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Using this guide

This guide accompanies the National Treasury’s Strategic Procurement Framework
(SPF) for Strategic Sourcing in the Public Sector. For more information, visit the
National Treasury website at http://ocpo.freasury.gov.za/

he SPF can be found here:

http://ocpo.treasury.gov.za/Resource Centre/Documents/1A.%20Strateqic%20Proc
urement%20Framework.pdf

OPPORTUNITY ANALYSIS AND IDEAS GENERATION

STRATEGIC SOURCING PROCESS
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4.2 Evaluate andDevelop a Sourcing Approach

4.2.1 Consolidate Understanding of Commodity 4.2.6 |dentify the Desired Supplier Relationship
4.2.2 Risk Analysis 4.2.7 Strategy Suitability Assessment

4.2.3 TCO Analysis 4.2.8 Define Bid Evaluations and Award Criteria
4.2.4 Opportunity Analysis & Ideas Generation 4.2.9 Prepare Business Case

4.2.5 Evaluate and Develop the Sourcing Strategy

1.0 Infroduction

i. Opportunity analysis and idea generation allow for the brainstorming of various
options when developing a commodity sourcing strategy.

i. The following good practice guides and templates apply to this stage of
opportunity analysis and idea generation:

a. Generate, group, evaluate and quantify ideas
b. Industry transformation and government priority goals

c. Brainstorming session tips (tfemplate)
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1.1 The objective

i. To identify all possible opportunities where money can be saved and where
efficiency improvements can be made.

i. To generate, group, evaluate and quantify these ideas.

1.2 Output

i. List of potential cost savings/improvement ideas, evaluated, quantified and

prioritised.

2.0 Good practice guides
2.1 Generate, group, evaluate and quantify ideas

i. Allideas/opportunities will be grouped, evaluated and assessed.

i. One aspect that will be part of the sourcing process is the implementation of the
opportunity. So the analysis of the value of the opportunity compared to the cost
of implementing the opportunity will play a crucial role.

ii. Analyse the current commodity group situation from multiple perspectives,
before constructing an approach, or set of approaches, designed to optimise
the Institution’s position and deliver the final business case for approval.

iv. Figure 1 illustrates the process of generating ideas through brainstorming,
grouping the ideas into similar themes, evaluating each idea and prioritising the
ideas in terms of their value and ease of implementation.

v. The cross-functional sourcing team (CFST) can then quantify the value of the
idea based on spend analysis or opportunity costs. For example, the costs of
visiting a supplier as a way of managing continuity of supply versus the cost of

tfravel and accommodation.
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Figure 1: The Process of Generating Ideas

2.1.1 Generate ideas

i. The sourcing methodology and different stages in the strategic sourcing process
have been developed to assist the sourcing team in the systematic identification
and rationalisation of value opportunities as they progress.

i. Idea generation and value identification already start during the investigation
phase and are recorded as part of performance information, investigated and
updated throughout the process in support of the final business case to be
delivered.

ii. Final cost and value benefits are defined, validated and approved. It must be
recorded, managed and fracked throughout the souring process.

iv. The CFST is responsible for identifying opportunities relating to the identified
commodity within the supply chain and institutions.

v. The most effective way to identify all the possible opportunities is for the CFST to
brainstorm the opportunities and list them, regardless of whether they are good

or bad ideas. See Annexure 1 for Brainstorming Session Tips.
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2.1.1.1 Group ideas and buvild a structure

i. Various opportunities for reducing costs, whether it be external, internal or in joint
process improvement will become clear.

i. The structure is sometimes called an issue tree.

¢ Reduce Purchase Cost
* Purchase Price
* \/olumes

* Demand Management
Internal Costs * Operational Management

Inventory Management

Joint Costs . Mf’:lnagement-&Admlnlstratlon
* Joint process improvements

Figure 2: Understanding the Different Cost Drivers
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2.1.1.2 Options to reduce external costs

Renegotiate current Can the current contracts be renegotiated
contracts with regards to price and contract terms?

What benefits can be achieved by
regrouping and contracting current non-
contracted items?

Contracting of current non-
contracted spend

Can we explore potential new suppliers?
Current Market Consolidate the supply base? Increase the
use of competitive bidding?

PURCHASE COST Eamed PURCHASE PRICE [y

Can we regroup categories so that

sl i maximum price benefits are achieved?

Can we consider reverse engineering? E.g.

Reverse Engineering Give the supplier a fixed price to
manufacture/supply a product or service.

Can we consider reverse auctions to obtain Continue.....

st sl the best price from qualified suppliers?
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What is the cost of internal
supply/manufacturing vs External sourcing

""" confinue Internal Price Benchmarking

What benefits can be achieved by
Transportation, Packaging reviewing the current transportation and
packaging requirements

Exchange Rate Indexing or Can we (should we?) protect ourselves
hedging against exchange rate fluctuations?

PURCHASE COST Ll PURCHASE PRICE

Specification standardisation / To what extent can current specifications
rationalisation be merged, simplified or standardised?

Can we consider part, product or material
substitute?

Can we challenge internal or external
standards (quality, engineering, etc)

Standards

Continue.....
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...... continue

What benefits can be achieved by consolidating

Pooling Volumes o
8 the organisation’s volumes?

PURCHASE COST VOLUMES

Can volumes be reduced by optimising quality
standards

Reduce Volumes

Figure 3: Ideas for Reducing External Costs
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2.1.1.3 Options to reduce internal costs

What demand management actions
—_— Volumes —_— can be taken to reduce current
volumes?

- DEMAND
MANAGEMENT
What actions can be taken to improve
=l FOrecast Improvements .
current forecasting/
M - crational Management What actions can be taken to reduce
p & bottlenecks and rework?

What actions can be taken to reduce

g Admin & Labour Cost administration and labour cost?

OPERATIONAL
B MANAGEMENT

INTERNAL COST —

What actions can be taken to enforce
=l Compliance Management current policies to reduce maverick
spend?

What actions can be taken to reduce
ontractor support and operating cost?

— Contractor Support

Inventory levels

Can current inventory levels be
optimised?
Can we reduce the cost of disposal?

| INVENTORY
MANAGEMENT

Figure 4: Ideas for Reducing Internal Costs

Disposal
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2.1.1.4 Options to reduce joint costs

Can we optimise the current flow to
Supply Chain Integration facilitate efficient order management,
delivery and payment?

Can we consider the supplier holding

MANAGEMENT AND Consienee stock and managing stock on site to reduce
ADNINISTRATION & overheads and remove administrative

burden? Is this cost effective?

- - - Can we simplify the current order
JOINT COST Simplified ordering process? Call off contracts?

Joint Process

Can we consider potential joint process
Improvements improvements?

e JOINT PROCESS

Figure 5: Ideas for Reducing Joint Costs
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2.1.1.5 Grouping ideas and development of the issue tree

i. From the brainstorming session and the use of the issue trees, ideas should be

grouped together in logical and coherent themes for further analysis.

ii. Figure 5is an example of an Issue Tree for Mobile Communication identifying

potential opportunities.

Reduce Purchase

Price

Improve

Specification
Development

Competitive bidding

POTENTIAL OPPORTUNITIES

Rationalise current
requirements

L 4

Centralise Core Procurement — framework contract and
policy

Reduction in rates offered to Government

Negotiate Settlement Discount to 30 Days

Develop standard and flexible (build your own) packages
Implementation of limitless packages

Pay as you use for pool phones

Reduce SMS in favour of IMS apps

Reduction in buying out of contracts — increases costs
Joint data/ voice contracts - Eliminate unnecessary
standalone data contracts

Implement new
corporate requirements

Implementation of CUGs (Closed User Groups)
Implementation of APNs for Data services

Reduce procurement,
admin and labour costs

LI T S )

Implementation of tariff optimiser

Transition to fixed monthly costs via allowances or Dept
payments via sub accounts

Pay as you use for pool phones

Reduce ownership and asset burden — 3 party contracting
Implement BYOD via outright or via allowance

Implement a stringent policy to curb private usage/ abuse
Contract/ SLA development to enforce supplier spend
management

Figure 6: Using the Issue Trees to Develop Ideas for Reducing Costs
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2.1.2 Evaluate and quantify ideas

i. Take each potential opportunity and let the CFST evaluate each one.

i. Create asavings hypothesis for each opportunity that can be tested later on. Figure é shows an example.

Potential initiative Status Initial savings hypothesis Ease of
capture
Savings can be achieved by pooling of
@ Competitive Procurement is fragmented with requirements and achieving High
Bidding very little economies of scale preferential prices with Govt
recquirements.
Rationalise current Current packages procured are Savings can be achieved by redefining
specifications outdated current requirements in terms of std
and flexible packages, limitless
6 packages, pay as you use, reduce SMS High
and implement IMS, reduce buy out of
contracts, and joint data/voice
contracts.
Implement new Current packages procured are not Savings can be achieved by
6 corporate in line with major corporate groups implementing corporate measures such Medium
requirements as CUGs and APNs
Reduce Govt spends between R33m and Savings can be achieved by undertaking
procurement, R99m to procure and administer its various initiatives such as tariff
) labour and admin cellphone accounts optimiser, transition to fixed costs via
u costs allowance, sub account models, pay as Medium

you use models, 3 party contracting,
BYOD and stringent internal policies and
SLAs.

Figure 7: Evaluate and Quantify Ideas
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ii. ldeas should further be evaluated in terms of the “Ease of implementation” and potential “Savings value™.
iv. Plot each idea on the Prioritisation Matrix as illustrated here.
v. The ideas can then be prioritized in the following way:

a. Priority 1 - Quick Wins: Ideas that fall within the
“Quick Win" quadrant will be the easiest to Cost saving ideas Idea prioritisation matrix

implement, but may not result in substantial
savings. These ideas will, however, set the

momentum in motion. _ R100m
. Competitive Bidding
b. Priority 2 - Star Ideas: |deas that fall within the é
“Star Idea” quadrant will be easy to implement Long term high value | Star ideas- pursue
and will generate substantial savings projects mmedlately
oppor’runi’ries. Rationalise current
6 specifications
. . . |dea value
c. Priority 3 — Long-term/High-Value Ideas: Ideas ,
that fall within this quadrant will be more - @ 6
difficult to implement but will generate . .
. . oy . Implement new corporate Last priority Quick-wins
substantial savings opportunities if correctly 6 requirements
managed.
ROm
d. Priority 4- Last Priority Ideas: Ideas that fall Low High
within this quadrant will be the most difficult to reduce procurement labour (Difficul) (Easy)
implement and may take longer to implement. ¢ | andadmincosts Ease of implementation

These ideas are often projects on their own, but
if correctly managed will generate substantial
savings. Figure 8: Prioritisation of Ideas
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2.2 Industry transformation and government priority goals

i. Aspart of the opportunities identification stage, focus should be paid to the
government’s industry transformation goals as part of the five pillars of
procurement.

i. Alignment to the government policies which are designed to advance persons
or categories of persons disadvantaged by unfair discrimination should be taken
info account.

ii. Industry transformation is vital to public sector procurement in South Africa.

iv. It ensures that the government is committed to economic growth by
implementing measures to support industry generally, and especially to advance
the development of government socio-economic objectives.

v. The government has implemented the applicable government procurement
legislation.

vi. In addition to documenting opportunities for industry tfransformation as part of
the sourcing strategy the CFST must also ensure that the cost of bidding for

opportunities is inclusive and does not discriminate.

3.0 Template

3.1 Brainstorming session tips
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ANNEXURE 1

BRAINSTORMING SESSION TIPS

Location matters: Find a comfortable quiet room. If you can, pick a space not used
by your team for any other purpose. If you use the same room that you use for boring
status meetings, don't expect people to be stimulated by the surroundings. Make sure
there are big visible materials for writing on (whiteboards, or overhead projector), and

a big chunk of time (at least an hour, preferably).

Have a specific purpose: The leader of the meeting should arrive with a specific
question they are trying to answer or a problem to explore. It should be made clear
to the group what it is, and the group should be provided with as much supporting
information as they need. Match the purpose to the knowledge and background that
people might need: otherwise you'll spend your brainstorming meeting lecturing

people on the basics.

Know what you want, and what to do with it: If you are looking for a big raw list of new
ideas to review later, then have a plan for how you'll review it. The simplest strategy is
to plan an hour afterwards, for yourself alone, to pull out the 5 or 10 most interesting
ideas (based on your opinion, or the group’s) and examine them in detail. But also
consider the people who attend: should that list of 5 or 10 things get sent out to them?
Will you possibly assign those interesting ideas to people to investigate further?
Whatever your plan is, make it clear to the group before you start. There is nothing
worse for a team than to feel that their creative thinking is not going to be used. You'll
get better ideas and more energy from people if they can see where it's all going to
go. At a minimum, say you don’t know what happens next, but give them a deadline
for when they'll get an update from you. If you fail fo do so, don't expect people to

be so creative at the next brainstorming session.

Know how to facilitate: Someone has to run the meeting, guiding the conversation in
useful directions. Sometimes this can be the manager or lead person, but some
managers don't have the right skills or personality for it. Good facilitation requires

good listening skills, very sharp group awareness, and the ability to help people

SPF Good Practice Guide — Opportunity Analysis and Ideas Generation
Last Updated: February 2024



S4(4.2.4) OPPORTUNITY ANALYSIS AND
SPF GOOD PRACTICE GUIDE IDEAS GENERATION

express their ideas. The facilitator should run the whiteboard, writing down ideas as
people come up with them, preventing people from interrupting each other, and
giving the floor to quieter people who wouldn't ordinarily find a way to contribute on
their own. Often the facilitator has to minimize the number of their own contributions,
in favour of just frying to help the group. Know who the best facilitator is and have
them do it.

Put the focus on the list: The whiteboard or overnead projector should be the focal
point of the meeting. Make it clear to everyone in the room that you are getting
together with the goal of adding as many items as possible to that whiteboard. Good
ideas are nice, but you are looking for raw quantity (if you take the time to sort out
ideas too much, you'll lose your creative momentum. You can evaluate ideas later.).
The person who runs the whiteboard should push the group to help each other
rephrase or best describe any idea that is currently being discussed. This is another

critical facilitation skill.

Comfort is key: Creative thinking involves exploring non-obvious and non-fraditional
ideas to find unexpected good ones. To find them, you have to sort through many
potentially embarrassing, silly, goofy, or outrageous ideas. The catch is you can’t
separate the good ones from the goofy ones until you've brought them out in the
open and talked them through. The problem is that most people in the workplace are
terrified of looking stupid in front of their peers or their superiors. They'll only take that
risk if they have great trust in the forum, the people in the room, or their manager.
There are no fricks to achieving this, or to remedying it. Much of it starts with the leaders
and facilitators to prove that it's safe to have bad or goofy ideas, and reward others
who are creatively courageous. However, if you have a group that isn't comfortable
being creative in front of each other, make the group smaller. Start with 2 or 3 people,
or just let people work alone, and give their lists of ideas directly to you. Find the
smallest nugget possible to start growing creative comfort on your team, reward it
(even the seemingly outrageous ideas), and then slowly integrate that kind of comfort

into larger group/team activities.
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Establish the ground rules: This can help to establish comfort and make the time more
useful. Will the meeting be open, where anyone can suggest things at any time?¢
Should people raise their handse Who will write things down and document the
proceedings? Is interrupting okay? Should people try to interpret and expand on each
other’s ideas before yelling out another one of their own? Do what you can to reward

team play: brainstorming should be about communicating, not competing.

Postpone criticism: This is the creativity killer. Evaluating ideas too much kills new ideas.
Our minds shut down in a way if too much analysis goes on. A little bit is okay, but as
soon as people start making implementation diagrams or talking about object
models, it's gone too far. Move on to the next idea. Keep it moving, and postpone
the evaluation. The only exception is questions people ask to help them understand
and improve on the initial ideq, or to take the idea in a different direction. It's up to
the facilitator to hold people to this and to keep the meeting moving in a positive

creative direction.
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