement for TransPacific Partnership (CPTPP)

U World Trade Organisation Agreement on Government Procurement (WTOAGRP)
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Box 1.3

South Australian Government election commitments

The election commitments on procurement included five commitments and three
principles for government procurement. The five commitments comprise:

1. reviewing the aggregation of contracts

2. requiring selective market approaches to include South Australian businesses
3. establishing a pre-registration system for tenderers and contractors

4. reviewing the status of prescribed authorities

5. establishing a small unit to assist small to medium businesses in preparing their
tenders.

The three principles for government procurement comprise:

U 6Val ue fiopurchasesiskoyld deliver an efficient price over the life of the
procurement, including both the initial purchaseand | i f ecycl e cost ¢

U Fit-for-purpose i purchases should consistently deliver on the requirements for
which the procurement was made; and

i Compliance with all legal requirements i the government must observe all its legal
obligations in undertaking public procurement to avoid exposing taxpayers to any

unnecessary risks. 06

1.3 The Commappoach onod s

The Commission published anissues paper for Stage 2 on 5 June 2019 which summarised
its understanding of the issues specific to construction spending and PPAs In response, the
Commission received an additionalten written submissions (57 were received during Stage
1), all of which are published onthe Co mmi s svebeite @vaw.sapc.sa.gov.au). The
Commission notes that many submissions in Stage 1 contained information relevant to Stage
2. In addition, the Commission consulted through various means with individuals from
industry associations, businesses and government agencies on theissues paper.

The Commission al® acknowledges with appreciation, the extensive assistance provided by
SA Water and DPTI to assist with documenting their respective approaches to procurement
for construction (and also goods and services in the case of SA Water).

The Commission has examned databases from:

U 18 agencies, noting 8 of them had no construction activities to report on (SA Health,
Department of Education, Department of the Premier and Cabinet, Attorney General
Department, Courts Administration Authority, SA Police, Department for Child
Protection and Department of Treasury and Finance) and 10 of them provided
information (DPTI, SA Water, Forestry SA, Return to Work SA, Department of
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Environment and Water, Department of Correctional Services, State Emergency
Services, SA Fire and Emergency Services @nmission, Renewal SA and SA
Housing);

U the SA Tenders website;
U the Office of the Industry Advocate database on Industry Participation; and
U the Commi ssionds own random sample of 106 r ec¢

This draft report is intended to gener ate further feedback from stakeholders on the

Commi ssionds draft r ecommenldastdodanssomend dr aft con
information requests and foreshadows further discussions with public authorities necessary

to finalise outstanding issues. Once the report is released, the Commission will accept

additional written submissions until 20 September 2019 and will conduct another round of

consultation with external and internal stakeholders.

1.4 The current South Australia  n procurement system

Approximately half of South Australiad s g o v epronunement system is governed by the
SPAct. Structurally the model is a central procurement board that guides policy and
practice, coupled with procurement governance and processes that are substantially
delegated to, and operated by, public authorities.

The object of the SP Act is to advance government priorities and objectives by a system of
procurement for public authorities directed towards:

U obtaining value in the spend of public money
U providing for ethical and fair treatment of participants
U ensuring probity, accountability and transparency in procurement operations.

The SPB administers the SP Act. The operations of the SPB are overseen by the Minister for
Finance. The SPB haghe following functions under the SP Act:

U facilitating strategic procurement by public authorities by setting the strategic
direction of procurement practices across government;

U developing, issuing and keeping under review policies, principles and guidelines
relating to the procurement operations of public authorities;

U giving directions relating to the procurement operations of public authorities;

U investigating and keeping under review levels of compliance with the SPB's
procurement policies, principles, guidelines, standards and directions;

U assisting in the development and delivery of training and development courses, and
activities relevant to the procurement operations of public authorities;

U providing advice and making recommendations to responsible ministers and principal
officers on any matters relevant to the procurement operations of public authorities;
and
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U carrying out the SPB& functions in relation to prescribed public authorities and any
other functions assigned to the SPB under the SPAct.

The SPB issues procurement authority to the principal officer of a public authority that is
appropriate to the size and complexity of the
Based on its assessment, the SPB provides a Tier 1, Tier 2 or Tier 3 procuement authority

to each public authority. The tiers are as follows (GST inclusive) Tier 1: up to $15 000 000;

Tier 2: up to $1 500 000; and Tier 3: up to $220 000.3

Capital procurement over $150 000 (exclusive of GST) is also not subject to the SP Act.
Capital procurement is governed by Premier and Cabinet Circular 028 which advises
agencies that the Minister for Transport and Infrastructure supported by the Department of
Planning, Transportation and Infrastructure has responsibility for constructio n policy
development and implementation in South Australia. The Construction Procurement Policy:
Project Implementation Process was approved by Cabinet on 12 December 2005, and
updated in 2011 and 2015.

There are also thirteen PPAslisted in the State Proairement Regulations 2005 that are not
subject to the SP Act. Each PPAhas its own procurement process that is tailored to its own
business requirements. While most of the PPAsseem to follow the principles outlined in the
SP Act they are allowed to operate separately and are accountable to their own boards
(where governed by one).

1.5 Stakeholder feedback

Specific feedback from internal and external stakeholders will be discussed in more detail in
each of the relevant chapters. The following is a brief summary of the high -level feedback
received from each group.

1.5.1 External stakeholder feedback

External stakeholders believe that substantial improvements can be madetothest at e 6 s
procurement process. They believe the system is:

U too slow in making decisions, completing contracts and closing projects;
U lacking people capable of managing large and complex procurements;
U reluctant to engage with suppliers on final project design and/or scope;

U reluctant to provide feedback to unsuccessful suppliers that could help improve
future tenders

U inflexible in its approach to negotiating risk issues;

U unreasonable in expecting suppliers to meet very short timeframes in response to
tenders and locking in a final price;

U overly administratively focused (too much process, too little focus on outcomes);

3 State Procurement Board of South Australia, Procurement Authority and Governance Policy, July 2018, p. 2.
4The Commission notes the Motor Accident Commission which is a listed prescribed public authority ceased
operations on 30 June 2019.
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U overly conservative with a real reluctance to consider innovation in relation to what is
procured (technology, new products and methods such as modular building for
demountable classrooms/schools) and alternative contracting modes; and

U constrained by excessively low thresholds for its procurement classes
1.5.2 Prescribed public authorities

The scale and scope of the PPAscan vary substantially. Some are large with well-established
processes like SA Water and Renewal SAwhile others are small with little need for detailed
procurement processes like the Local Government Financing Authority and the South
Australian Architectural Practice Board

There are no clear principles that the Commission could find to explain why a public
authority should be prescribed under the SPAct, nor was it clear to the Commission why the
public authorities were prescribed in the first place. All PPAs expressed a preference to
remain exempt from the SP Act, generally citing one or more of three reasons:

U They perceive a conflict between the flexibility that the organisations need because
they operate in commercial or quasi-commercial environments (in some cases with
their own boards) andthe SPEB s r e q u. r Bme p®dess,dalicies and
practices would impose excessivedelays and costs and may lead to missed
opportunities.

U The administrative burden for very small public authorities of the S P 8pfocesses,
policies and practices was considered disproportionate and excessive

U The Auditor-General regularly tests PPA procurement processes, which have not
been found lacking.

Insummary,the PP As 6 ¢ o n cleingypart ohabdapgertprocurement process centred

around the potential additional loss of time and agility, the level of excellence already

achieved by some agencies that, in effect, met the intent ofthe SPBBs r e q u,anddhme nt s
additional administrative burden (reporting and auditing) that potentially outweigh s any

benefits. The systems in place in PPAsare generally not inconsistent with the object s of the

SP Act.

1.5.3 Public authorities

In this report, the feedback fr om public authorities is focused on construction issues as the
procurement of goods and services governed by the SP Act was contained in the Stage 1
final report. As DPTI is primarily responsible for managing construction projects, the
feedback from public authorities has been divided into two parts : non-DPTI public
authorities as agencies that receive a service from DPTI, and the feedback from DPTI which
provides the service to public authorities and interacts with supplie rs during construction.

1.5.3.1 No n-DPTI] public authorities

Whil e public authorities generally support DPTI €
related projects, some specific concerns have been raised:

U the value management process during the build phase;
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the fees charged by DPTI;
the time taken between project approval and initiation;
the time taken to close projects;

the perceived reluctance of DPTI to consider new approaches to construction and
management of construction projects;

the current appropriateness of the $4 million thres hold that triggers a review by the
South Australian Pariamentary Standing Committee on Public Works; and

views that the $150 000 threshold for requiring the use of DPTI services is
inefficiently low for some public authorities.

1.5.3.2 DPTI

The Commissionacknowledges DPTI is currently in a change process to address some of the
issues identified by external and internal stakeholders, including:

i

i

value for money 1 strengthening the focus on whole-of-life costs;

ensuring capable procurement staff and project teams are involved in the
procurement process;

subjecting major projects to more independent review at key stages;
simplifying DPTI internal processes as far as possible; and

making procurement data easier to access and analyse, whichis currently seriously
impeded by the legacy systems with which DPTI operates.

With respect to its relationship with public authorities, DPTI sees opportunities to improve:

i
i

i

the outcomes that public authorities want to accomplish through the procurement;
whole-of-life costs of the build rather than the physical structure; and

respecting the key roles defined in the Construction Procurement Policy.

In consulting with DPTI to date, several issues have repeatedly emerged:

i

i

High-quality upfront planning is important.

The particular circumstances of each construction project constrain the capacity to
benchmark process performance and outcomes

The current settings of delegations and thresholds have not been reviewed recently
and impose inefficiencies

0 The size and nature of the construction market in South Australia makes it necessary
to contract with national or overseas companies.
Ui DPTI provides good and regular feedback to unsuccessful tenderers.
U There are pressures on sustaining and building internal capability to manage
projects.
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U Current contract management and procurement IT systems are inadequate,
particularly given current and expected business levels

U Internal processes can be simplified.
1.6 Structure of the draft report
The draft report addresses these matters in five chapters:

U Chapter 2 examines the public authorities that are currently prescribed under the
State Procurement Regulations 2005

U Chapter 3 considers construction procurement by the South Australian Government

U Chapter 4 addresses several issues common to Stages 1 and 2 of the inquiry,
including some that were carried over to the later part of the process .

U Chapter 5 examines the application of the South Australian Industry Participation
Policy to construction procurement.

U Chapter 6 sets out options for increasingthe st at ed6s central capacity
whole-of-government procurement agenda that delivers a better overall contribution
to South Australia.
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2. Prescribed public authorities

The terms of reference for Stage 2 of the Inquiry into Government Procurement include
consideration of @ll procurement by prescribed public authorities6 The Commission has
consulted extensively with all prescribed public authorities (PPAs) and considered the
Department of TreasuryandFinance6s 2018 Review of PsBeAs
Section 2.5). The Commission has information from other Australian jurisdictions regarding
their current equivalent arrangements and is gathering other relevant information about
practice in selected overseas jurisdictions.

Through its consultations, the Commission has developed an understanding of the purpose
and business of the PPAs, their governance arrangements and their procurement activity.
This approach has assisted the Commission to understand vhat prescription is, why PPAs
value it, and what considerations may be relevant to considering options such as where
organisations may variously sit @utsidebof the state procurement framework, dnsided or
dnsidedwith a specific status.

2.1 Whatisa prescribed public authority?
2.1.1 The legal and policy framework

The State Procurement Act 2004 (SP Act) defines a PPA as@a person or body that has been

declared by the regulations to be a prescribed public authority for the purposes of this Act 6°
The State Procurement Regulations 2005(SP Regs) set out the bodies declared to be PPAs
in Schedule 1.°

The current PPAs in Schedule 1 of the SP Regs aré
U Adelaide Venue Management Corporation
U Architectural Practice Board of South Australia
U Construction Industry Training Board
U Health Services Charitable Gifts Board
U Legal Profession Conduct Commissioner
0 Local Government Finance Authority of South Australia
U Motor Accident Commissior?
U Return to Work Corporation of South Australia (Return to Work SA)
U South Australian Forestry Corporation (Forestry SA)

U South Australian Housing Trust (SA Housing Authority)

5 State Procuranent Act 2004, section 4.

6 Regulation 4, Bodies declared to be prescribed public authorities (section 4 of Act).

7 State Procurement Regulations 2005 version 1.1.2019.

& The Motor Accident Commission ceased operations on 30 June 2019 and accordingly hasiot been considered
as part of this inquiry.
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U South Australian Water Corporation (SA Water)
U Superannuation Funds Management Corporation of South Australia (Funds SA)
U Urban Renewal Authority (Renewal SA).

The SP Act establishes the State Procurement Board (SPB), and the functions of the SPB.
Those functions pertain to providing direction, policies and guidelines, facilitating
procurement operations and ensuring compliance with those arrangements for public
authorities.®

The SP Act therefore provides that all public au
oversight and guidance unless prescribed. That sai d, the SPBdaoxarrgower s a
out the Board® functions in relation to prescribed public authorities and any other functions

assigned to the Board under this Act6*® Further, the SPB may dindertake or make

arrangements for procurement operationséfor PPAs with the responsiblemi ni st er 6 s appr c
and a PPA isdound to comply with any directions given by the responsible minister on the

advice or recommendation of the Board6*! The SPB has indicated that these provisions have

not been used; however, on one occasion, the SPB sought and received information from

PPAs during theacross-government investigation into inappropriate purchasing of office

consumables that was subject to a report to the Parliament in 2012. *2

These provisions in the SP Act indicate Parliament recognised there may be circumstances

where itis appropriateto e x e mpt publ i ¢ authori tTheSPActdaesn t he S
not provide any criteria for prescribing a public authority nor does it mandate a role for the

SPB to prescribe an authority. The Commission understands that the legislative history of

theSP Act does not offer any guidance as to Parl i :
authorities that would warrant prescription, or any applicable criteria relevant to

prescription. Whilst they did offer views in response to the PPA Review 2018 about reaining

prescribed status, few organisations indicated their understanding about the origins of the ir

prescribed status.

I n the absence of being bound by the SPBO&s regin
procurement frameworks, which are variously discussed in Section 2.3.

PPAs must comply with other legislation and government policies that require disclosure,

reporting or referral in relation to aspects of their procurement activity. For example, most

PPAs are@ublic authoritiesb6as defined under the Public Finance and Audit Act 1987

generally subjecting them tSomeDfrthe @lsarerappliclde | nst r uc
to procurement-related activities, for example 7/17 i Evaluation of and Approvals to

9 Section 4 of the SP Act explicitly excludes PPAs from the definition of a public authority.

10 SP Act section 12(2)(i).

11 SP Act sections 18 and 19.

12 See Procurement Working Group Final Report(Laid on the Table 13 March 2012). Available at:
http://www.parliament.sa.gov.au/HOUSEOFASSEMBLY/BUSINESSOFTHEASSEMBLY/RECORDSANDPAPERS/TABLE
DPAPERSANDPETITIONS/Pages/TabledPapersandPetitions.aspx?TPLoadDoc=true&TPDocType=0&TPPI528=
2&TPItemID=125& TPDocName=Procurement%2bWorking%2bGroup%2bFinal%2bReport%2bMarch%2b2012.p

df
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Proceed with Public Sector Initiatives may apply in so far as a PPA® procurement activity
relates to a @ublic sector initiative

PPAs are also generally subject to Premier and Cabinet Circulars which@are used to establish
whole of government policies and often include an instruction or requirem ent to take specific
action in the implementation of those policies. Once a circular has been approved by Cabinet
it must be followed by all government departments. 6The most relevant circular applicable to
PPA$procurement activity is PCO27i" Disclosure of Government Contracts, which requires
PPAs to disclose specified information about contracts of specified thresholds on the SA
Tenders website (tenders.sa.gov.au).r®* Other Premier and Cabinet Circulars are also
applicable to PPAs but their relevance may ke limited given the confined and/or specialised
procurement undertaken by some PPAs e.q. PCO15i Procedures for Submissions to Cabinet
Seeking the Review of Public Works by the Public Works Committee**

Importantly, PPAs are explicitly exempt from PC028i Construction Procurement Policy*®
The reason for this exemption is not known. PCO33i Industry Participation Policy applies to
all PPAs.

Although not forming part of the general government sector, some P PAs have elected to
comply with the reporting arrangements in PCO13i" Annual Reporting Requirementsas they
relate to procurement activity (which forms part of the financial performance reporting
obligations for the general government sector under the Public Sector Act 2009.

2.1.2 Historical basis for prescription

The SPB has advised that Cabinet approved the declaration of PPAs based on justification

provided by the organisations themselves with the responsible mi ni st er 6TheSBpport .
did not express a view in relation to the proposed prescription of any public authority.

Typically, the justification provided by public authorities for prescription included: being a

commercial organisation and operating on a commercial basis; having effective and well-

structured procurement governance arrangements; and being disadvantaged if required to

comply with the SP Act and SPB policies and requirements.

The Commission has considered these historical bases and has so far concluded thatwhile
there may be some logic in the existing arrangements, they appear to be ad hoc. The
Commission has been unable to determine if these bases have beenapplied consistently to
consider all public authorities.

13 Expenditure of $500 000 or more and less than $4 million, and all expenditure in relation to consultants.

14 public works are compulsorily referredtoPar | i ament 6s Public Works Committee if
provided by Parliament or a state instrumentality to be applied to construction of the work will exceed $4 million;

refer Parliamentary Committees Act 1991, section 16A(1).

15 Department of the Premier and Cabinet Circular, PC028i Construction Procurement Policy Project

Implementation Process, August 2015, p. 2.

16 The PC013 Annual Reporting Template requires disclosure of contracts valued both below ad above $10 000

for consultancies and contractors.
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2.2 Who are they and what do they do?

2.2.1 Characteristics of  prescribed public authorities

The purpose, size and budget of the PPAs vary significantly, as does their procurement

needs, expenditure, capability and associated governance arrangements. This diversity is

illustrated when contrasting, for example, SA Water with the Architectural Practice Board of

SA (APBSA)SA Water deliversthest at e6s water supply and wastewat
manages assets to deliver those services; it has substantive, dedicated and specialised

procurement and contract management functions, policies, governance arrangements and

systems, and an annual procurement spend in the vicinity of $ 700 million per annum. Its 43

FTE of dedicated procurement professionals are generally regarded as being very capable by

industry standards. In contrast, the APBSA has a total staff of 1.4 FTE and spends

approximately $20 000 annually on contracted professional services to support the Registrar

to discharge its obligations to maintain industry standards and registrations under the

Architectural Practice Act 2009 The significant differences in the PPA$procurement

arrangements suggests there must be commensurately significant differences in the

rationaleforexcl udi ng t hese organisations from the SPB®:¢

All PPAs are established under legislation or regulation.For the purposes of this inquiry, the
PPAs can be broadly characterised by their statutory purpose, business, operations and
procurement activity:

U Industry standards purpose: Typically, these are small organisations that oversee,
regulate, investigate or support a specified industry. Their independence from the
general government sector is part of their identity. Their procurement arrangements
support their statutory (administrative) functions.

U Service delivery purpose These medium- to large-sized organisations deliver services
to the community, directly or indirectly, and are also substantive contributors to the
state economy through their operation s and procurement activity. They are all public
non-financial corporations.'’

U FEinancial services These small to medium-sized organisations provide industry-
specific financial services or manage financial schemes on behalf of the public (or
local government) sector or for the benefit of the broader state of South Australia. 18
Funds SA and Return to Work SA are public financial corporations.

17 State Budget 2019i 20, Budget Statement, Budget Paper 3, Appendix D.

18 The Commission acknowledges that Return to Work SA is a serviceorientated organisation and that the
primary purpose of the Return t o Work Scheme is to provide &Gouth Australian employers and their workers with
personalised, face-to-face services and support to achieve the best possible recovery and return to work
outcomes in the event of a work injury ,6see https://www.rtwsa.com/about -us/return -to-work-scheme.
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Table 2.1: Common characteristics of prescribed public authorities
Industry standards Service delivery Financial services

Architectural Practice Adelaide Venue Funds SA
Board of South Australia  Management Corporation

Legal Professional Forestry SA Health Services Charitable
Conduct Commissioner Gifts Board
Construction Industry SAWater Local Government

Training Board Financing Authority of
South Australia
SA Housing Authority Return to Work SA
Renewal SA

Source: Office of the SA Productivity CommissionAssessment

2.3 Prescribed public authorities: purpose, governance and
procurement activity

This section examines the PPAs® purposes, procur
arrangements to assist the Commission to understand their exempt status. The Commission
has cited various examples to illustrate the issues based an PPA feedbacki not al | PPAOGS

cited in relation to everytheme. Thi s exami nati on al so frames the
broadly about the characteristics and attributes that may be relevant to a prescription
regime, and consequently the value of such a regime.

2.3.1 Commerciality

Most of the PPAs that are public (financial and non-financial) corporations indicated as part
of the PPA Review 2018 that they operate on a commercial basis. Those PPAs have
reaffirmed this to the Commission, with the most c ommon explanation being that
commerciality demands timeliness, speed, and the capacity to respond in an agile way to
support business requirements. PPAs generally indicated they would miss commercial
opportunities and be subject to unnecessary administrative burdens if they complied with
the SPBO6s regi me.

This circumstance is said to require faster approaches to, and more agile responses from,
the market than can be achieved under the SPB processes and policies.This can be
applicable to either ongoing services that are sourced and managed understanding contracts
or new goods or services from the market. Commerciality was said to be particularly
important to procurement supporting building and infrastructure.

The diversity of procurement undertaken by individual PPAs and across the cohort is
significant; from irregular and low -level purchasing of office consumables to multi-million-
dollar capital works alliance contracts to deliver state-significant infrastructure. For example,
the Adelaide Venue Management Corporation (AVMC) indicated it is a commercial
hospitality-based business operating in highly competitive domestic and international
markets. AVMC exemplified the commerciality of its procurement activity, having regard to
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its need to obtain event-related equipment to support a series of events that had been

recently secured and were to commence within six months. Opportunities to attract local

and international entertainment were said to require significant procurement -related

flexibility. Another example cited by AVMC was the requirement for its contracted food and

beverage suppliers to meet potentially high demand at short notice while maintaining a

high-quality product in support of its event and function business. The requirement to

mai ntain the highest quality food and beverage p
showcasing local South Australian produce, in turn supporting local SA businesses.

SA Housing Authority (SAHA) indicated speed is essential to its trading, buying, selling ard
redeveloping property. SAHA needs to be responsive to uncertainty. If a procurement or
construction plan changes unforeseeably, SAHA need to be able to respond quickly. For
example, if asbestos were found as part of a redevelopment this matter needs to be dealt
with swiftly and effectively. SAHA uses its own panel of suppliers to respond to these types
of issues as, in its view, suppliers on whole-of-government panels do not demonstrate the
flexibility and responsiveness required.

Commerciality is recognised in several of the PPAestablishing legislation, creating a
statutory obligation for PPAs to operate in a commercial way.

SA Water is required to operate in a commercial and competitive manner and ensure that

only efficient costs are recovered through customer pricing pursuant to its obligations under

the Public Corporations Act 1993and Water Industry Act 2012. SA Water is also subject to
regulation by the Essential Services Commission of South Australia (ESCOSA), which issues
water sewerage service retail licences, sets minimum standards to protect consumers, and
provides price determinations to ensure fair and reasonable service costs.SA Wat er 0 s
business and asset management plans, and its governance arrangements are reviewed by
ESCOSA each foutyear regulatory period.

For Funds SA, the Superannuation Funds Management Corporation of South Australia Act

1995 prescribes that the corporation must invest and manage public funds subject to

performance plans, which include target rates of return. Itist he Commi ssi on6s vVview
achieving these outcomes is intrinsically linked to the effectiveness of the (contractual)

arrangements that regulate the relationship between Funds SA and its fund managers (70

relationships at the time of writing).

The South Audralian Forestry Corporation Act 2000 provides Forestry SA to be a business
enterprise with the principal responsibilities being to manage state-owned plantation forests
to the benefit of the people and economy of the state, manage plantation forests for o ther
forest owners and pursue its strategic commercial directions.

The natur e o factiRtesirequired it toSopedase commercially to achieve its
functions under the Urban Renewal Act 1995

Public (financial and non-financial) corporations can be required to pay government
dividends, income tax equivalent payments and guarantee fees. Dividends are recorded as
revenues of the general government sector. Income tax equivalent payments and guarantee
fees are paid to meet competitive neutrality principles under the Competition Principles
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Agreement. @&sovernment is estimated to receive a net contribution from SA Water in 20187
19 of $104.9 million 6°

231.1The Commi s s iviewn 6 s

Commerciality is a broad and ambiguous reference that is variously defined as relating to
commerce, trade, business and profit, among other things. Despite this, it is clear that some
PPAs operate, to varying degrees, in a commercial environment where their ability to source
goods or services from the market flexibly and quickly is an important part of meeting
statutory obligations and supporting business requirements. However, not all PPAs made it
clear to the Commission the specific disadvantages that would adversely impact on the
organi sat i on oucklysabdifléxibly iffPPAsaverarequiredjto comply with the SPB
regime.

Currently, if PPAs were subject to the SPB regime, timeliness concerns would relate mainly

to the requirement to seek approval from the SPB to conduct procurement activity in excess

of the organisati on &%ltisglifficultto pregiot thedxtenaafdanp or i t y .
potential net administrative burden, delay or missed opportunities if PPAs were required to

seek SPB approval as this would require consideration of a variety of fadors, most

prominently the procurement authority (tier) that would apply to the organisation, and the
frequency of procurement activity the organisation may conduct in excess of its

procurement authority. In principle, amendments to existing tier threshold s and broader

changes to the level of autonomy held by chief executives could also minimise any potential
burden on the current PPAs if they complied with the applicable SPB arrangements.

The Commission acknowledges that participating in the SPB accreditaton and assurance
programs that determine an organisation & procurement authority is a cost that does not
currently apply to PPAs. Other potential costs and time implications arising from complying
with the wider SPB regime, such as reporting and using mardated processes and
documentation, are canvassed later in this chapter.

Although not operating on a commercial basis, the group of PPAs characterised aséndustry
standardsbare necessarily independent from the industries which they regulate and support.
These organisations require both perceived and real independence to meet their statutory
functions and purpose. However, given their generally modest and confined procurement
needs, and the absence of the commerciality considerations evident in the operations of PPA
corporations, it is not clear that exemption from the SPB regime is required to maintain that
independence. A more pertinent consideration is the net benefit to them of compliance.

2.3.2 Risk

Each of the PPAs manages procurement risk in a way that reflects its respective business
and associated risks. Several PPAs take a riskbased approach to procurement.

SA Watebédsediagpproach devolves the majority of
those units by making panels available where risks have been addressed and contract terms
and conditions agreed. Business units seek their own quotes and make recommendations for

19 State Budget 20197 20, Budget Statement, Budget Paper 3, Chapter 57 Government Business, pp. 73 86.
20A procurement authority iPocwesnenaAuthdrity déné @ovennanteePolick he SPBO s
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purchases to a separate trained procurement delegate. Where these panels are not in place
a complexity test is undertaken to determine whether the purchase can still be made by the
business unit in line with established guidelines, or is referred to the central procurement
function. SA Water separates the exercise of financial and procurement delegations to
mitigate against fraud and manage probity risks i a procurement delegation and a financial
delegation must not be exercised by the same person in relation to the one transaction.

Funds SA6s Outsourcing Policy, it sénaperia mary

business actvities sets out specific risks required to be considered as part of the business
case and procurement, including due diligence of potential service providers and
contract/agreement minimum requirements. Funds SAOGs approach to

approvedbyitsboar d and procur ement r i gdhkeelinesrofrdsfenged r t

assurance model which entails three tiers of oversight: 1. Funds SA management, 2. the
Governance Risk and Compliance team, and 3. internal/external audit activity and reporting.

CITB and Forestry SA apply risk assessment guides/matrices that assess risk on a category
basis (e.g. economic, social, service delivery) which is applied to the acquisition process.

Cl TB6s risk management fr amewor kProceremen acthitys t e n t

is identified in the organisational risk register. These approaches demonstrate the
application of organisations®é corporate ri
activity. This was a common theme across most PPAs, includingthe public financial
corporations.

pol i c

W

ma n

SAHA currently observes the SPBO6s Risk Assessmen

documentation relevant to the threshold (cost) of the procurement. SAHA is currently
developing its own Risk Management Policy and Pocedure after acquiring housing strategy
and development functions from Renewal SA effective 1 July 2018.

Return to Work SA6s (RTWSA) Procurement Gui

an Initial Risk Assessment and Operational Risk Model.The quantitative assessment includes
weighted risk questions and calculates a risk score to create a risk profile for each

procurement. Thi s process is derived fromh&TWSAOGS

Commission proffers that this is an example of an approach to risk management that is

necessary to support t healsobemgapplied#otits parchdsthng c or e

and associated contract management activity.

Most PPAs advised they have financial and procurement delegation and authorisation
frameworks in place that include procurement-related delegations (e.g. capital expenditure
thresholds, contract execution, consultancy engagement), and also require compliance with

government policies (e.g. Treasureros Instructi

23.2.1The Commi s s viewn 6 s

The SPB provides risk management guidance through its Risk Management Guideline which
provides a combination of general risk management advice and principles, and specific
guidance about when to develop a procurement risk management plan. The SPB also offera
Risk Management Plan template for public authorities to document their procurement risk.

PPAs have different approaches to managing procurement risk, generally reflecting each

organi sationds management of ri OJeralhtkevi ng regard
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Commission acknowledges that PPAs have risk management frameworks, policies and
procedures in place that form part of the mandated requirements of their establishing
legislation. Having said that, the analysis conducted by the Commission in relation to the
procurement data provided by five PPAs indicated that none of them records the risk level of
contracts valued at over $220 000. Based on the feedback received to date the Commission
was unable to form a collective view of the PPAs as to whether the application of their risk
management policies and practices to their procurement operations is equivalent to SPB
procurement risk management arrangements.

I't i s the Co mntispant that,Bubjecttd RPAs effectively applying their
organisational risk management arrangements to their procurement strategies and practice,
separate procurement-specific risk management policies are not necessary.The Commission
has arrived at this view because it is the quality and consistency of the application of
controls and oversight that mitigates and manages risk, not simply the presence of risk
management policies specified for procurement purposes. Further, effective management of
procurement risk is wider than managing the risk of individual a cquisitions; it must be
present in all aspects of procurement-related activity and the culture of the organisation.
Effective contract management over the life of the contract, effective management and
maintenance of panel and pre-qualification arrangements, and management of service
delivery risk where applicable (i.e. fall-back supplier arrangements in the event the primary
supplier fails) are all indicative of the level of sophistication of an organisation & approach to
risk management.

2.3.3 Governance and audit

All of the PPAs are established under legislation or regulation. With the exception of the
Legal Profession Conduct Commissioner, all of the PPAs are governed by &oard. The PPAs
that are public corporations must establish and maintain internal auditing arrangements and
an audit committee,?! and have their financial statements audited by the Auditor -General ??

In response to the PPA Review 2018, none of the PPAs indicated any adverse findings in
relation to their procurement activity from the Aud itor-General or any other investigations in
the last five years. Some of the PPAs also shared with the Commission their operational
procurement governance arrangements, and their auditing history as it relates specifically to
procurement.

AVMC indicated hat its procurement policy framework and controls have been tested as

part of its internal audit program and by the Auditor -General. The CEO holds monthly

meetings with the CFO and key AVMC staff to plan and monitor contract management and

capital expenditure. Pr obi ty i s managed centrally by the AVN
Chain Manager. The Procurement and Supply Chain Manager reports to the Audit and Risk

Committee on contracts that have been in place for more than five years.

Forestry SA indicated that its procurement function was reviewed in 2017 by a third party as
part of an internal audit to identify improvements and efficiencies. Recommendations from
that review (improvements to procurement policy and process and alignment of those

2L Public Corporations Act 1993 section 31.
22 |bid, section 32.
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processes with other government policy suchasTr easur er d8s I nstructions)
implemented.

SAHA has a central dedicated procurement function responsible for managing procurement
processes valued over $220000, which works in collaboration with business units, i ncluding
providing contract management advice on more complex matters. The SAHA Executive
consider all acquisition plans over $550 000.

Funds SA indicated thatits internal auditing regime regularly reviews the appointment and

termination of fund managers, which forms the basis of their investment implementation

model. Funds SA describel its management of these arrangements as a dnanager of

managersdfmodel , and represents Funds SA6s primary pr

Like Funds SA, RTWSA noted thatits Procurement Guidelines share the principles of general
sector procurement, e.g. value for money, probity and professionalism, and integrity.

SA Wat ecrubrse npernot governance arrangemersiStsategicr e al i g
Framewor k. SA Wat er Gtsprosurement aetigity @nd wsadtegaryn g o f
management approach are ai med at dfecusedvering t he
outcomes and reflect the regulated and commercial environment in which it operates. SA

Wat er 6 s pr oc urnaking processes ard uaderpirmed by contemporary

procurement policies and procedures, and evolved business planning and reporting
processes which the Commis si on has commented on el sewhere in
governance and approvals process is subject to ESCOSA review as part of the fowyear

regulatory businessperiod.?

2331The Commi s s viewn 6 s

The governance arrangements of the PPAs that are public corporations are generally
determined by legislation. Operationally, their governance is akin to their approach to risk
management and stems from the nature of their business operations and appetite for risk.
Their management by a board, and statutory requirements to establish and maintain

internal auditing arrangements and an audit committee, and have their financial statements
audited by the Auditor-General necessitate effective and transparent governance
arrangements. The Commission accepts the evidence seen by it that shows these obligations
are taken seriously, including in relation to their procurement activities.

Similar to the Commi ssionds observations about r
whether there is a net benefit of subjecting PPAsthat have mandated, transparent and

effective governance arrangements to separate procurement-specific governance and audit.

In principle, the Commission does not see value in an additional authorising regime for these

PPAs, or for other organisations achieving similar levels of effectivenessthat are currently

subject to the SPB regime.

23 See for example Essential Services Commission of South Australia®A Water regulatory determination 20209
available at: https://www.escosa.sa.gov.au/industry/water/retail -pricing/sa-water-regulatory-determination-2020
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2.3.4 Capability

The Commission has taken a wide interpretation of capability in relation to its consideration
of the PPAs from policy, people and systems perspectives

2.34.1 Policy

Most of the public corporation PPAs have developed their own procurement policies,
processes and documents to support market engagement, acquisition, evaluation and
contract management. Some PPAs use SPB polices or variations ahose policies and
practices to support their procurement activity. For example, CITB has used a variation of
the SPBO6s simple pB8AEBAdsmMENnbcueemént ePrbyeedure p
step approach for conducting procurement activity having re gard to the SPB procurement
value thresholds, including the number of quotes required, acquisition and evaluation
requirements, the roles of the central procurement function and business units, where other
government policies apply, and the applicable templates to administer the process. The
Commission notes that SAHA is going through a period of transition following machinery of
government changes in July 2018 and is in the process of developing a new procurement

policy.

Not all PPAs have substantive proacirement-specific policies to cover all aspects of

procurement activity, and the scope and detail of policies also varies. For example, Funds

SA6s Outsourcing Policy is structuredund o support
management services arrangements i which the Commission regards as reasonable.

RTWSA6s procurement framework encompasses procur
standard contractual terms and conditions, standard tools and templates including a
business case template for significart procurement activity.

Most PPAs indicated that their procurement policies are consistent with general government
sector (SPB) procurement principles, and the objects of the SP Act.

Some of the smaller financial corporations and industry standards PPAs procurement policies
could be construed as offering general guidance and taking a principled approach rather
than a prescriptive one.

SA Waterdés Procurement and Cont-deeelged didhsetsa ge ment F
out the procurement process requirements for business units across SA Water. It sits under

and is aligned to the organisation& corporate policy framework and is intrinsically linked to

key processes conducted by the central procurement function. SA Wat er 6 s procur eme
policies and procedures support the organisation& category management approach and are

instrumental in delivering the business plan.

TheCommi s sviewo n 6 s

To support transparent and auditable procurement activity, the Commission is inclined to
support PPAs using SPB policies and a common set of procunment documentation
templates (e.g. acquisition plans, purchase recommendations and standard contracts) for
common goods and services purchasing and contract management. That would offer some
modest efficiencies and support PPAs by making available to themvalidated processes and
documentation, negating the need for them to create a suite of policies and documents for
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their own business. The Commission accepts that specialised procurement activity
undertaken by the financial corporations in particular necessitates additional or different
approaches to ensure all of the unique requirements of that activity can be accommodated.

Where PPAs can demonstrate their poliges and procurement documentation, this approach
can be considered in conjunction with the Commiss i onds vi ews regarding uni
procurement reporting discussed in Section 4.1

2.34. 2 People

The larger PPAs have dedicated procurement functions with multiple staff. Some of the
medium to smaller PPAs use a delegated model where they have aspecialised central
procurement manager who collaborates with all parts of the business to ensure effective
procurement. The remaining PPAs do not possess any notable specialised procurement
expertise and use their board reporting processes to validate procurement activity.
Procurement-specific qualifications and experience differed significantly across the PPAs.

S A Wa tategody snanagers and other senior roles in the central procurement function

hold or are completing an MCIPS qualifications (full membership of the Chartered Institute

of Procurement and Supply), bachel orbds degrees i
sigma qualification. SA Wat er 6s procurement capability is ma
Capability Framework, is evaluated on an annual basis, and is structured to meet the needs

of the business. The procurement function is also subject to feedback from the business

units it supports across SA Water through various channelsi the focus is on performance

improvement.

Some PPAs with central functions or a central procurement leadership role have recruited
key procurement staff from the private sector with significant and diverse industry
experience. This contrasted against other PPAs that indicated their central procurement
cohort do not possess any procurement-specific qualifications and relatively modest amounts
of experience, e.g. an average of three years of public sector procurement experience.

In PPAs without dedicated procurement functions or roles, staff can be limited to drawing on
organisational policies and processes and their own personal experience and understanding
of the business. Some of the smaller PPAs indicated they have engaged thirdparties to
assist in managing specialised procurement processes that are not regularly undertaken by
the organisation or are one-off exercises.

The Commission notes differing viewpoints from public authorities regarding challenges to
recruiting and retaining procurement professionals, and the experience of some of the public
corporation PPAs thathave recruited procurement specialists from the private sector.

TheCommi s sviewo n 6 s

There is scope for most PPAs to make investments and improvements in their procurement
professional cohort. The Commission notes some of the specialised market engagemens
and niche professional services contracts are not traditional procurements and require
specialised skills and approaches.In these instances, the individual PPA should ensue that
those niche skills are either developed in-house or contracted to be deployed for that
purpose.
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The Commission has made draft recommendations around a procurement capability strategy
(see draft recommendations 3.1 and 3.2).

2.34.3 Systems and technology

The extent of the presence and use of technology and systems to support procurement
activity was found to be as diverse as the operations of the PPAs. The Commission
considered PPA feedback regarding their hardware, software and electronic processes that
are used to support the efficiency of their procurement operation s.

SA Water usesseveral systems to support its procurement operations. The Ellipse financial
management system records procurement transactions, procurement and financial
delegations; facilitates payments; and costs goods and services to the correct general ledger
accounts. The Zycus eCatalogue system supports users to request goods and services (like
an online store), and for services and non-contracted goods provides bespoke requisition
forms. SA Water also uses the Rapid Global contractor management system, an online
register of accredited contractors that facilitates an online corporate induction (and carding)
process for contractors and subcontractors. Various Microsoft organisationalwide systems
are also used to maintain and promulgate documentation and are used by the central
procurement function to support supplier management and other performance -related
activity.

AVMC use a combination of dedicated event and venue management software and general
Microsoft software to manage supplier agreements.

Forestry SA uses enterprise and content management systems which enable the storage of
procurement documentation. Procurement (acquisition) process information is not entered
separately into these systems.

RTWSA uses a number of contemporary technologiesand demonstrated significant

investment in data analytics as a key enabler of its business generally. RTWSA use an

electronic assessnent process to determine suitability, risk, process and compliance of

individual procurements. Content management software is used to manage supplier

documentation and communication, and to create contracts. A contract register is

maintained from content managementrecords. RTWSAG6s finance system al sc
ability to interface with content management data. RTWSA indicded it continues to explore

improvements to reporting and making information available across the business.

SAHA operates a Procurement and Contract Management System to record procurement
activity and for contract management purposes. That system is managed by SA Health and,
as it is a legacy system, SAHA is exploring future options.

Corporate records management systems and spreadsheets were cited as being used to
administer and support procurement and contract activity.

TheCommi s sviewo n 6 s

The use of technological solutions to support procurement activity was strongest in those
organisations that are data driven and already proficient in using reporting regimes to drive
decision making. Having said that, not all of those organisations appeared able to readily
report on procurement-specific indicators.

Draft Report
Page | 62



" . L . Inquiry into Government Procurement Stage 2
S.’ Pc South Australian Productivity Cammission

2.3.5 Procurement activity

The Commission consulted with PPAs in relation to the various aspects of their procurement
activity. The type of procurement undertaken, the size of the spend, reporting and
performance, and continuous improvement were considered.

2.35.1 Type

All PPAs have varying requirements to purchase goods and services in the form of common
office consumables such & stationery and IT (hardware and software), and most source
professional services on a regular or semiregular basis. The size and volume of this
purchasing differs significantly. Only four of the PPAs (SAHA, Renewal SA, SA Water and
AMVC) indicated they conduct construction or capital-related procurement as part of their
usual business activity. Some of the financial corporations conduct niche or specialised
procurement activity (e.g. engagement and management of fund managers (Funds SA) and
claims managers (RTWSA)).

The Commission understands that SA Water is the only PPA to use a dedicated category
management approach to its procurement. SA Water indicated that this approach,
established in the corporation® Finance Policy, reflects how the marketplace s organised.
The key elements of this approach are:

i end-to-end management of the supply chain in relation to a particular category;
U a strategic and proactive approach to the category;

U sound technical knowledge of the category; and

U excellent supplier and stakeholder relationships.

The category management approach places procurement strategically in the business,
aligning it wit h-foBused Wategy, ari integratirg tt witmiés icorporate
policies and expansive work program. Operationally, this approach enables the category
management plans that support longer-term supplier and contract management
arrangements. Category management also supports effective analysis of spend, stakeholder
relations and risk, among other things. Category action plans, derived from the category
management plans, provide a dicence to operate§ avoiding the need for individual

approvals, and provide for recommended market approach and contracting strategies.

Some PPAs indicated they do take advantage of wholeof-government contracts and panel
arrangements. Examples cited included banking facilities, telecommunications, stationery,
software licensing, legal services and IT services.Some PPAs indicated they use up to four
of these arrangements. Examples of sourcing goods and services outside of wholeof-
government arrangements included stationery and photocopiers, security, and accounting
and auditing services. PPAs in general want to retain the ability to @pt into 6these
arrangements where it is advantageous but believe they may be disadvantaged if they are
compelled to use them.

SA Water indicated that its non-specialised goods and servies purchasing is relatively small
by individual market segment, and accordingly it is of the view that this presents limited
opportunities to influence whole -of-government procurement strategies.
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Some smaller PPAs indicated that while they do not formally access wholeof-government

arrangements, they liaise informally with other public sector organisations to identify @ood

suppliersdthat they then include in their market approaches or use to benchmark rates.

Some of these PPAs also indicated they had preiously used whole-of-government

arrangement s, such as the stationery contract, k
directly from a national supplier, achieving reduced costs and access to specialist items (e.g.

certificates) that could not be supplied through the whole -of-government arrangements.

Some of the PPAs from across the spectrum of small and large organisations conveyed that
they had longstanding relationships with their current suppliers, and that these relationships
were important to ach ieving the goods and services required to support their business
outcomes and ensure consistency of quality of supply. This appeared to impact the way
some PPAs approach the market.One PPA indicatedit regularly confines its market
approaches to select syppliers with whom it has established relationships. This approach
refl ected t he or gbauthagre toimanage Bigher aumbeesrofiresponses
from the market during the acquisition process and the increased risk of more supplier
complaints.

Another PPA indicated that for higher value procurements it identifies a pool of contractors
with the relevant skills. In establishing the pool, rates for similar services are compared. This
organisation did indicate that its need for specialist services in specific geographical locations
shaped this strategy. It also indicated that it keeps a focus on maintaining competitive
tension by changing panel participants, maintaining an appropriate size of panel providers,
the type of market approach used and considering whole-of-government arrangements
where a benefit can be derived.

Some (mostly smaller) PPAs have standing agreements with suppliers that are evaluated on

an annual basis, but this evalwuation appears to
performanc e agai nst the PPAOs expectations and gener
market.

TheCommi s viewo n 6 s

All PPAs purchase office consumables and other common goods and services. Some PPAs

undertake very specialised gorocurementdactivity that does not neatly fit into the SPB

procurement framework. | n t he absence of evidence to the col
view that specialised procurement and contracting arrangements do not necessarily negate

the potential benefits to tho se organisations of using whole-of-government purchasing

arrangements for the common goods and services that they also purchase. The Commission

supports a change in approach from the status quo, where prescribed public authorities can

opt in to these arran gements, to a default use of these arrangements by PPAs unless a net

detriment can be demonstrated.

The Commission accepts that for those smaller PPAs with lowvalue/low-risk procurement
use of whole-of-government contracts can present unnecessary administative challenges,
and accordingly there may be merit in excluding them from whole -of-government
opportunities.
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2.3.5.2 Size of spend

Goods and services

The Commission invited 10 of the 12 PPAs to provide actual spend data for both goods and
services and construction procurement for financial years 2015/16, 2016/17 and 2017/18.
The Commi ssion requested this to identify
over time.

PPAsO®O responses wer e pr oBadedloa the responses itappeaiectd y

the Commission that reporting their expenditure in procurement terms was challenging for
PPAs?* Based on selective follow-up enquiries by the Commission, it is understood PPAs
developed their responses using their existing accounting and financial reporting
arrangements which are not generally configured to report on ¢rocurementéexpenditure as
a separate category. Accordingly, the Commission has exercised caution in the conclusions it
has drawn from this data.

The largest reported annual spends on goods and services were by Funds SA and SAHA,
which ranged from approximately $150m to $250m annually. The majority of these spends

the r

of f

relate to fund manager and custody arrangements, andthemulti-t r ade contractor so
S

arrangements respectively. RTWSAG6s annual goods and servi

ces

approximately $92m p.a. to $105m p.a.,two-t hi rds of whi ch rel ates to

arrangements. This was followed by the group of AVMC, Forestry SA and Renewal SA with
annual spends ranging from approximately $11.5m p.a. to $61 m p.a. The smallest spenders
were CITB, HSCGB, LGFA, LPCC and APBSAnNging from approximately $30 000 p.a. to
$770 000 p.a.

The total goods and services expenditure of PPAs as reported to the Commission (excluding
SA Water) increased year on year and ranged between $540 million p.a. (FY 2015/16) and
$640 million p.a. (FY 2017/18).

Construction

Of the four PPAs involved in construction procurement, SA Wateris the largest. In 2018/19
the engineering and construction services
capital plan was approximately $500 million, representing more than 70% of SA Water's
total procurement spend. Approximately 95% of this spend was with 20 specialist suppliers,
all of whom have developed the specific technical capabilities required for water and
wastewater assets.

The remaining 30% includes some key spend categories that are also specifically related to
the development and management of the state® water and wastewater networks and
infrastructure. Approximately $15 million per annum is spent on unique water and
wastewater equipment (e.g. pipes, valves, pumps, water meters), along with another $8 i
10m supporting a range of prescribed consumables such as precast concrete products,
industrial gases, water licences, and a range of instrumentation, chemicals and materials to
support SA Water®& Australian Water Quality Centre, which provides a comprehensive range

24 The Commission used the definitions of @oods§ Gervicesdand @onstructiondprovided in the SPB Glossary of
Procurement Terms in its information request with the aim of taking a consistent approach to its analysis of PPA
responses.
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of water and wastewater services including sampling, analysis, advice and research. SA

Wat er 6s capital delivery team al so manages engin
of other agencies (e.g. DEW).

The other portion of the remaining goods and services procurement spend relates to a
variety of goods and services represented largely by energy and information technology.

SAHA follows with approximately $137 million in 2017/18, with expenditure approximately
half of that in FY 2016/17 and 2015/16. The Commission understands this relates to the
move from Renewal SA to SAHA of the housing acquisition, development and disposal
programs from 1 July 2018.

AVMC indicatedthat the completion of the Adelaide Convention Centre development in 2017
concluded a period of significant investment in construction -related expenditure. The typical
capital expenditure for AVMC relates to venue redevelopment and was in the vicinity of $3.4
million in FY 2016/17 and $4.5 million in 2017/18. Examples of this include upgrades to
changerooms, building fit-outs and lift installation.

Renewal SA advised its capital expenditure (excluding land purchases) was approximately
$49 million in FY 2017/18.

Reporting and procurement performance

This section provides the Commi ssionbés summary a
terms of what procurement -related information PPAs record and can report on.

Seven of the 12 PPAs were asked to provide ther data 7 the decision to confine the

Commi ssionbds request was based on the Commi ssi on
and the prospect of the Commission being able to conduct analysis of the data available.

Five PPAs provided datai not all PPAs ecord procurement or contract information centrally

or on an organisational basis. Some smaller PPAs record and monitor basic contract

information to keep track of when contracts require review or are expiring.

The Commission examined the contract data to determine which PPAs record the fields of
data that are reported by public authorities to the SPB. The Commission accepts that PPAs
are not required to report or maintain data in these terms. The Commission undertook this
comparative analysis to generate an understanding of the extent to which PPAs record
procurement information generally and chose these fields as the general government sector
benchmark. The following analysis reflects only whether the data were recorded, not its
accuracy, quality or value.

U The percentage of the SPB comparator fields recorded by those 5 PPAs ranged from
74 per cent to 42 per cent.

i The contract identifier, contract name, supplier name and date of contract
completion were the only universally recorded fields.

i None of the 5 PPAs recorded why direction negotiation was used, the number of
quotes received, or the date the acquisition plan was approved.

U Recording of ECT or IP Plan scores was very limited.
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U Four of the five did not record data in relation to contract term, the numbe r of
quotes requested, or supplier location.

i Only one PPA effectively recorded the contract award date.

Most PPAs indicated they comply with other government policies that require procurement

(contract) reporting, variously citing Premier and Cabinet Circulars (PC0137 Annual

Reporting Requirements, PC0151 Public Works Committee Review, PC027 Disclosure of

Government Contracts, PC033i | ndustry Participation Policy), a
(T112 7 Government Purchase Cards, TI17i Public Sector Intiatives, TI28 i Financial

Management Compliance Program).

One PPA indicated it does not report against PC027 contracts to avoid disclosing
commerciakin-confidence information. SA Water is subject to variations to TI8 and TI17 to
allow the board of SA Water to enter into contracts valued up to $11 million (GSTinclusive)
and to proceed with public sector initiatives with a project cost of up to $4.4 million (which
may also be delegated to four nominated senior roles).

Some PPAs indicated they report procurement activity as part of their quarterly reporting to
their board, but this is in the form of corporate expenses or capital expenditure rather than
categorised as procurement specifically.

Some PPAs indicated they capture supplier complaints.One indicated it records this in its
systems; others indicated they are managed on a contract-by-contract basis.

SA Water has developed a benefits recording process ad database as part of its category

management framework. Financial and non-financial benefits, from both sourcing and

contract management processes, are captured, mon
central procurement function. Benefits are forecast from category management/action plans

and are either a purchasing result (a saving against budgeted cost) or purchasing

performance (increased value for money was achieved, e.g. better-quality outcome for equal

or same forecast value). Benefits must be validated by a finance delegate. The benefits

target has been around 5 per cent of the total addressable spend for the past three years

and has been exceeded in all three years.

One PPA indicated that contracts are benchmarked, contract evaluation occurs duringthe
contract period, and that those evaluations feed into regular assessments by the CEO to
inform decision making to extend contracts or go back to the market. Key contracts are
monitored for supplier performance, by using scorecards which are complemented by
regular supplier meetings.

Reflecting the size and risk of their financial obligations and responsibilities, Funds SA
indicated that its monitoring of its fund manager, custodian bank and asset consultant
arrangements are regular, systematic and benchmarked against performance targets.

Reporting is to the Funds SA Board.

RTWSA take a similar approach with detailed KPIs being used in relation to the highest value

contracts (claims managers). These are monitored daily with reporting made available

across t he organisation, supporting ongoing communi
managers and claims managers. RTWSA focu®s reporting on the highest value/risk
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components and relies on trend data from net promoter score results from employers and
claimants.

Several PPAs indicated they report procurement outcomes regularly to their boards and
manage KPIs for individual contracts which are determined having regard to the
procurementdés value, duration and risk profile.

TheCommi s ssiewon 6 s

There are clearly a myriad of existing reporting and referral arrangements not specifically

related to procurement that most PPAs mustcomplywith. | t i s t he Commi ssi onés
there are both organisational and state-wide benefits that can be achieved by improvements

to procurement reporting. Some PPAs are already monitoring and reporting on procurement

expenditure or have systems in place to be able to report with minimal disruption. For

others with under-developed procurement reporting any improvement in th is area would be

expected to give rise to organisational benefits from the consequential analytical

opportunities and contribute to an improved state -wide picture of procurement and contract

activity.

2.3.5.3 Continuous improvement

Feedback from most PPAsindicated that procurement continuous improvement was not a

focus. SA Water was the exception in this regard. SA Water has a dedicated role (Manager
Procurement Excellence and Change) responsible for ongoing and continuous review and
improvementoftheorgani sati onds pr dhe®Proocreneent LeadesHhipiGvoupt vy .
at SA Water reviews the quality management system at regular intervals. This process is

aimed at ensuring dhe right things are being done at the right time for the right cost 6and
evaluates the effectiveness of both the business units and the central procurement function.

The reviews are data-driven and can be subject to independent examination.

Although not all PPAs have a continuous improvement process specifically for procurement,

mosti ndi cated that continuous i mprovement is part
planning review process, which may include purchasing arrangements. A few PPAs indicated

that improvements have been made because of their audit and associated reporting

processes. These improvements included, for example, aligning organisational procurement

process with other government policy.

One PPA indicated it mandates reviews of its procurement framewaork at least every three
years, or otherwise in response to changes in business operations, legislative change or
whole-of-government requirements.

Employee feedback arising from staff workshops is informing reform at one PPA, which will
canvass automated workflows and simplification of documentation. Previous changes d the
same organisation included adopting risk-based approaches, and a minimum standards
approach giving rise to a 65 per cent reduction in documentation. Another has developed
standardised templates to support acquisition and evaluation activity, and contract reviews.
It is not clear to what extent this PPA drew on relevant SPB documentation.

One PPA indicated a very large contract had been reviewed independently, the results of
which will inform the next procurement process.
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One PPA indicated that feedbadk from a national regulator had resulted in an improvement
in their evaluation process.

TheCommi ssiondés Vi ew

With the exception of SA Water, continuous improvement of procurement arrangements did
not appear to be systematically pursued. The Commission see merit in broader attention to
continuous improvement, while noting several examplesof PPAsengaging in external
reviews that led to improvements or adopting recommendations arising from mandated
auditing activity.

2.4 Prescribed public authorities : preferences and priorities

PPAs were invited to indicate to the Commission their views on system design; namely:
U what criteria were most important in the procurem ent process;
U what parts of their procurement arrangements align with the SPB; and

U what procurement-related flexibility and autonomy attributes are most important to
them.

The Commission invited these responses to be able to distinguish the specific and necessary
procurement requirements sought by PPAs from general preferences to remain @utsidedthe
general government procurement framework. The issues raised by PPAs go to the core
value of a prescription regime and may also offer signals for improved procurement practice
to apply more broadly to all public authorities.

2.4.1 Organisational  responsiveness

Commerciality was explored earlier in this chapter. Examples of organisational
responsiveness includedthe ability to secure quantities of goods at short n otice prior to
price hikes, being competitive in national and international markets, and short timeframes
from the identification of an organisational need to awarding a contract. Limited market
suppliers able to provide the specialist services required was also cited.

The Commission understands corporations are driven by commercial outcomes and are
legislatively bound to act commercially. These drivers are distinguishable from public sector
agencies (public authorities) and make public corporations more attuned to removing
process steps that do not add value, including procurement processes.

2.4.2 Alignment with SPB policy and process

The Commission observed that several PPAs indicated, albeit to varying degrees, that they:
U observe the objects of the SP Act,
U use SPB policies and documentation (or variations thereof);

U have opted in to whole-of-government contracts or approached those suppliers on
the recommendation of public authorities;

U undertake risk assessments of proposed procurement activity;
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U use evaluation panels;
U0 engage third-party specialists to assist with evaluations where required; and
U have financial and procurement delegation arrangements in place.

The PPAsthat do not already align their procurement policies and practice with SPB
arrangements raised the potential compliance costs and resource implications of doing so.

2.4.3 Use of whole -of-government contracts

Several PPAs indicated they want to retain the flexibility to opt in where it is viable and
provides an advantage to the organisation but wish to avoid the disadvantages of being
required to use such arrangements.

2.4.4 Limited procurement requirements

Smaller PPAs and those whose primary procurement expenditurewas for specialised or
niche services generally considered arequirement to use whole-of-government contracts
and/or SPB policies and practices would create inefficiencies.

For smaller low-value/low-risk purchasing, using SPB polices and wholeof-government
contracts was cumbersome and created administrative inefficiencies compared to direct
purchasing.

For specialised procurements, mokandassotiael!| v Funds
arrangements and RTWSA slaim manager arrangements, SPB procedure lack the nuance
and flexibility to manage those processes effectively.

2.4.5 EXxisting oversight is appropriate

All but one of the PPAs are governed by aboard with audit and risk committees, and the
corporations are subject to mandatory internal and external auditing arrangements. The
general view of these PPAs was that additional oversight or the requirement to seek
authorisations from a central government procurement function was unnecessary and would
create additional cost and time burdens.

Some feedback indicated that the experience of board members was more than sufficient to

manage and oversee organi sati onleboapsoienur ement ar
included industry or technical specialists with experience in the PPA®core business.

Instances of procurement-related policies and practices being reviewed and improved based

on board feedback were cited.

The Commission has commented on governance and auditing inSection 2.3.3.
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2.5 Review of prescribed public authorities , 2018

The PPA Review 2018 was undertaken as partofthegover nment 6 s el es?® i on cor
The then Chief Procurement Officer wrote to each of the PPAs and invited them to indicate
whether:

U they are still satisfied the historical bases for prescription continue to apply (referred
to as @riteriad;

U there are @overnance frameworks and mechanisms in place to support the intent
and the object of the Act

U the organisation had @ny significant issues relating to the procurement function in
the past five years, including Auditor-Gener al 6s findings, other in
significant supplier complaints, and a brief description of the outcome; and

U the PPA®&onsiders it appropriate to remain a prescribed public authority, with
supporting justification prov ided6

The historical bases for prescription?® were identified as:
U operating as a commercial enterprise and on a commercial basis;
U effective, well-structured internal procurement governance and operations; and
U0 would be disadvantaged if required to comply with the Act (and apply SPBpolicies).

All PPAs responded at the time, seeking to retain their prescribed status. Their reasons
varied but common themes included:

U additional administrative burdens would apply if they were required to comply with
the SPB6s policies, particularly for smaller

U loss of the flexibility and agility required to optimise commercial opportunities;

U having appropriate capability, policy and systems to manage its procurement activity;
and

U having substantial and effective governance arrangements in place that also apply to
procurement activity, with no PPAs reporting any adverse findings by the Auditor -
General or third parties about procurement in the last five years.

This response was,int he Commi ssi on®s Thé Gommissianrusdarstgnasi si ng .
the SPBconsidered the outcomes of the PPA Review 2018 and formed the view that there

were no compelling reasons why these organisations should not be subject to the SP Act to

facilitate greater consistency in the process for procurement operations. The Commission

also notes the SPB did not further progress that review pending the outcome of this inquiry.

25 Government Procurement, Maximising the Benefits 2036,dkRe vi ewi ng prescri bed 6public autt
available at:

https://d3n8a8pro7vhmx.cloudfront.net/liberalpartyofaustralia/pages/4840/attachments/original/1510881056/20
36_Chapter_9_Government_Procurenent.pdf?1510881056

26 Sourced from Chief Procurement Officer (CPO) letters sent to PPAs in June 2018, provided to OSAPC by SPB;

see also minute from CPO to SPB re outcome of 2018 PPAReview.
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2.6 The value of prescribed status

The Commission has formed the following draft conclusions based on its assessment of PPA
feedback and the PPA Review 2018:

i

Current prescription is based historicallyonmi ni st echisféx eacnudt i ves 6 Vi ews
The Commission has received very little information pertaining to the original reasons

for prescribing the current PPAs. There are a variety of other commercial public

entities that are currently not prescribed.

All PPAs share the view that to be subject to the SP Act would create administrative
burdens and may result in lost commercial opportunities, pot entially causing some
PPAs to compromise their statutory and business obligations and outcomes.

Not all PPAs provided specific examples of how compliance with the SP Act and SPB
regime would compromise those obligations and outcomes. However, the
Commissim accepts that complex and specialised procurement activity is undertaken
by some PPAs, and they need to exercise timely and flexible procurement
arrangements to do their work. Some are also required by law, or subject to a
regulatory regime, to act commer cially.

All PPAs purchase some common goods and services, implying benefits from using
whole-of-government contracts, particularly where they may benefit from category
purchasing, e.g. stationery and IT goods and services. However, where such
purchasing is confined to very low-spend/low-risk purchasing a risk-based approach
and direct purchasing may be appropriate where it is expeditious and ensures fit-for-
purpose outcomes.

PPAs generally observe theobjects of the SP Act in their procurement frameworks
and practices. Some PPAs use SPB documentation or variations of it and base their
policies on SPB arrangements.Some also draw on the experience of public
authorities who use of whole-of-government contracts and panel suppliers to inform
their own market en gagement and acquisition decisions and processes.

There is a wide divergence in human capability across PPA procurement functions.

The size and professionalism of SA Water s c ¢
represents the or ga mpiocramentand dontract managgmertt i on o f
into the core business. The si ze and capability of SA Wate
will not be appropriate for all public authorities. Some PPAs have adopted a devolved

system where procurement is managed and monitored organisationally by a central

function or central role. For others, business units are responsible for their own

purchasing. There is scope to improve the capability of those conducting

procurement in most PPAS; the nature of that improvement req uires case-by-case

analysis of each PPA& existing capability and procurement needs. The Commission

acknowledges that, for those PPAs with very small and low-risk procurement needs,

specific investment in procurement capability is not warranted.

Most PPAsmanage procurement risk and governance as part of their organisational
approaches and models. PPAs undertaking specialised or niche procurement activity

Draft Report

Page | 72



" . L . Inquiry into Government Procurement Stage 2
S.’ Pc South Australian Productivity Cammission

have developed policies and practices to manage those specific risks.Some PPAs
have adopt erisk nhahageméPddlizies and documentation.

U No PPAs have reported any adverse findings by the AuditorGeneral or third parties
in relation to procurement activity in the last five years.

2.7 Proposed reform

The Commi ssionods pr el i abovedrafyconglisiensg; jsthatthe ed on t he
current prescription regime:

U has not been universally or consistently applied;

U does not use a process of systematic evaluation to determine whether an
organisation should be prescribed; and

U is of a binary nature (i.e. o rganisations are either prescribed or not), and therefore
lacks the flexibility to balance organisational autonomy and efficiency to achieve
commercial outcomes, with the potential for state -wide benefits or individual
organisational benefits derived from using state-wide procurement arrangements.

The Commission is canvassing options whichwould see the adoption of a principles-based
approach to procurement in the context of a single, state -wide system. This approach
increases the extent to which all entiti es of the Crown are incorporated into the state -wide
procurement system but will also continue to support the commercial drivers (statutory and
business) of the relatively small number of organisations who operate in a commercial
environment in the form of a small number of business-based distinctions.

The Commission envisages this option would require establishment of an evidencebased
evaluation framework involving both quantitative and qualitative assessments of
procurement needs, capability, risks, and governance and auditing arrangements. Based on
these independent assessments, organisations could be distinguished and allocated to an
appropriate special group.

This approach should be considered in the cont ex
future of state procurement, in particular recommendations that support improved value for

money, consistent and transparent procurement reporting, and a category management

approach.

To avoid the loss of the commercial benefits required by the PPAs in moving away from an
exemption regime, and to minimise any potential administrative burden, the Commission is
inclined, subject to further refinement after further consultation with stakeholders , to

propose a sequenced reform of the prescription regime in the b road stages set out below.

2.7.1 Step 1 : PPAs form part of state procurement reporting arrangements

In t his step all current PPAswill commence reporting to the central government
procurement function. For those PPAs with existingprocurement-related reporting in place
or other existing reporting capacity minimal disruption is expected. For those PPAs with
under-developed procurement reporting, it is expected that they would derive organisational
benefits from the consequential analytical opportunities.

Draft Report
Page | 73



. . L . Inquiry into Government Procurement Stage 2
S-" PC South Australian Productivity Cammission

This approach is broadly consistent with the direction of the Victorian Government
Purchasing Board (VGBP) which requires itsitnandated entities8’ to report on exceptions to
policy compliance. The Commission notes that VGBP is also tialling a &pend cubebthat
categorises and reports on goods and services procurement.

Consideration will need to be given to the costs to individual PPAs arising from this reform,
particularly the extent to which it may impact on small authorities.

No other changes are proposed to apply to PPAs at this stage.

2.7.2 Step 2: State -wide system reforms i PPA contribution

Whil st the other reforms arising from the
implemented, the Commission is inclined to recommend that no significant changes are
implemented in relation to PPAsOprocurement arrangements.

From the perspective of the central government procurement function, this stage may be an
opportunity for PPAs to contribute to the process of reform by s haring best practice,
increasing capability and improving the commerciality of general government sector
procurement policies and practice.

The Commissionenvisagesthat the simplification of policy arising from the state -wide
procurement reforms will meet the commercial needs identified by the PPAs. These changes
would benefit all public authorities and may disproportionately benefit those statutory
authorities and commercial or semi-commercial entities of the Crown that are currently
subject to the SP Act and SPB regime.

2.7.3 Step 3: Transitioning

At the next stage of the implementation of state -wide reforms, the Commission proposes
that PPAs be selectively transitioned into a single state-wide procurement system.

The Commission notes that this transition process could be done under the existing powers
under the SP Act, namely:

128 Functions of Board

(1) The Board has the following functions:
(a) e

<

e

(1) to carry out the Board & functions in relation to prescribed public
authorities and any other functi ons assigned to the Board under this
Act.

180 Undertaking or arranging procurement operations for prescribed public
authorities and other bodies

27 ¢Mandated entitiesdare departments and other agencies required to comply with the VGBP policy framework.
Work is underway to expand the number of mandated entities and to harmonise construction and goods and
services procurement frameworks.
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The Board may, with the approval of the Minister, undertake or make arrangements
for procurement operations for d

(a) a prescribed public authority; or
(b) a body other than a public authority or prescribed public authority.
199 Public authorities bound by directions etc of Board and responsible Minister

(1) A public authority (including every member or officer o f the authority) is
bound to comply withd

(a) any applicable policies, principles, guidelines, standards or
directions issued or given by the Board; and

(b) any directions given by the responsible Minister on the advice or
recommendation of the Board.

(2) A prescribed public authority (including every member or officer of the
authority) is bound to comply with any directions given by the responsible
Minister on the advice or recommendation of the Board.

These provisions would enable the responsble minister and SPB to develop transitional
arrangements to gradually move PPAs into the state-wide system.

2.7.4 Stage 4: Asingle system

PPAswill be individually transitioned into the single state -wide system subject to their
individual readiness and having regard to the implementation of state -wide procurement
reforms.

Consequent on effective transition to the state-wide procurement framework PPAs will be
removed from Schedule 1 of the SP Regs.

The Commission proposes this process beginwith draft recommendation 2.1.

Draft recommendation 2.1

To support the transition to state -wide category management and improve value for
money, the Commission proposes that

U Prescribed public authorities (PPAS) should adopt relevant whole-of-government
goods and services arrangements for their common purchases unless their
current arrangements achieve superior administrative efficiencies and economic
benefits.

U PPAs with lowspend/low-risk purchasing of common goods and services, or
where unique products cannot be sourced from those arrangements, should be
excluded from the requirement to consider whole -of-government common goods
and services arrangements.
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3. Construction

3.1 Background

The terms of reference for Stage 2 of the Inquiry into Government Procurement widened

the Commi ssiondés remit and now includeAspacdonsi der
of the Stage 2 inquiry, the Commission has consulted extensively with all relevant public

authorities and interested stakeholders. In addition, the Commission has consulted with

other Australian jurisdictions regarding their procurement strategies for construction and

reviewed other relevant information about practice in selected overseas jurisdictions.

This chapter provides some background on construction procurement by public authorities
and considers the specific issues associated with this category of procurement.

311 What is O6construct i on &ispracuremertiequiyir poses o0

The definition of 6 c orthepgunpasesbfithe BAP@ inquicyisthe ment 6 f
definition of procurement associated with a &pr e
the State Procurement Regulations 2005

2) A prescribed construction projecto

(a) Is a project that primarily involves the procurement of construction
work,; and

(b) encompassesd

(i) the acquisition and installation of fixtures, plant, equijpment,
appliances and fittings in conjunction with the construction work;
and

(i) the acquisition of survey, planning, design and o ther services
in conjunction with the construction work; and

(c) does not encompass the acquisition of goods and services for the
ongoing maintenance of a building or structure.

(3) In this regulation d

building work has the same meaning as in the Building Work Contractors Act
1995;

construction work meansd
(a) building work; or

(b) the whole or part of the work of excavating or filling of land not
constituting building work;

Treasurer's instructions means instructions issued by the Treasurer under Part
4 of the Public Finance and Audit Act 1987.
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The exclusion of prescribed constuction projects from the State Procurement Act 2004(SP
Act) effectively means that construction procurement valued over $150 000 (excluding GST)
does not come under the scope of the SP Act or the associated State Procurement Board
(SPB) procurement policy framework.

I't is important to note that, for the purposes o
be used instead of 6constructiondéd in this report
that provided above.

3.1.2 Value and volume of contra  cts and spend
3.1.2.1 Construction procurement spend

The Commission sought information from public authorities whose construction procurement

activity was significant.?® Six public authorities were asked to provide their procurement

spend on prescribed condruction activity which includes spend where the authority was the

lead agency for the project, or had sole responsibility for the project. A summary of the

information provided for two financial yearsisin Table3.1.1 n response to the Col
request f or DPTI 6s annual procurement expenditure
over $150 000 (GST exclusive) for the past three years, DPTI advised the Commission that

spend can vary significantly but inclusive of building projects can range from $500 mi llion to

$1.5 billion per year.

Table 3.1: Construction procurement spend on prescribed construction activity

Departmentof Human Services $644000 $980000 $1,624,000
Department for Education $49747000 $215329000  $301,274,000
Department for Health and Wellbeing $326574,000 $266899000  $838071,000
Department for Environment and Water $13566,101 $9,889464 $23455565
Departmentof the Premier and Cabinet $20617,039 $72419792  $101534,705
Source SAPC consolidated datgorovided on request by public authorities
3.1.2.2 Contract value and volume

The Commission has used two data sources to obtain information on contracts and on
tenders for the inquiry:

0 information obtained via the database for the SA Tenders and Contracts website
where public authorities disclose awarded contracts (as per Premier and Cabinet
Circular 27 or PC027) and advertise tenders and

U data provided by public authorities and PPAson request to the Commission.

28 The Commission undertook a desktop analysis of tender information on SA Terders and budget statements to
obtain an indication of public authority construction procurement activity.
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3.1.2.3 Commission data

In order to undertake quantitative analysis of the current PPAsand capital project related
supplier selection processto the same extent as was undertaken in Stage 1, the Commission
requested that:

U all PPAsprovide their procurement database (except for the authorities for which
procurement spend and/or FTE numbers were low: Architectural Practice SA,
Construction Industry Training Board, Health Services Charitable Gifts, Legal
Profession Conduct, Local Government Finance SA and the Motor Acident
Commission which is being wound up);

U DPTI provide its database for all capital projects valued above $150 000 (excl. GST)
undertaken for DPTI or on behalf of other agencies (contract executed between
2015 and 2018, exclusive of secondary purchasirg from panel arrangements,
inclusive of major projects);

U all other government agencies with a total capital investment spend above
$50 million for either 20171 18 or 20181 19 (except the Department of Energy and
Mining whose capital spend mostly comprises grants) provide their database for all
capital projects valued above $150 000 (excl. GST) not undertaken by DPTI on their
behalf.

The list of fields requested was based on a selection of fields from the SPB database, with
the addition of three fields (number of quotes received, variation to the contract and
capping of liability). Those fields were chosen to allow comparison with Stage 1 of the
inquiry, and to specifically address some of the construction issues raised with the
Commission.

Authorities were asked to provide the data related to all contracts executed between 2015
and 2018, exclusive of secondary purchasing from panel arrangements and inclusive of
major projects. The Commission consolidated this information into a single database for
analytical purposes.

Those authorities were also asked to provide a random sample of purchase evaluations for
capital projects valued above $150 000 (excl. GST), for the Commission to undertake
analysisin greater detail, as was done in Stage 1. This is discussed in Section 5.2.3.

3.1.2 4 Results
Quality of the data

The Commission found the availability of data to vary significantly (see Table 4.1). Itis

important to note that this does not necessarilymean that the data are not collected or

recorded, but rather that the data are not readily available in a consolidated format and

required a significant amount of work to assemble. Seven out of nine agencies found it

onerous to provide the information requested and required extensions to provide the

information. This suggests that the information is difficult to extract from the repositories in
whichitiskept. Thi s i s consistent with the Commi ssionds
in Stage 1.
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It is also important to note that a lot of the data are recorded partially (e.g. only 6 per cent
of contracts have a date recorded in the d®ate tender closebfield) and/or required cleansing.

The areas for which little information is recorded centrally in public authorities (in number or
usability) are:

U the ECT or IP Plans scores;
U the location of suppliers;
U the reasons for use of direct negotiation;
U the number of quotes requested and received,;
U data on timeliness.
The fields recorded by most agencies are:
U name of the contract;
0 supplierds name;

U category (goods, services, construction); however the data is highly inconsistent
between agencies;

U market approach; however the data is highly inconsistent between authorities;
U contract value.

It is also clear that the re is a lot of duplication in the entry of the same data for authorities,
and limited or no linking of databases, including:

U own agency system,;
U SPB database for goods and services for nonprescribed public agencies;
0 SA Tender website for @ipeline of workéand dender and contract information 6
U OIA reporting for construction and prescribed public authorities.
3.1.3 Governance arrangements : how is the spend managed ?
3.1.3.1 Regulatory environmentfor construction procurement

Requlation for all government procurement

Public and prescribed authorities are required to comply with the following policies and
legislative instruments irrespective of whether the procurement is for goods and services or
for construction activities.
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Table 3.2: Regulation applying to goods, services and construction procurement

Treasurerdés I nstructions
TI 8 Financial Specifies the conditions and requirements for financial
Authorisations authorisations based on specified thresholds to enable authorities

to enter into a contract, make a payment and vary a contract.

Tl 12 Government Specifies chief executiveséresponsibilities for authorisation and
Purchase Cards use of purchase cards to specific threshold limits.

T1 17 Evaluation and Requires the chief executive to evaluate public sector regulatory
Approvals to Proceed initiatives in line with the Better Regulation Handbook (including
with Public Sector capital projects) and obtain appropriate approvals to proceed
Initiatives with initiatives.

Tl 28 Financial Specifies chief executivesbresponsibilities for ensuring
Management contractor/supplier performance and payment reductions for
Compliance Program supplier failure.

Premier and Cabinet Circulars

PC027 Disclosure of Requireschiefex ecut i ves t o ensure all
Government Contracts contracts are disclosed on the SA Tenders and Contracts website
within 60 days of contract execution (sign off).

PC013 Annual Reporting Requires chief executives to include details on consultants and
contractors engaged during the financial year in agency
published annual reports.

PCO033 Industry Applicable to all government procurements by all agencies valued
Participation Plan above $33 000.

PC038 Unsolicited Provides a framework and process for the assessment of
Proposals unsolicited proposals.

South Australian Supports PC033 and provides a highlevel framework to deliver
Industry Participation the requirements of section 4 of the /ndustry Advocate Act 2017.

Policy (SAIPP)

SA Aboriginal Economic = Focuses on leveragingopportunities for Aboriginal employment

Participation Strategy and business enterprise from government procurement, building
the capability of the Aboriginal business sector to compete for
government and private sector tenders, and creating increased
opportunities for Aboriginal employment.

International obligations The SA Government is a signatory to, or has agreed to comply
with, various free trade and government procurement
agreements that include procur
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must be complied with for those procure ments that are within
scope.

Skilling South Australia  Replaces the Workforce Participation in Government Construction
Procurement Guideline  Procurement Policy for projects over $50m and focusing on
apprentices and trainees accounting for 15% of labour hours.

Source SAPC analysis

Requlation specific to construction procurement

There are three arrangements or frameworks that govern the procurement of South
Australian Government construction projects:

U S P Bgvosurement policy framework as per the SP Act applies to the procurement of
construction valued at $150 000 (GST exclusive) or less.PPAsare excluded from the
framework.

U The Construction Procurement Policy. Project Implementation Process applies to all
drescribed construction projectst Prescribed construction projects are those
construction procurement projects that are prescribed from the SP framework by
regulation (and valued over $150 000). Under the policy, DPTI is responsible for the
management of construction projects in the civil and non-residential (commercial)
construction sectors. PPAsare exempt from this policy.

U PPAshave their own policies and guidance for procurement activity which may
include procurement relating to construction projects (irrespective of value). Detailed
discussion on PPAactivity is provided in Chapter 2 of this draft report.

In addition to the a bove, all public authorities (prescribed included) are required to comply
with PC015 Procedures for Submissions to Cabinet Seeking the Review of Public Works by
the Public Works Committee (PWC). Section 16A of the Parliamentary Committees Act 1991
requires that public works are compulsorily referred to the PWC if the total amount of
money provided by Parliament or a state instrumentality to be applied to construction of the
work exceeds $4 million. No public monies can be expended on the actual construction of
the work until the PWC has presented its final report.

Construction Procurement Policy: Project Implementation Process

PCO0 28 <Cabinet bas approved that the Minister for Transport and Infrastructure *

supported by the Department of Planning, Transport and Infrastructure (DPTI) has

responsi bility for construction policy devel opme
(PCO028, p. 2).

That circular refers to the Construction Procurement Policy Project Implementation Process
(PiP), which is administered by DPTI and is applicable to all public authorities (excluding
PPA3 t o every Oprescribed const000ecludng@®@ST)pr oj ect 6 (

2% The Commission notes that PC028 has not been updated to reflect the change in portfolio for the Minister to
the Minister for Transport, Infrastructu re and Local Government.
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Key roles and responsibilities
The PiP explains the following key roles and responsibilities:

U LeadAgencyi a public sector agency responsible and accountable for the
construction project as its sponsor and funder. The lead agency is responsible for
aligning project planning withthe st at eds strategic priorities,
development of business cases for specific projects or programs. They are required
to work with DPTI during construction project delivery, utilising and not duplicating
DPTI expertise.

U Lead minister (of the Crown) i a person appointed by (or under the authority of),
the sovereign or executive head of a government to a high office of state who is the
minister of the lead agency funding the project.

U Infrastructure agency i the public sector agency responsible and accountable for
implementing policies, guidelines and processes for construction procurement. The
infrastructure agency is DPTI, which provides centralised expertise in construction
procurement and construction industry interface and required systems and processes
for effective procurement of prescribed constructi on projects. Under the policy, DPTI
is responsible for the management of construction projects in the civil and building
(commercial) construction sectors.

Other roles related to construction procurement include:

U Department of Treasury and Finance (DTF)i provides advice on financial and
budgetary aspects of projects;

U Infrastructure SA T provides independent advice to government on infrastructure
planning, investment, delivery and optimisation ;

U Office for Design and Architecture SA (ODASA)i led by the SA Government
Architect, it provides advice on design, architecture and urban design for major
projects, programs and guidelines;

U Department for Environment and Water (DEW) i manages Crownland and provides
advice on sustainability, climate change and conservation issues,

i Office of the Industry Advocate (OIA) T administers the SAIPP
Process

The five-step Infrastructure Planning and Delivery Framework is aimed at providing strategic
planning for construction pgadjeevatysvalsaieProjgmeic | udes
Implementation Process or PiP integrates with the framework at the completion of step 4

(approval provided via gateway four for project funding method) and provides detailed

guidance to implement step 5 (delivery of the project). Step 5i s essentially the PiP and

involves six phases and three further gateway approvals.
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Figure 3.1: Extract from the Construction Procurement Policy showing integration with the 5 -

Inquiry into Government Procurement Stage 2

Step Framework
Stepl Strategic analysis and identification of infrastructure needs
Gatewsy One — Strategic infrastructure pricrities spproved by Government.
o Step 2 Outline of case for change and project scoping
,5’ Zi_i Gateway Twe — Project defined for investigation and development of business case.
"Ej E_J Step 3 Project planning and substantiztion — leading to a full business case
:E 'g = Gatewsy Three — Project substantiated and business case completed.
_: %ﬂ % Step 4 Project funding method and resource allocation
U._,'_" § E Gate'\._\r._a'_.r Four — Funding model agreed, pr_oject included i_n an approved government program and
mwE L g decision made to proceed to Step 5: Delivery of the Project.
Integraticn Step 5 Delivery of the Project

CESS

Project Implementation Pro

51 Concept
Gateway Five Approval
Approval that the project developed during the 5.1 Concept phase of the Project Implementation
Process is consistent” with the parameters approved by Government in regard to project scope,
quality, budget and program.
Approval to commit expenditure required to progress Design, Documentation and Tender phases.
5.2 Design
5.3 Documentation
Gatewsy Six Aporoval
Approval that the project developed during the 5.2 Design and 5.3 Documentation phases of the
Project Implementation Process is consistent with the parameters approved by Government in
regard to project scope, quality, budget and program.
Approval to call tenders and commit to the market.
54  Tender
Gateway 3even Approval
Approval that the project tendered during the 5.4 Tender phase of the Project Implementation
Process is consistent” with the parameters approved by Government in regard to project scope,
quality, budget and program.
Approval to proceed to construction by committing the balance of the project expenditure and
awarding construction contracts.
55 Construction
5.6 Review

Source Construction Procurement Policy Project Implementation Process,p. 24, available at:
https..//www.dpti.sa.gov.au/ __data/assets/pdf_file/0005/157838/Construction_Procurement_Policy -
_ Project_Implementation_Process 2015 po38.pdf

DPTI advises that although there are process similarities between civil construction and
building construction procurements, there are differences because DPTI delivers civil
construction itself, compared to building infrastructure which it delivers for and on behalf of
Lead Agencies @s clients). As a consequence, references to the role and responsibilities of
Lead Agenciesin the PiP do not apply to civil construction projects. The Commission notes

that:

U building construction projects are undertaken in ac cordance with PCO28and the PiP
process outlined above with Lead Agencies managing steps 1 to 4, and DPTI
managing step 5; and

U civil construction projects are undertaken via an Infrastructure Planning and Delivery

Framewor k
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to 4, and the Procurement and Contracting Directorate responsible for the
procurement process.

Governance arrangements for construction procurement

Construction procurement governance in DPT/

As the result of a procurement governance review, DPTI amalgamated the Procurement
Committee and the Construction Procurement Committee in 2015. The Procurement
Committee is chaired by the Executive Director People and Corporate Services Chief
Corporate Officer and includes representation from across DPTI. The committee is
accountable to the Chief Executive for the effective governance of the procurement of
goods, services and construction. According to theco mmi t teems 6f seference regarding
construction procurement projects its roles are:

U for projects de s i ¢igravaleethighaisk/highttanfRlEx®ycor high
opportunity for change procurements), review draft procurement strategies and
approve procurement strategies and calling of tenders;

U onrequest, approve contract management plans and/or purchase recommendations;

U review the performance of strategic contracts on a quarterly basis, review the
performance of DPTI prequalification schemes biannually, and approve proposals to
remove prequalified contractors from prequalification schemes.

The Commission notes that:

U DPTI has advised that procurement projects (including construction) require approval
from the DPTI Procurement Committee depending on value and complexity. It is not
clear if this is consistent withthe commi t t eeds r esponsi bermhsi ti es
of reference; and

0 Theco mmi t teems 6f seference state that its membership includes private sector
representatives (1 to 2 members); however it currently has no private sector
representation.

Figure 3.2 demonstrates how DPTI categorises programs and projects to ensure the correct
level of governance is applied using financial and non-financial elements.

30

DPTI advises that a project is designated as O6HVRCOO6 by

t

based on an assessment of the risk consequence as Omajoro

Management Polcy (DP086).
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Figure 3.2: Financial categories applied by DPT/

Financial categories, description and monetary thresholds

SIGNIFICANT

Program / project Program / project § Stand alone project
significant to representing routine § or an individual part
the State departmental work of a program

> $100m > $4m >$150k

Source DPTI Project Management Framework, DFT] intranet.
Non-financial categories based on key contributors to risk include:

0 strategic visibility T political priority, community imperative, strategic/policy
timing and input to state objectives;

0 budget value 1 benefiti cost ratios, economic, social, safety and environmental
factors, input to departmental objectives; and

o investmentrisk T considers governance risk (procurement model, client risk,
funding model and cross-division management), plus delivery risk (technology,
schedule, resource, dependency and location risks).

DPTI advises that each non-financial criterion is assessed by a representative stakeholder
group and based on a risk rating assigned to the criteria. These scores are then summed,
with scores over 10 representing an upgrade to the next highest financial category.

The Procurement and Contracting Directorate within DPTI is responsible for the
procurement process, irrespective of whether the procurement is a civil or a building
infrastructure procurement. This includes development of tender documentation,
approaching the market, selection of supplier and award of contract.

Differences in DPTI internal governance for construction procurement projects depend on
the type of construction procurement project 1 civil (transport) or building (infrastructure):

U Civilprojects are largely delivered by DP T I 6 s  Neats DivisiorPas its own client.
DPTI advises that the governance requirements depend on the complexity, risk and
value of the project. Governance requirements include gatewayre vi ews and DPTI 6
Portfolio Management Office (PMO) has oversightof steps 1i 4 of the framework.
Collaboration across multiple divisions is usually required and many projects involve
separate steering committees established for both the initial procurement phase as
well as the project delivery phase.
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U Building infrastructure projects are delivered via the process outlined in the policy
and PiP. Consequently the éLead Agencyd has
well as participating in Steering Committee(s) and other governance arrangements.
DPTI 6s Buil di ng Paonitofs the grogresb of suehcptojectsat e m

In addition to the building infrastructure and civil construction procurement projects, DPTI
manages the Across Government Facilities Management Arrangement (AGFMA) contract for
purchasing lower-value, low-risk construction projects/works (valued up to $1m). The DPTI
Facilities Management Governance Group provides governance to the Facilities Management
Services Arrangement under AGFMA. The Governance Group includes representation from
executives from each participating agency.

DPTI has advised the Commission that:

U The internal DPTI governance arrangements for civil projects encompass the
planning, delivery management and asset maintenance and management. Lead
agencies have their own internal processes to ensure compliance with their
respective strategic priorities and objectives.

U A new DPTI governance framework is in the process of being developed that will
include an Executive Finance Committee and a Major Projects Executive Committee
with terms of reference.

Construction procurement governance in public authorities

Overall governance for construction projects

In general, those agencies that undertake larger capital works projects (in value and/or
volume) have a specific capital works committee and/or a project management office (PMO)
that oversees capital works projects.

As discussed, public authorities also purchase off the AGFMA when undertaking minor works
projects under $150 000 and small, low-risk construction works valued at $150 000 to $1
million. DPTI manages the governance arrangement for the AGFMA.

Governance for individual construction projects

The governance arrangements for individual construction procurement projects will depend
on whether the project is a building infrastructure project, a civil construction project, or a
project being delivered via the AGFMA.

For building infrastructure projects:

U A service level agreement (SLA) is developed and distributed to key stakeholders to
formalise the roles and responsibilities of the Lead Agency and DPTI

U The DPTI Procurement Officer drafts an acquisition plan that formalises the roles and
responsibilities for the project including the project manager, evaluation team,
technical advisors, budget/cost estimators, etc.

0 The Lead #Aigigenlaydo¥esall responsibility for the project. The Lead
Agency normally appoints a senior executive to be project sponsor and to provide
leadership and direction to the project team. Larger or complex projects may also
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require a steering committee. The project team include s key stakeholder
representatives from the lead agency and from DPTI as required.

U There is a structured process involving gateways that proceed serially unless the
project is a strategic project or fast tracked. In those cases, the process provides for
some parallel processing to remove time delays.

For civil construction projects, mainly transport projects:

0 Various divisions within DPTI work together
provides support and advice on the projects. High-value/high-risk capital projects
include a gateway review which includes short independent reviews of a program or
project prior to key decisions being made to identify opportunities for improvement.

Accreditation

An a g epnocuyement construction governance arrangements may be influenced by
whether they have obtained accreditation from DPTI. The department undertakes agency
accreditation for construction projects up to $1 million (GST exclusive) in value in
accordance with the Agency SelfManagement Approval Assessment Framework for Delivery
of Lower Risk Construction Projects (the Accreditation Assessment Framework). DPTI
assesses the capabilities of a noninfrastructure agency to deliver low -risk building
construction projects by reference to:

U the type and risk profile of projects or programs of work that may be undertaken by
the agency;

U the existing capability (knowledge, skills and systems) to manage the risks;
0 the public authorityés approach to safety; an
U the resources available to government in public authorities.

DPTI advised the Commission that, since September 2017, 22 projects have been managed
through a construction procurement accredited agency. Four of those projects were building
construction related and the remainder civil construction projects. It is not clear what
proportion of total building infrastructure projects that represents. As a result of its
accreditation from DPTI, DEW has a slightly different governance arrangement for
construction as they have developed their own construction templates and processes to
support accredited projects/programs. DPTI has advised that they have the discretion to
reject requests for accreditation if they consider that the authority does not have access to
appropriately skilled and experienced staff to manage the project.

3.2 Construction issues

3.2.1 Value for money

Value for money in construction involves assessing both financial and non-financial factors
including, but not limited to:

U whole-of-life costs including maintenance, operation, licensing and transitioning out
or disposal costs;
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U fitness for purpose, quality, service and support offered;

U risks involved;

U contribution to sustainability objectives (social, environmental and economic targets);
U compliance costs assocated with the regulatory framework; and

U contribution to the achievement of procurement -related or other identified
government objectives.

In the construction space, strategies that may contribute to the achievement of value for
money outcomes include’:

U developing a shared understanding across government agencies and with industry
and the market on what is, and is not, value for money in construction procurement;

U proactively identifying value by integrating specific procurement objectives in
strategic planning;

U conducting appropriate market and risk analysis;

U providing performance specifications and incentives to measure value, reward value-
adding and encourage innovation;

U providing flexibility to revise scope, budget and timeframes;
U streamlining and aligning approvals and processes to avoid delays;

U setting appropriate contract periods and planning for contract completion and
transition;

U developing and managing relationships with strategic partners;

U ensuring all parties (contractor and purchaser) have the required capabilities
throughout the procurement process and contract; and

U undertaking options analysis to identify which procurement strategy and model will
be most appropriate for the complexity and nature of the project.

Determining the appropriate strategy to achieve value for money depends on the nature,
risk, complexity and specific circumstances of each construction procurement project.
Managing value requires having the skills, information and capability to make the right
choices or selections to obtain the optimal balance of benefits in relation to cost and risk. In
the absence of a skilled workforce, strong guidance is required.

An approach that optimises value, rather than minimising cost, needs to be:

U focused on achieving the optimal balance between quality, whole-of-life cost, time
and other government objectives;

31 Queensland Government, Develop a procurement strategy, Building, Construction and Maintenance available
at: https://www.forgov.gld.gov.au/develop -procurement-strategy
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U structured, auditable, accountable and repeatable; and

U multi-disciplinary (where appropriate) to maximise the innovative potential of all
project participants working together in an integrated project team.

The ongoing continuous assessment of wvalwue can
process involves ongoing assessment to determine whether better value alternatives or
solutions may be available (for example, gateway reviews at specific key decision points).

The Commission has researched and analysed value for money with respect to construction
procurement in South Australia by reviewing good practice approaches, consideling
feedback provided by businesses, associations and public authorities, and by analysing data
obtained via existing databases and through its own random sample of 106 construction
procurement tenders provided to the Commission by public authorities. The discussion

below providescommentar y on t he Commi ssionés initial findi

on construction procurement value for money for the SA Government.
3.2. 1.1 Stage 1 findings and conclusions on value for money

T he Co mmifirlsepartro® Stage 1 of the Procurement In quiry included the following
findings on value for money for goods and services procurement:

U Governments in Australia and abroad are increasingly using procurement as a policy
tool to support other strategic objectives. Consequently, the measurement and
achievement of value for money is more than measuring and achieving financial
benefits and savings.

U Businesses expressed their view that value for money is poorly defined and not well
understood, applied or measured.

I n its response final repdtahe SAGovernsment soppodted the
recommendations on value for money and provided the following commitments:

U revise and develop an improved SPB Value for Money in Procurement Guideline to
better assist government agencies in applying and determining value for money;

U better practices identified by the Commissionin other jurisdictions will be considered
in drafting the new guideline;

U the revised guidance will be incorporated into current SPB training courses. A series
of specific information sessions will also be held; and

U businesses, business associations and notfor-profit organisations will be informed of
the revised value for money guidance in the following ways:

0 The materials will be published on the SA Tenders and Contracts website

0 Businesseswill be provided with the revised guidance as part of each tender
(where appropriate).

0 The Office of the Industry Advocate will communicate the guidance material
to businesses as part of regular industry engagement forums.
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3.2. 1.2 Strategic  planning for value

Government procurement is increasingly required to meet multiple objectives with limited
resources. The various stakeholders in a construction project may reasonably all have
different perspectives on what represents value. Strategic planning for value helps decision
makers at all levels reconcile those differences and supports the purchaser to progress
towards the achievement of the agreed objectives with limited resources.

An overall strategic plan or guidance from government on its strategic priorities helps to

ensure that public authorities maximise opportun
specific government priorities. This approach requires sufficient flexibility and resources to

shift an or g aggfromeeactive, transactisntpurcodsiag to more proactive,

value-based procurement strategies.

Setting clear strategic priorities fs important for decisions further down the chain,
such as how different evaluation criteria should be prioritised or whethe r investment
in new technologies is worthwhile .

A shift to planning for value requires a shared understanding between the different
stakehol ders on what constitutes Ovalued with re€

overall strategic planlinksthegover nment 6s obj ecti vesasano strateg
result, the daily work carried out by government procurement officers.

Planning for strategic value can provide significant benefits for the economy. The
Commission received feedback on the importarce of planning for larger programs of
construction work that can have a significant impact on the achievement of value for money
in construction.

The Institute and ACA have concerns regarding the management of government
stimulus packages in relation to achieving value for money outcomes. Value for
money is strongly linked to levels of activity within the construction sector. Stimulus
packages inherently introduce a concentrated body of work into the market. When
this is done with inflexible program end da tes and insufficient resources within
government to develop and manage delivery of these projects, the market becomes
artificially inflated and the value achieved is negatively impacted. (AlA and ACA stage
2 submission)

In this instance, stimulus packages could be better designed so as to avoid those peaks of
work (e.g. by limiting numbers in certain timeframes).

Strategic planning for value may be undertaken at the whole -of-government, public
authority and individual project level.

At the whole-of-government level, there are limited examples of value for money strategic

planning approaches that are specific to construction procurement in other jurisdictions.

However, the Commi ssionds research indicates tha
respect to broader considerations of value) is a growing area of focus for many jurisdictions

82 OECD, Productivity in public procurement, 2019, p. 86.
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