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CHAPTER 1: INTRODUCTION

1.1 The 1983 Efficiency Programme included a multi-department review of
government contract and procurement procedures. Our report sets out the main
findings and makes recommendations aimed at:

- ensuring clear responsibilities for purchasing;
- cstablishing more efficient procedures for purchasing; and
- obtaining better value for money in what government buys.

1.z Government departments need to buy certain goods and services to carry out
their business. Procurement provides the means of meeting these needs from external
sources of supply.

1.3 All departments have a procurement organisation. In a small department,
where the main requirements are for stationery and office requisites, procurement
may be the responsibility of the Clerk of Stationery or the Office Services Division.
At the other end of the scale the procurement organisation may be large, such as
the Ministry of Defence's formal Procurement Executive, and/or diffuse, such as the
many Home Office units with authority to purchase locally.

1.4 The procurement organisation has two primary objectives:

- to provide end-users with what they need, when they need it, at the
lowest cost; and

- to provide the Accounting Officer, and through him Parliament and
the taxpayer, with value for money from expenditure on
procurement.

These objectives should not conflict if the purchasing process is properly organised.

1.9 It is estimated that central government departments spent around
£14,900 million* on goods and services in 1982. Of this, £7,300 million was spent by
MOD on warlike equipment. This is subject to a separate study by MOD this year
and was thus not included in our review. Around 12 per cent of all central
government departments' expenditure on goods and services is spent through the
central agencies (HMSO, CCTA, COI, Crown Suppliers, PSA).

1.6 Government buys a wide range of goods and services, for example, paper,

~ vehicles, large computer installations and roads. Unit costs vary widely: computer

tape head cleaners are ten a penny while a major computer installation such as the
DHSS local office project can cost as much as £700 million over a number of years.
Within this broad range there are some groups of goods and services on which
government spends in aggregate more than £100 million a year; for example, travel
and subsistence and Post Office, GIRO and bank charges.

*Excluding expenditure on the wages, salaries and employers' national insurance
contributions of government purchasing staff; and including gross domestic fixed
capital formation. Source: Central Statistical Office.

MANAGEMENT IN CONFIDENCE
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| 7 The review's terms of reference were:

"To examine critically the procedures and organisations by means of which
the procurement of a sample of goods, services and works is undertaken,
monitored and controlled by government departments; and to make
recommendations to improve the efficiency and effectiveness of such
procedures and organisations both in the areas examined and, as appropriate,
more widely."

1.8 Nine departments took part in the review (Defence, Transport, Crown
Suppliers, Her Majesty's Stationery Office, Central Computer and Telecommunications
Agency, Home Office, Overseas Development Administration, Department of Health
and Social Security, and the Foreign and Commonwealth Office). They appointed
examining officers to carry out scrutinies of specific areas of purchasing. Of the
£7,600 million spent by central government departments on goods and services
(excluding MOD warlike equipment, the NHS and other central government bodies),
the review examined expenditure of around £2,500 million and the work of several
thousand staff.

Figure 1 shows the coverage by participating department:

Figure 1.
Approximate annual expenditure on goods and services
in the areas examined by perticipating depertments
£ million
720

683

500

195
163

133

57

o 12

MOD Transport Crown HMSO CCTA Home ODA DHSS FCO
Suppliers Office

Departments buy some goods and services using call-off contracts arranged
by another department. Expenditure on these goods and services is allocated
in figure 1 to the department responsible for letting the contract.

Conduct of the review

1.9 Examining officers used the scrutiny technique. In particular they went to
see the work being done to question those involved in buying. They visited a sample
of suppliers to get their views on government buying practice. They also visited a
range of private sector companies and nationalised industries to find out how they
buy goods and services.

7
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1.10 The review involved much hard work by the examining officers and their
helpers. It also involved much time on the part of officials carrying out purchasing
who willingly explained to examining officers their work, problems and ideas. We are
grateful to all who contributed their time and effort to this review and to the
departmental studies. Annex A lists those who discussed aspects of the review with
us.

Cost of review

l.11 The central part of the review cost around £75,000. The individual studies
cost in total around £225,000, excluding the time of staff consulted in departments.

Findings of examining officers

1.12 Examining officers identified ways in which departments could reduce the
costs of procurement and achieve further savings through getting keener prices.
Details of their recommendations, and of the savings estimated to result from them,
are in Annex B.

Central team findings

1.13 Our main finding is that the overall costs of acquiring non-warlike goods and
services can be reduced substantially by a combination of a number of changes in
government purchasing and supply procedures. We propose that departments set
specific targets to reduce these costs within three years. Applied to all non-warlike
government purchasing we believe that savings of over £400 million a year are
achievable. This represents over five per cent of the annual expenditure on goods
and services.

l.14 Some savings will flow from streamlining purchasing arrangements. Some will
come through a more effective supply process, particularly through reductions in
storage and distribution costs. In addition, price savings will be achieved by co-
operation with industry through better planning of purchasing, through closer liaison
between purchaser and supplier and through ensuring that specifications are better
tuned to what the market can provide. We believe that our recommendations will
help government obtain better value for money and, at the same time, help industry
become more competitive. Our conclusions confirm the principles of the Public
Purchasing Initiative (PPI) launched in 1980 to improve the competitiveness of
industry and should help the operation of it in practice.

1.15 Our findings show the importance of implementing the principles underlying
the Financial Management Initiative (FMI) to all activities in departments.l We
identify the need to clarify responsibilities, to delegate appropriately, to make
available the necessary information and to provide proper training for purchasing
staff. Implementing our recommendations will thus make a practical contribution to
the development of the FMI and will show how application of its principles can
result in greater effectiveness.

1.16 Examining officers praised the hard work of departmental procurement staff.
We endorse that from our own impressions gained on visits with examining officers.
Generally, procurement staff at all levels do the job they are asked to do diligently.
However, it is implicit in many of our recommendations that at present they are
often not given the right job to do. Many of them are aware of the limitations of
government procurement and some have themselves proposed ways of improving value
for money. Many are keen to take on broader responsibility for securing greater
value for money.

I Efficiency and Effectiveness in the Civil Service Cmnd 8616, HMSO, 1982.

3
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The central report

1.17 This report is about getting better value for money. A wide range of factors
influence value for money in procurement. The "money" involved is the total of the
price paid, the cost of the procurement itself, and any other on-costs (storage and
distribution, consumables, spares and maintenance, servicing, replacement etc).
Quality is an equally important consideration which may be reflected in direct costs.
A full list of the factors relevant to value for money in procurement is shown in
the Public Purchasing Policy Guidelines published by the Treasury in 1981. These are
reproduced at Annex C.

1.13  Our report examines in turn a range of factors that influence the value for
money obtained by government departments in procurement. Chapters 2, 3 and &
deal with the specification of what is needed, the process of securing a supplier and
a price, and the conclusion of a suitable contract. Chapter 5 covers the
administration of procurement. In each of these chapters we assess the evidence of
the departmental examining officers and recommend changes directed at helping
departments reduce the overall costs of procurement. In Chapter 6 we examine how
to increase the effectiveness of government purchasing by improving the performance
of staff. Chapter 7 considers how the changes we identify can be carried through at
all levels in the purchasing and supply organisations of departments. Finally in
Chapters 8 and 9 we consider the implications of our proposals for the three central
procurement agencies which took part in the review and for government policies
relating to procurement.

4
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CHAPTER 2: DEFINING THE REQUIREMENT

21 The first step in the purchasing process is to decide what to buy. End-users
are responsible and accountable for achieving a range of operational objectives.
Thus they must be responsible for specifying the goods and services they need in
order to achieve these objectives effectively.

2.2 The ODA report gives an example of what can go wrong if responsibility for
specifying the requirement is taken away from the end-user:

- in issuing invitations to tender for a fisheries project in the Sudan,
the Crown Agents disregarded specifications drawn up by the ODA
project leader in the Sudan and substituted their own. As a result, a
cold store - an integral part of the project - failed to cope with
the tropical climate.

2.3 The HMSO report gives an example of what can happen when responsibilities
are unclear:

- a recent HMSO review found that less expensive paper qualities
were likely to be suitable for 85 per cent of print jobs reviewed.
Using those, subject to their acceptability to end-users, would cost
nearly 12 per cent less, a saving of the order of £400,000 a year.

Here, the end-users (in departments) seemed unaware of their responsibility, in the
light of appropriate technical advice, to determine the quality of the paper used
for departmental publications and hence the costs of them. We believe that this is
because departments are not clear about the relative responsibilities of departments
and agencies such as HMSO.

2.4 The end-user's choice of specification has an important influence on value
for money. If the requirement is under-specified, the goods or services will fail to
support operational objectives. Money will be wasted or further, unplanned,
expenditure will be required to put things right. If the requirement is over-specified,
more than necessary will be paid for the goods or services needed.

2.5 End-users are responsible for balancing performance against costs. But there
are other value for money considerations in deciding on the specification. In
particular, value for money can be improved by:

- maximising economies of production and supply;

- making greater use of performance specifications that encourage
innovation and competition among suppliers; and

- making greater use of internationally accepted standards.

To benefit fully from these factors, there needs to be knowledge and understanding
of the appropriate market and the suppliers within it. It is unreasonable to expect
end-users to understand the markets with which they may have only infrequent
contact. We see the responsibility for obtaining, maintaining and disseminating this
information as being clearly that of the procurement organisation.

2.6 Evidence from examining officers' reports, from our discussions with the
private sector and from responses to our questionnaire shows that government
departments give insufficient weight to these considerations. They are thereby not
getting best value for money. Two examples illustrate this:

MANAGEMENT IN CONFIDENCE
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- the CCTA report shows that, in spite of CCTA setting up running
contracts and streamlined procedures for the purchase of micro-
computers, over 90 per cent of departmental requirements are
expressed in terms of non-standard packages. This indicates that
either departments ignore the benefits from the call-off arrangement
or CCTA, in setting up these arrangements, has not taken full
account of departmental needs;

- a company that supplies MOD sent us details of the prices for
certain goods that they quoted to MOD compared with the prices
they would charge for almost identical items if MOD were to drop
apparently inessential additions to the standard product. The MOD
requirements added as much as 50 per cent to the price of the
standard item.

2.7 To maximise economies of scale and to take advantage of available
discounts, departments need to meet as many of their requirements as they can with
standard or proprietary products. They also need to eliminate inessential differences
between the requirements of end-users. The procurement organisation thus needs to
encourage end-users to move towards common products. One private sector company
told us that separate divisions of that company had for years been buying valves of
an identical engineering specification but painted in different colours. By combining
specifications additional discounts were secured from their supplier without affecting
the product's performance. We believe that similar scope for using common
specifications exists both within and between government departments.

2.8 Performance specifications tend to give better value for money than detailed
specifications because suppliers can use their initiative and specialist knowledge to
meet the end-user's need at minimum cost. However it may be necessary in some
circumstances to supplement performance specifications with detailed specifications
- for example, the quality of material to be used - to ensure the end-users' needs
are met.

239 It is government policy, set out in Cmnd 8621,1 that those in central
government responsible for drawing up specifications should encourage reliance on
standards, whether British or foreign, which hold sway in world markets. As the
White Paper says:

"reducing the multiplicity of procurement specifications and relating the
requirements instead to standards promotes industrial efficiency ... and
increases profitability and productivity."

All of this helps to increase value for money for the purchaser.

2.10 To secure the benefits deriving from reducing inessential differences between
specifications, from making greater use of performance specifications and from using
international standards more fully, procurement staff must take a more active role
in helping end-users to determine specifications. In MOD, the examining team found
a number of instances where contracts staff had secured alterations to specifications
to meet end-users' requirements at less cost. This should be encouraged in all
departments and put on a formal footing. We recommend (Recommendation 1) that
procurement staff should be clearly empowered, where they can propose alternmatives
that they consider will provide better value for money, to challenge specifications
set by end-users. At the end of the day the end-user, or his line of command, must

1
Standards, Quality and International Competitiveness Cmnd 8621, HMSO, 1982.
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have the final say but must reach the decision on specification in the full knowledge
of the alternatives available.

2.11 We also recommend (Recommendation 2) that the senior manager in each
departmental procurement organisation should set in hand a rolling review of
specifications as new contracts come forward or as old contracts come up for
renewal. Procurement staff should challenge any specifications that, in their view,
make insufficient use of internationally accepted standards. The senior manager
should set targets and a timetable for reducing the number of detailed departmental
or other non-standard specifications, should promote the use of performance
specifications and should monitor the organisation's achievements in these respects.

2.12 The procurement organisation's market knowledge should enable it to advise
end-users on possible specification changes which would get better value for money.
It should be expected to be conversant with standards (where appropriate) and should
indicate to end-users the most appropriate ones for particular items. It would be
required to represent the department on relevant BSI and other standards committees
to present and promote the department's commercial interests.

20159 One cautionary note: standards do not replace the need for expertise. It is
necessary to understand what lies behind them. One private sector company we
visited described standards as the tool of a poor engineer. While that is an over-
simplification, we believe that government as a major purchaser should not simply
rely on existing standards. Rather, departments should use and promote good
standards to improve value for money and competitiveness. This is particularly so
when existing standards are not yet internationally accepted. Government is then in
the position to influence the standard to be adopted.

MANAGEMENT IN CONFIDENCE
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CHAPTER 3: METHOD OF PROCUREMENT

3.1 Once the end-user, in consultation with the purchasing organisation, has
determined what is required, it is necessary to define the most appropriate method
of procurement.

3.2 There are several distinct methods of procurement open to government.
For example:

- purchasing low-value goods from local shops or stockists by cash or
other arrangements;

- obtaining oral quotations;
- obtaining written quotations;

- inviting tenders from a range of suppliers against a formally issued
specification;

- extensive formal tendering such as characterises the letting of a
contract for a stretch of motorway or a major computer installation.

3.3 In each case the purchaser has to determine how many suppliers to invite to
quote or to tender. The purchaser has also to determine the level (central, regional
or local) at which it is best to let the contract. This level is independent of that at
which goods and services are actually acquired. It may, for example, be sensible to
allow a regional procurement organisation which has particular expertise to arrange
and let a contract from which other regional and local units, including those from
other departments, can call off supplies.

3.4 Determining the most effective method of procurement will depend on:

- what is being procured and its value;

- when and where it is required; and

- the range of suppliers capable of meeting the requirement.
All these factors need to be considered in advance if the procurement method is to
maximise value for money. Responsibility for choosing the most appropriate method
should lie with the procurement organisation in the light of these factors and in
consultation with end-users.
3.5 We examine below, with examples from examining officers' reports, what can
be done to improve value for money by adopting methods of procurement appropriate
to the purchases being made.

Aggregating demand

3.6 The quality of planning in purchasing can have a major impact on value for
money. For example:

- the MOD examining team considered that savings could be achieved
in the government's expenditure on standard vehicles, such as cars
or vans, if departments were to plan their annual requirements in

8
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advance and seek to reduce the spread and variety of models they

purchase. If a further saving of only 1 per cent can be achieved,
savings of £250,000 are in prospect;

- MOD has a central call-off contract for white loaves. They buy
bread at about 6p per loaf less than the Home Office does. Between
them, the two departments buy 5 million loaves a year. If the Home
Office tapped the MOD contract or secured similar terms, they
could reduce their expenditure on bread by 14 per cent a year.

3.7 To determine whether aggregating demand would be beneficial, purchasing
organisations need to know in advance the likely requirements of end-users.
Examining officers are critical of the quality of planning in government purchasing.
The amount, detail and quality of information necessary to decide on the best
method of procurement varies considerably. Departments do not prepare adequate
plans in support of the following year's procurement budget; and there are often no
useable records of the types of goods purchased in the past. If procurement
organisations are to be able to decide how best to meet end-users' needs and to
secure the best deal from the market, they must have this information in advance.
We therefore recommend (Recommendation 3) that the senior procurement manager
in each department should draw up plans on a continuing basis, derived from past
needs and forecast information from end-users, showing what goods and services are
to be bought.

3.8 Initially these plans can only be broad indications of intended purchases. Even
that should help the purchasing organisation to identify areas where aggregation
would be beneficial and areas where buying effort should be concentrated. Goods and
services should then be divided into three broad categories:

i those where greatest value for money could be achieved by central
contracts. Here, the position would be that the local manager could only buy
elsewhere if he could demonstrate that taking advantage of a better deal
would not undermine the overall benefits from a central contract (class A
goods and services);

ii. those which could be bought locally, regionally or centrally, where
there might be, for example, a target price; if the local manager could
obtain a better deal taking account of any additional procurement costs he
should be free to buy locally (class B goods and services); and

iii. those that can be bought at less overall cost locally, where the size
of the purchase does not justify central purchasing or where local knowledge
is of greatest importance (class C goods and services).

In determining how much effort to put into setting up contracts for goods and
services, the procurement organisation should concentrate on class A and B goods,
broadly following the 20/80 rule (that is, concentrating on the 20 per cent of goods
by volume which are likely to represent 80 per cent by value). However, factors
other than the volume of goods bought will influence both the categorisation of
goods and decisions on where most buying effort should be put. These factors might
include the need to have a high level of quality assurance or the need to support a
company which has invested in order to meet a government contract.

3.9 Planning of purchasing needs to take place inter-departmentally as well as
departmentally to ensure that, where appropriate, the government's purchasing power
is used to maximum advantage. Smaller departments should be able to benefit from
the aggregation of government orders. Aggregation of total government demand was

MANAGEMENT IN CONFIDENCE
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the principle behind the formation of the three agencies covered by this review. But
a central oversight is required to ensure that inter-departmental aggregation is
pursued wherever - and only wherever - benefits can be achieved. We discuss how
best to organise this central role in Chapter 7.

3.10 A further aspect of planning is the need to look at longer-term requirements.
The purchasing organisation can then inform suppliers of these and, where
appropriate, discuss with them how best to meet these needs. This helps suppliers to
judge whether to invest to develop products to meet these needs and enables them
to bring to departments' attention existing products which might meet such needs.
Forward planning will also help the purchasing organisation to prepare for future
work, for example, by collecting information on products for which there is to be an
upsurge of demand. Procurement plans should thus include a note of identifiable
major requirements and known changes in trends for future years.

Strategy

3.11 Once the procurement organisation knows what is has to buy it can plan the
most effective method of procurement in consultation with end-users. Time to plan
is important. Procurement which is flexible over timing is likely to produce better
value for money than that which is rigid. It is ineffective to expect buying staff to
set up contracts at short notice - it is expensive for government and disruptive to
industry.

3.12 Examining officers' reports provide a number of examples where the choice
of an inappropriate method of procurement has reduced value for money:

- an example from the report on the Home Office shows the effect of
failing to recognise a product's market. The prison industries
purchase a particular variety of hardwood which is produced only in
the Philippines. Purchases are made from importers in the UK by
standard tender procedures three times a year. The total annual cost
is £783,000. Two features of the tender procedures have the effect
of increasing the price paid. The first is that tender invitations are
sent to several UK and EC importers, who must all refer back to
the source suppliers in the Philippines to calculate their prices. This
gives the source suppliers an exaggerated impression of demand; as
supply is limited, the price goes up. The second is that the importer
is required to quote a firm price in sterling, whereas the price he
pays to the source supplier is fixed in SUS. He therefore builds an
allowance into the price to cover himself for adverse trends in
exchange rates. The changes recommended by the examining officer
are estimated to result in savings of the order of 10 per cent of
annual costs;

- the FCO report describes the new system for purchasing tyres. It
used to be sufficient to know the tyre size and to go to the local
stockist. Now that the tyres are purchased centrally by MOD, the
NATO code has to be consulted and an Army form completed. The
tyres come by National Carrier from Bicester and the bill from
Liverpool. Because it all takes some time, 8 to 10 months stocks
are kept in store by the FCO at Hanslope Park;

- another example comes from the ODA report. An architect on a
one-year assignment to Tuvalu needed some basic draughtsman's
office equipment, worth about £1,000. The architect stated that he
could have obtained quotations for all the 19 items from three retail

10
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outlets within walking distance of his UK office. He also believed
that most of the items could have been bought off the shelf in Suva
(Fiji) at comparable net prices. The Crown Agents went out to
formal tender. As a result it cost £2,700 (cost of equipment plus
Crown Agents' charges and freight charges) to buy £1,000 of goods
and ship them to Tuvalu. And by the time all the goods arrived the
architect had left.

3.13  These examples show that it is important that the method of procurement is
appropriate to the goods or services being acquired. The impact of all on-costs needs
to be considered at an early stage in the planning of the procurement. We therefore
recommend (Recommendation 4) that the purchasing organisation and end-users agree
a procurement strategy for all procurements. For small purchases, this would
normally be proposed by the end-user as part of his request for procurement action.
Such a proposal would be deemed to be agreed by the procurement organisation
unless specifically challenged. For larger procurements, the strategy might need to
be formally discussed and agreed between the end-user and the procurement
organisation. We outline the key components of such a strategy, in the context of a
unified contract control document, in Annex D.

3.14 An important element in the development of any procurement strategy will
be the assessment of on-costs, which must in particular take full account of the
lifetime cost of the goods procured. Lifetime costings and investment appraisals are
essential for all major procurements other than where the goods being bought have a
very limited shelf-life. At the planning stage these analyses make an important
contribution to decisions on what to acquire and the most appropriate method of
acquiring it. At a later stage, they are of great value in establishing the relative
ranking of individual bids, taking account of such aspects as the costs of different
methods of procurement (for example supplier stocking versus departmental stocking).
In this respect, these techniques can be of use even when smaller purchases are
being made. The Treasury issued guidance to departments to help them conduct such
appraisals in 1981.1 This year the Treasury issued suzpplementary guidance which
should help improve the application of this methodology.

3.15 To obtain best value for money it may be necessary to incur higher initial
costs. The longer-term implications of buying are often given insufficient weight in
government because of the financial pressures imposed by a rigid annual cash budget.
A recent relaxation of the annuality rules should allow departments more flexibility
to take account of lifetime costing. Better procurement planning should also help.
We recommend (Recommendation 5) that lifetime costings and investment appraisals
should be used to determine which products to buy. Departments should take account
of value for money opportunities along with other relevant considerations in the
annual public expenditure decision process and in ordering their priorities during the
year. If the sums involved are significant and long-term value for money is barred
by departments' annual cash restrictions, the Treasury should seek to accommodate
them in the interests of securing better value for money.

3.16 The cost of stocking what is bought needs to be given careful consideration.
Call-off arrangements, particularly if they include direct delivery from supplier to
end-user, can have significant advantages in reducing the overall costs of acquiring
goods, even if they lead to marginally higher prices.

1Investment Appraisal in the Public Sector: A technical Guide for Government

Departments HM Treasury, 1981.
£ Further guidance on the appraisal of public purchasing decisions HM Treasury,
1984,

11
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3.17 Excessive stocking is often a direct consequence of purchasing policy. A
number of studies of stores carried out by MPO have shown that overstocking is
prevalent, in terms both of the number of lines held and the numbers of items held
in each line, compared to actual demand. Various studies in the private sector
calculate the cost of holding stock to be about 20 per cent of its purchase price.
Some studies in government departments have shown a much higher cost. The
Treasury ascribe a 5 per cent opportunity cost alone to money tied up in stock. In
addition, account must be taken of other overheads such as storage costs, transport
and distribution costs, stock deterioration, obsolescence and loss. The MPO have
issued management guidelines on stores to streamline and improve the effectiveness
of storekeeping.l We commend these to departments.

3.18 To strike the best deal the procurement organisation needs to know and take
account of the on-costs. It must actively keep abreast of developments in supply
arrangements (such as consignment stocking). We consider that to be effective the
procurement and supply (for example stores and distribution) organisations need to be
in the same line management chain. We recommend (Recommendation 6) that in
formulating the roles and responsibilities of the procurement organisation (see
paragraph 7.4) the Accounting Officer should include supply organisations with the
aim of integrating the management structures of the two organisations if this has
not already been done. If there are sound operational reasons for brigading supply
functions separately from procurement, the Accounting Officer should satisfy himself
that organisational arrangements are adequate to ensure that due account is taken of
all the on-costs of procurement at the planning stage.

3.19 It should be the personal responsibility of the senior manager in charge of
procurement and supply to integrate purchasing and supply; to improve efficiency and
effectiveness, for example by ensuring that the guidelines on stores are implemented;
and to co-ordinate the activities of purchasing and supply to maximise value for
money for the taxpayer.

Targeting prices

3.20 Pre-contract work should also include the setting of a target price by the
end-user in consultation with the procurement organisation. Estimating a price should
ensure that the buying organisation considers the underlying performance and cost
assumptions of a contract. It should provide a better basis for evaluating tenders and
challenging assumptions made by suppliers. Clearly the amount of work put into
estimating a target price will depend on the value of the contract. Where the value
is low, it may not be necessary to do more than assume the previous purchase price
of the goods. Where the value is high, a great deal of work, involving analyses of
raw material prices and costs of the manufacturing process, may be needed.

3.21 One private sector company we visited incorporated target prices as a formal
component of their contract procedures. Targets strengthen financial control and
encourage buyers to get behind suppliers' bids. We recommend (Recommendation 7)
that achievable target prices should be agreed between the procurement organisation
and end-users in respect of all contracts. The end-user should agree a target price
with the purchasing organisation early in the development of the procurement
strategy (see Annex D). The procurement organisation should aim to better the
target price.

: Stores management guidelines, Cabinet Office (MPO), November 1983.
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Suppliers

3.22 Once the method of procurement is decided, a supplier has to be selected. In
choosing a supplier the aim should be to maximise the value for money obtained
from the total package offered by those who bid for the contract.

3.23 Some examining officers were critical of the quality of the information held
on suppliers. Existing records mainly derive from the approved lists drawn up by
departments and from the outcome of tendering procedures. However, the
information is not readily available; nor does it have the kind of detail which the
private sector holds on its suppliers and, in some cases, its suppliers' suppliers. For
example, the ODA report pointed out that:

- the Crown Agents placed more than £100,000 worth of business with
72 separate suppliers in at least one of the last three years: 22 of
these obtained orders to the value of over £1 million in one or
more of those years. The Crown Agents have not sought to
negotiate any special terms as a result of the volume of business
placed with these suppliers on the grounds that it represents very
little by way of repeat orders for the same items. The German
equivalent of the Crown Agents does, however, negotiate with its
largest 100-150 suppliers and has achieved discounts of up to 30 per
cent of the value of contracts.

3.24 The range of suppliers invited to bid for government business can also have
an impact on the value for money obtained. For example, the Home Office report
indicates how value for money can be increased in appropriate circumstances by
inviting more suppliers to tender:

- in the Directorate of Works a special effort was mounted, through
advertising and contact with trade associations, to recruit new
contractors. The improved standard of competition achieved a
reduction of some 8 per cent on overall prices paid by the
Department.

3.25 There is evidence in some departments that new applications to go on
approved lists have been rejected because departments believe that competition
among suppliers already on their lists is sufficient to secure value for money. This
can prevent departments from getting better deals from potentially competitive new
suppliers. To overcome this we recommend (Recommendation 8) that the senior
procurement and supply manager in each department reviews all approved lists by
April 1986 and subjects them to continuing review thereafter. Firms which are not
up to the mark (in terms of consistently not tendering, or having frequently missed
delivery dates, or of providing goods below standard quality despite warnings) should
be deleted from lists and new applicants should be added. Where possible each
invitation to tender should include one firm which has not previously been invited to
tender. By this means, and by always inviting a sufficient number of firms to
tender, the tendering process will become more competitive.

3.26 One of the first steps in achieving good value for money is to make certain
that the supplier has the capability for making goods or providing services of the
required quality. Certification schemes based on BS 5750 can provide such assurance
and are a central plank in the Government's National Quality Campaign. BS 5750 is
a standard for the assessment of suppliers' quality management systems. It is divided
into three levels of sophistication. The highest one incorporates the possibility of
assessing a manufacturer's capability for designing, manufacturing and installing its
products. The lowest one relates only to the inspection of final products and is
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therefore applicable only to simple items. In assessing suppliers, both for inclusion in
approved lists and for shortlisting for individual contracts, departments should
promote the adoption of BS 5750 and, where appropriate, give due preference to
suppliers who have achieved certification to an appropriate level.

3.27 Many private sector companies have close relationships with suppliers which
lead to long-term and mutually beneficial arrangements. There can be advantages in
establishing long-term contracts. For example, a firm may wish to make a capital
investment in order to provide goods required by government at a more competitive
price in the longer term. Continuity of supply may be an important consideration in
placing a contract, and to ensure that may mean placing a long-term contract. In
circumstances like these the procurement organisation should analyse fully the costs
involved and award long-term contracts where appropriate.

3.28 It is important that the procurement organisation's management collects and
analyses information on contracts placed with individual suppliers. They can then be
alert to the possibility of relationships between buyers and suppliers developing to
the stage where they might influence, or be seen to influence, purchasing decisions
in a way that could affect the value for money obtained. It is also important that,
where possible, departments discourage firms from becoming over-dependent on
government business. One private sector company we spoke to spread its business so
that no supplier relied on the company for more than thirty per cent of its
turnover. That kind of absolute rule may not be applicable for certain specialised
government procurements. But we consider that if any one department accounts for
more than thirty per cent of a supplier's turnover, management should consider
seeking alternative suppliers. This will avoid the possibility of being held to ransom
by the supplier and the potentially difficult situation in which, by changing its needs,
a department risks bankrupting a firm. It will also encourage new firms and
encourage existing firms to diversify.

De-briefing

3.29 Unsuccessful tenderers will want to know why their bid failed and this
information can be passed to them without breaching commercial confidentiality.
Doing this helps potential suppliers improve their performance so that their future
bids will be more competitive. The responsibility for de-briefing unsuccessful
suppliers lies with the procurement organisation, in consultation with the end-user.
The procurement organisation should take the initiative, perhaps by the inclusion of
standard clauses in replies to unsuccessful tenderers.

Competitive tendering

3.30 Traditionally it has been assumed that the process of competitive tendering
of itself ensures that the prices bid by potential suppliers represent the best value
for money for departments. The report of the MOD examining team provides
evidence that this is not axiomatically true.

3.31 In November 1983, at the suggestion of the examining team, MOD undertook
an experiment in post-tender negotiation prior to the award of contracts. The
existing purchasing staff telephoned the supplier who had already been selected under
the existing departmental tender procedures as offering the best value for money.
Their aim was to test whether, before awarding the contract and without incurring
disproportionate expense to the department, further negotiation with the chosen
supplier might result in improvements in the package as a whole.

3.32 The experiment did not ask staff to consider reduced specifications as a
trade-off for price reductions. The ground rules suggested the use of the following
tactics as a basis for negotiating price reductions with suppliers:
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a. volume of business placed with company;
b. any apparently undue increases from previous prices;
Cs if other than the lowest price tender had been selected because of

other factors in the deal, could the successful tenderer be persuaded to equal
(or better) the price of the lowest bid?

Savings of £193,000 were secured on contracts valued at over £20 million for a cost
in staff time of £1,220. Price reductions achieved ranged from nil to as much as
9 per cent. Given that the experiment was conducted from scratch, that no meetings
were held with suppliers, that the information base available was limited and that
the buyers had little or no experience or training in negotiation techniques, the
results are a tribute to the staff involved.

3.33 Further evidence that competitive tendering is no guarantee of best value for
money comes from our discussions with the private sector. Nearly all the companies
visited saw receiving the bids in response to a competitive tender not as the end of
the purchasing process but as one stage in it. And there is evidence in the way in
which foreign countries approach government purchasing which argues that a planned
approach provides better value for money. For example, the ODA examining officer
reported that:

- in West Germany a single procurement agency buys both for
government departments and for the government's aid agency
(equivalent to ODA). They have compared prices obtained for the
same product at the same time on the one hand under the
government procurement procedures (which do not permit negotiation
on price) and on the other hand under the aid procurement
procedures (which do). Prices paid under the government procedures
are invariably higher, of the order of 10 per cent or more.

3.34 Post-tender negotiation provides the opportunity for the buyer and supplier to
negotiate the finer points of the contract and to examine ways to reduce costs for
mutual benefit. The supplier is no longer vying with competitors. As the contract is
secure, subject to successful negotiation, the supplier is able to enter into frank and
open discussions with the buyer and, where necessary, his suppliers and sub-
contractors. As evidence of the benefits that can accrue to both purchaser and
supplier from post-tender negotiation we quote from the response of one large
company to our questionnaire (Annex E):

"Private sector buyers have the flexibility to negotiate an overall package of
procurement with suppliers for their mutual benefit. Buyers benefit in terms
of price and security of supply and service. Suppliers benefit by negotiating
to optimise their manufacturing and distribution resources."

3.35 One company we visited stressed that it was just before the letting of a
contract that the procurement organisation needed to put most effort into securing
the best deal. This company would, for instance, seek in negotiation to secure firm
commitments to spares availability and the arrangements for stocking and supplying
spares. It is essential that these aspects are tied up before the contract is let.
After that point, the negotiating position of the purchaser is much weaker.

3.36 If post-tender negotiation is to be successful, buying staff must be trained in
negotiating skills. Some departments expressed the fear that once suppliers

recognised that the successful tenderer would be subjected to post-tender negotiation
they would increase their original tender prices. While this tactic is obvious we do
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not believe that it will happen in practice as long as the procurement process itself
maximises the benefits of the competitive nature of the market. In addition, we are
not advocating that government relies on competitive tendering alone to produce
good value for money but relies on skilled buyers supported by comprehensive
procurement information. We recommend (Recommendation 9) that, for individual
contracts where the buying organisation considers that the benefits will justify the
effort, they should introduce post-tender negotiation into their buying procedures.

3.37 Sometimes negotiations will fail to improve the overall deal. On the basis of
the information available, the procurement organisation should be able to assess if
the result is reasonable or not. If the procurement organisation considers that it has
still not obtained best value for money it has the option of retendering. It is
possible that suppliers will resist improving their original bids knowing that
departments will rarely have the time or the resources to retender. But this is
equally true in private sector procurement. We believe that the key is for purchasing
organisations to establish good working relationships with potential suppliers so that
the post-tender negotiation becomes one in which the purchasing organisation and the
supplier co-operate in reducing costs and improving the overall deal.

3.38 Our proposals above may lead to an increase in complaints from suppliers
who fail to win in the competitive tender and hence do not get the opportunity to
negotiate. Buyers will therefore need carefully to record decisions and any follow-up
action taken, both to answer subsequent queries and for audit purposes. Departments
will need to be robust in pointing out to aggrieved suppliers that they need to put
in their best offer at the tendering stage. It would be inappropriate for departments
to seek to negotiate with a range of tenderers after bids have been opened: that
might appear to constitute a "Dutch auction" and would be damaging both to
suppliers and to the credibility of government procurement.
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CHAPTER #4: CONCLUDING APPROPRIATE CONTRACTUAL ARRANGEMENTS

4.1 Having selected a supplier, the next stage is to let a contract. All
procurement is governed by contracts. These can be very informal such as those
covering, under the umbrella of the Sale of Goods Act, the local purchase of low-
value goods. Or they can be very detailed and formal, for example the contracts
that cover the procurement of goods and services in support of a major construction
or computer project.

4.2 On major projects, such as a computer project described in the CCTA report,
careful consideration needs to be given to the implications of enforcing the contract.
(In the CCTA case enforcement would have meant completely restarting a half-
completed project.) Most procurement, however, is more straightforward and there is
no reason not to exact contract penalties. Nonetheless, the FCO examining officer
found that in a sample of contracts studied suppliers' delivery performance was
particularly weak and failures to meet contract dates were rarely followed up. In
DHSS, the examining officer commended one procurement branch that had recently
negotiated penalty clauses in which 1 per cent of the price would be forfeited by
the supplier for every working day's delay in delivery. Delivery performance had
improved markedly.

4.3 The purpose of the contract is formally (and legally) to allocate
responsibilities and risks between the purchaser and the supplier. The acceptance of
risks or responsibilities by suppliers implies a cost or a potential cost which they
will almost certainly reflect in their price. HMSO and many private companies
procure many proprietary supplies under cover solely of the Sale of Goods Act. It is
clear that the more straightforward the contract, the better the value for money
that is likely to be obtained.

4.4 Government departments use a number of standard contracts which are of
variable quality. Clarity is a contract's strength, obscurity its weakness. Securing
good enforceable contracts is a specialised task. We believe that the responsibility
for drawing up the contract and enforcing it should lie with the purchasing
organisation.

4.5 Contracts which include scope for variation should be avoided if at all
possible. However, particularly in times of world inflation, high financing costs and
fluctuating demand some contracts will need to take account of variable factors. In
such circumstances, the procurement organisation must take full acount of, and
control to the maximum extent, the impact of these variable factors in drawing up
the conditions of the contract to ensure that better value for money is achieved. We
recommend (Recommendation 10) that the senior procurement manager in each
department should review by April 1986 their contract documentation with the aim
of making conditions more specific, clarifying risks and responsibilities and improving
the form and wording. This does not necessarily mean more complicated contracts.
Indeed there is much to be said for simplifying them and relying as far as possible
on the Sale of Goods Act or good quality standard contracts. Departmental Forms
Units may be able to help clarify the form and wording of contracts.

Risk

4.6 One of the objectives of the purchasing procedure is to minimise the
uncertainty inherent in acquiring what is needed, by when and at what cost. This
level of risk varies between contracts. In a simple contract to purchase a well-tried
proprietary item the risks are small. End-users are able to define clearly what is
required to meet their needs; supply should be staightforward; and the contract price
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is fixed. In other types of contracts, for example for computers and motorway
construction, the uncertainty throughout the procurement and supply process is much
greater.

4.7 These risks must be minimised if best value for money is to be obtained.
Where uncertainty exists, the need for defining clear responsibilities, setting
specifications, using investment appraisal techniques, targeting prices and having firm
enforceable contracts increases in importance.

4.8 For example, in project work end-users need to take a much more active
part in the procurement process. To minimise uncertainty they need to determine
and define clearly how to meet their operational needs at least cost. The end-user
will need to have the necessary expertise to set specifications and to assess the
life-time costings of alternative options. In specialised areas, the end-user will need
to be able to assess directly the technical competence of potential suppliers and the
feasibility and costs of their project proposals. He will need therefore to acquaint
himself with the specialist market, with appropriate support from the procurement
organisation. The end-user will need to have a particularly close working relationship
with the procurement organisation whose main responsibility will be to minimise
contractual risks. In these projects, the terms of the negotiated contract will be
fundamental to the achievement of value for money. Also, given that project work
often spans a number of years, there is need for both the end-user and the
procurement organisation to monitor contracts carefully to ensure compliance. The
implications of these responsibilities in contract work are spelt out in more detail in
Annex D.
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CHAPTER 5: ADMINISTRATION OF PROCUREMENT

5.1 Examining officers found that many departments are unaware of the
administrative costs of purchasing. Such information is progressively improving as
departments introduce and refine their management information systems.
Nevertheless, information is not readily available on the cost of purchasing, and this
is indicative of the relatively low level of importance departments attach to
purchasing. We estimate from the limited information in the departmental reports
that the total cost of administering all departments' non-warlike purchasing is over
£100 million a year.

3.2 Examining officers' reports identify a number of ways of improving the
efficiency of procurement activities in departments. These measures will result in
savings overall in the areas examined of some 10 per cent of the estimated
administrative costs (see Annex B). The inefficiencies identified arise from:

- excessive paperwork;
- ineffective delegations and controls; and
- inappropriate levels of service.
We examine each of these themes in more detail below.
Excessive paperwork

3.3 Paperwork gives rise to a range of administrative costs. In particular there
are the costs associated with completing, copying and moving documents to those
who need the information and the costs of acting on the information once received.
Individually these costs are small, but in aggregate they amount to significant sums.

5.4 At present some paperwork is inevitable. In particular departments and
suppliers generally want hard copies of orders, contracts, delivery notes, invoices and
payments. Modern technology is already beginning to make an impact even in these
areas: for example, MOD's contractors are encouraged to accept payment by means
of direct credit transfers on magnetic tape, and the Department of Transport will
also be able from April 1985 to pay contractors by this means. However, most
communications in the procurement process are internal signals from one part of the
department to another, passing information, seeking approvals or authority for action,
or accounting for expenditure. Separately, this same information may need to be
stored, aggregated, manipulated and brought forward in support of procurement and
management control. It is necessary to limit the information to the essential and to
ensure that it is handled cost-effectively.

5.5 A number of the examining officers' reports point to the benefits that would
stem from computerisation:

- the HMSO examining team commended management's efforts to
introduce new technology to assist print buying staff in estimating,
ordering, progress chasing, examining invoices, registering suppliers,
etc. In addition, the department were employing consultants to
determine a strategy for computerising other parts of their supply
operation. This should result in significant staff savings over the
next few years.
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- the FCO examining officer has estimated that the introduction of a
micro-computer costing £20,000 in the Technical Procurement
Section of Communications Division would result in staff savings of
£39,000 per annum.

5.6 Computerisation offers considerable scope for doing these activities both
more efficiently and more effectively. We return to this in Chapter 7.

Inappropriate delegations and controls

5.7 Financial limits on delegated authorities to individual officers vary widely
between departments.

5.8 In setting levels of delegation two factors have to be borne in mind. For
maximum efficiency the work should be delegated to the most junior level that can
do the work effectively. But considerations of accountability will tend to reduce the
level of delegation in order to ensure that decisions which have financial or
operational repercussions are taken at a sufficiently high level. Getting the balance
right is a matter of fine judgement. Levels of delegation cannot be determined
solely in terms of financial limits. High value purchases do not necessarily imply
high levels of risk; nor need they dictate a need for complex contracts. Levels must
reflect the circumstances of each department, the skills and experience of their
staff and the complexity of the procurement.

5.9 Staff in central government are spending the taxpayers' money. It is right
that they should be held fully accountable for the exercise of this trust. This affects
decisions about delegation levels because there is a perceived need to check people's
work to ensure propriety. But often senior management assume that approving a
certain proportion of orders provides an adequate check. On its own, it does not.
Often the upshot is that the manager sees only individual cases and not the wider
context of what is being done.

5.10 Most examining officers found evidence of inappropriate levels of delegation
and confusion between accountability and control. For example:

- in Crown Suppliers, above a certain delegation level at least two
signatures are needed for authority to issue invitations to tender to
specific companies; only two cases were discovered in which the
senior officer changed the range of suppliers invited to tender;

- in the FCO Communications Division, the finance section checks
invoices four times before payment;

- in Transport, contractors' bills must be paid within 28 days of
presentation: thereafter the department will incur interest charges.
The consultant engineer certifies the amount to be paid to the
contractor. This is the sum the department legally must pay. Any
errors are corrected in subsequent payments. Despite this, it was
found that some Regional Offices were making a series of detailed
checks on technical aspects before passing the invoices to the
payment section. In the payment process the information from the
certificates is transcribed twice. It is a tribute to the staff that
despite this system the number of late payments is negligible.

J.ll The effect of excessive double-checking is directly to increase costs and
delay action. Senior staff become burdened with unnecessary work and junior staff
become demotivated if they are used as post boxes and not given real responsibility.
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In all purchasing organisations it is a matter of managerial judgement as to the
balance between the risk of impropriety and the cost of preventing it. In government
the acceptable level of risk is generally lower than in the private sector. Effective
systems of internal control need to reflect this level of risk.

5.12  Some checking is necessary. But ineffective double-checking and attention to
detail at the expense of attention to major issues can become commonplace and lead
to the inefficient use of staff. It is also frustrating for them. It is hardly surprising,
for example, that Regional Directors of Transport should be resentful of having to
seek headquarters' approval for all increases in expenditure over £50,000. The
examining officer has concluded that this check adds no value.

5.13 As the Wardale Report on the PSA made clear, mechanistic checking of
decision-making is ineffective. What is needed is an information and control system
that assures managers that the framework of delegation and accountability is
working satisfactorily and providing adequate assurance of propriety. In this context
Wardale says:

"... a disproportionate amount of time and expense is incurred in operating
the current systems of control, and a more cost effective approach could be
adopted without any significant decrease in the levels of control. Indeed, if
accompanied by more appropriate management information we believe a more
effective control would be achieved."l

S.14 Effective management control relies on a strong management structure,
supported by effective management information, which requires managers to accept
responsibilities. Managers' responsibilities must be clearly defined and managers have
to be fully aware of the implications of their approval - for example, approving the
initial financial allocation; specifying the goods; determining the terms of the
contract; awarding the contract; receiving and checking the condition of the goods;
and approving settlement. A typical purchase system is set out in Annex F.

J.15 Departments must decide appropriate authority levels having regard to such
things as the nature of the goods being purchased; the risks involved, both financial
and in not meeting the operational needs of the end-user; and the expertise of
buying staff. We consider, as a guideline, that if 10 per cent or more of a person's
work (by quantity, not value) needs to be referred to higher management there is a
strong case for reviewing the levels of delegated authority. Current levels may be
appropriate. But the evidence of this review suggests in general that the level of
authority may need revision or the staff responsible for the work may be of the
wrong grade. We recommend (Recommendation 11) that the senior procurement
manager in each department reviews by April 1986 the personal levels of authority
delegated to staff, having regard to appropriate criteria such as those described
above and to formally delegated management responsibilities. This review should seek
to retain only the minimum number of approval checks consistent with the need for
propriety (paragraph 5.11). These approvals need to be recorded. We include at
Annex D an example of a contract control document - based on one used in the
private sector - which departments may wish to adapt for this purpose.

Levels of service
3.16 Examining officers' reports indicate that the service nature of procurement

organisations has been given too little recognition. The levels of service expected of
the procurement organisation are rarely made explicit. Even more rarely are the

. Wardale Enquiry: Final report to the Secretary of State for the Environment PSA,
1983, p43.
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levels of service related to such factors as operational urgency, cost, speed and
commercial market forces. Procurement organisations have felt tied by rules and
regulations which have been seen as preventing them from improving efficiency -
and end-users have come to accept an inappropriate level of service.

Dyl For example:

- the FCO examining officer identified 17 separate steps between the
arrival of a requisition in the purchasing organisation and the
despatch of an order to a supplier and as many as 24 steps if the
stores section wanted to re-order stores. Partly as a result of the
backlogs that had built up in the purchasing organisation, 36 per
cent of the requisitions received in the purchasing organisation
(51 per cent by value) were marked by end-users as needing priority
action. In the examining officer's view the "priority" designation was
being used to jump the queue in the procurement section rather than
to alert the procurement section and the supplier to the need for
prompt action to meet unexpected operational needs.

- in reporting on the difficulties experienced in procuring drawing
office equipment for an architectural adviser on assignment to
Tuvalu (see paragraph 3.12), the ODA examining officer commented
that "as the project was handled, no-one in ODA at any time had
any inkling of how long the equipment was going to take to arrive.
The architectural adviser assumed that because it was basic
equipment that could be bought in a shop, it would be bought and
despatched with very little fuss or delay. The EO was following the
rules, and again had no estimate of the timescale. The Crown
Agents were not dealing with the end-user; and were unaware of his
leaving date."

5.18 Procedures need to be streamlined to secure better value for money. For
example, MOD's Small Value Order Cells (SVOC) manage to turn round most orders
in 24 hours. The MOD team have recommended that the SVOC approach be
implemented more widely throughout their department. Other examining officers have
made similar recommendations designed to streamline purchasing procedures in their
own departments.

5.19 End-users need to know what levels of service they can expect from the
purchasing organisation. All too often line managers accept a poor level of service
because of ill-defined responsibilities. In particular it is necessary to define what the
procurement organisation requires from end-users, and by when, if it is to make an
effective purchase. Within these constraints the procurement organisation should
undertake that the agreed specification, target delivery date and target price will be
met; that it will seek to improve the target price; and that it will satisfy the
information requirements of the end-user. We recommend (Recommendation 12) that
the senior procurement manager agrees in writing with end-users by April 1986
service agreements defining the levels of service which the procurement organisation
will provide. He or she should be responsible for the performance of the purchasing
organisation as measured against the service agreements.

5.20 To draw up these service agreements, all government departments will have
to review the management structure and responsibilities of their present procurement
organisations to determine whether the needs of end-users are being met. Service
agreements will provide a framework for the operational responsibilities between the
purchasing organisation and end-users. They will need to reflect the different types
of procurement that can be undertaken. They may be specific to individual end-users
or they may be department-wide.
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Management information

3.21 The key to assessing whether the terms of the service agreements are being
met is the right information being available to the procurement organisation. This
must enable managers to measure and control the effectiveness of the purchasing
organisation and the performance of the staff in it. They should, for example, be
able to derive statistics on:

the number of orders placed;

the type of product or service purchased;

- the price paid compared with the target price;
- suppliers used; and

- delivery and quality performance.

Ratios can be developed from these statistics to provide management with
performance information on the organisation. Appropriate measures might be the cost
of the procurement organisation in relation to the throughput of orders (by number
and value); the ratio between orders placed and late deliveries; performance as
against the terms of the service agreement; stock ratios; actual prices as compared
with target prices; etc. The information should also enable management to check on
the progress of particular orders and to identify where problems have arisen or are
likely to arise.

5.22 We have made a number of recommendations designed to give purchasing
staff greater flexibility and responsibility. This needs to be matched, as noted in
paragraphs 5.7 - 5.15 above, by monitoring and control systems that provide for
effective management. The management information system must both deter and
assist in the detection of any potential impropriety.

5.23 We recommend (Recommendation 13) that the senior procurement manager
and his senior line management agree the basis of, and firm plans for developing,
appropriate management controls for procurement, by April 1986. Some of the
required information may be available from existing financial management systems.
But it will need to be extended and to be available on a timely basis to support
day-to-day management.

5.24 The management and procurement information systems (see paragraphs 3.7
and 3.25) will share a common database - the only differences between the systems
will be the purposes for which information is extracted. The management information
system, as well as supporting immediate line management, will need to underpin the
budgetary and review functions of departmental top management systems being
developed in the context of the FML
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CHAPTER 6: MOTIVATION

6.1 Getting better value for money in government procurement depends on the
staff involved. We compared the way in which the private sector and government
manage the purchasing function. Private sector companies regard their purchasing
department as an integral part of their operations. Their profitability depends on
getting value for money for what they buy, whether it be goods for resale in a
retail chain, the components needed for a manufacturing process or the goods and
services making up a major construction project.

6.2 Four main themes ran through our discussions with private companies:

- buying is a career where people develop expertise in negotiation,
markets and products over a number of years. In some areas the
specialism encompasses the whole of the supply process and in
others buying and selling are seen as part of the same career
structure;

- identifying the right people for buying is important. Once picked,
they need thorough training if they are to be fully effective;

- buying staff are set high but achieveable performance targets. There
are financial rewards for reaching these targets; and

- the buying department has a high status in the organisation. Staff
are well motivated to perform effectively.

The private sector regards these factors as important in obtaining effective and
efficient performance from their purchasing departments. We believe that in
government buying these factors should be given similar prominence.

6.3 At present only a few departments treat buying as a specialism. In most, it
is often just another posting. The training given is mainly on-the-job and, except in
a few areas, performance targets are not set. In general, buying is not regarded as
a high status job and, in consequence, the staff are not as highly motivated as they
could be. Our report advocates increased and clearer responsibilities to help improve
both status and motivation. Purchasing staff will see that their job is important and
that senior management regard it as a valuable part of the department's work. But
more needs to be done and it needs to be done urgently.

6.4 To effect change quickly, and to keep up to date with the best private
sector practice, we consider it essential that departmental procurement staff have
relevant private sector experience. Arrangements for the interchange of civil
servants with industry and commerce already exist. We therefore recommend
(Recommendation 14) that the senior procurement manager in each department sets
up a specific programme within these arrangements to recruit or second buying staff
from the private sector, and a specific programme of secondments to the private
sector, by no later than April 1986. The need for this experience is particularly
important at senior levels in the purchasing and supply organisation.

6.5 A first step to attract and retain the right people in buying is to identify
staff with a talent for the job. Senior procurement managers should be required to
set out for establishment divisions the qualities needed by staff involved in
purchasing, drawing as necessary on private sector experience. We also believe that
government should recognise buying as a specialism and structure the purchasing and
supply activities of departments to promote career development. Initially this may
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involve keeping people in purchasing and supply organisations for longer than is
currently usual in most departments. The aim should be to reach the position where
staff in government purchasing organisations regard themselves as buyers rather than
as generalist civil servants.

6.6 However, few departments have procurement organisations large enough to
provide a career path for buyers. And there is a need to associate buying and supply
closely so that people pursuing such a career gain experience and training in the
whole procurement process. We therefore believe that, in the longer term, career
paths will need to be across departments, as occurs in other functional specialisms.
There are a range of possible patterns, from an arrangement akin to those for
government accountants to the creation of a separate professional group. We
recommend (Recommendation 15) that the Cabinet Office (MPO) in consultation with
departments develops a functional specialism for purchasing and supply, drawing as
appropriate on experience within the private sector and within departments with a
large purchasing organization such as the agencies or MOD. Specialisation should help
to encourage greater movement in buying personnel between departments and the
private sector. Greater co-ordination of career management should assist small
departments for whom the full-scale implementation of our recommendations on
secondments and training may be difficult to achieve in isolation.

6.7 Next, there is a need to provide training in basic buying skills and to provide
courses to develop buying techniques and negotiation skills. Some private sector
companies we visited sent their staff on courses run by the Institute of Purchasing
and Supply (IPS) and some staff sit the IPS examinations. Others ran their own
training in-house. No-one relied solely on on-the-job training. We recommend
(Recommendation 16) that the senior procurement manager in each department
devises and initiates a training programme for staff involved in procurement by April
1986. These programmes should be developed by departments' training divisions after
consulting the staff involved and with the help of the Civil Service College and
outside consultants as appropriate.

6.8 There is also a need to measure the performance of staff to determine
whether better value for money is being obtained. Performance criteria need to take
account of such things as price, quality and delivery time. The management
information systems developed by departments must be designed to identify these
and other key statistics (see paragraph 5.21). In the private sector a variety of
performance measures are used. In one company we visited prices were the main
criterion, with individual buyers being given targets related to inflation, the prices
achieved by other companies in the group and the historical prices paid for the
goods in question. In others, a global performance assessment was used, taking
account of not only price but also level of service to end-users. Buying staff have
to be involved in the process of determining such performance criteria.

6.9 We do not think that it is possible to lay down criteria which would apply in
every department. In some areas, such as MOD's small value order cells, the major
criterion may well be speed of service. In such an organisation a performance target
related to the length of time taken to place an order might be most appropriate.
Organisations may wish to place equal importance on quality and to assess
performance on rejection rates. We recommend (Recommendation 17) that the senior
procurement manager, in consultation with the staff, draws up performance targets
for individuals or groups of individuals by April 1986, based on appropriate levels of
service and on prices.

6.10 The performance of staff against these targets will be a measure of their

achievements and, as such, will act as a strong motivator. However, we believe that,
given the important role of buying staff in improving value for taxpayer's money, all
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available means need to be used to stimulate high performance. We conclude that
direct financial rewards for exceptional performance would be a useful addition to
the other proposals we make. The nature of the reward may have to await the
outcome of more general decisions on Civil Service merit pay. However, we believe
that for buyers and, where appropriate, their supporting staff a scheme of non-
pensionable bonuses would be appropriate. The schemes should be introduced on an
experimental basis and the staff involved should be consulted on them. We therefore
recommend (Recommendation 18) that by April 1987 departments introduce incentive
schemes for buying staff, based on performance targets and taking account of
decisions on Civil Service merit pay generally. Coupled with such schemes needs to
be an acceptance that staff who find that they are unable to meet performance
targets should be allowed to move to other work as soon as possible.

6.11 Another form of motivation is pressure from the end-user to provide a
certain level of service. We consider this pressure is necessary to balance the cost
of procurement against the value added by the buying staff. One company we visited
operated a centralised buying section where end-users were charged a standard fee
for each order placed. The buying organisation was required fully to recover its
costs. This forced end-users to take account of the cost of the buying section's
services and to challenge those costs. In turn, this put pressure on the buying
organisation to improve efficiency, reduce costs and provide good value for money to
end-users.

6.12 The costs of the purchasing organisation could be recovered by periodic

transfers from the budgets of end-users, or by a percentage add-on to the price of
the goods and services. Such repayment schemes need to take full account of the
relationship between the end-user and the buying organisation, the amount being
purchased and the effort put into the purchase by the buying organisation. We
believe that in major procurement areas recognition of procurement costs by
repayment would be beneficial. An internal repayment system needs to be carefully
devised if the benefits are to outweigh the costs. Thus, while we think such a
system should be introduced, we suggest that further work on the practical aspects
needs to be undertaken. This would fall to those responsible for following up
progress in implementing our report.
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CHAPTER 7: MAKING THINGS HAPPEN

7.1 Our report shows that, overall, government procurement costs the taxpayer
too much. Administration costs are too high; and the prices paid are often higher
than necessary. What finally convinced us that government buying could be improved
was a comparison with the private sector's approach to purchasing. While we are not
able to comment on the absolute quality of private sector buying, we believe buying
sections in the best of private sector companies are more active, better informed
and better motivated than in government. There is a drive and energy that is
uncommon in governimenl purchasing organisations. Also there is an appreciation of
the importance of the purchasing function which is largely absent at senior levels in
government departments.

7.2 Purchasing is an important activity in government. It consumes about
£14,900 million of government resources. It has to be effective if operational needs
are to be met. Our report identifies a number of things that are wrong and
recommends ways in which they can be put right. We conclude, however, that
progress can only be achieved if the right management framework for making the
changes exists.

3 We believe three important steps need to be taken:
- roles and responsibilities need to be clearly defined;

- a single individual in each department needs to take personal
responsibility for making the changes happen; and

- a central focus for procurement practice throughout government
needs to be established.

Roles and responsibilities

7.4 We believe there is a need first and foremost to ensure that end-users and
procurement organisations understand their roles and responsibilities. Our report will
help in this. But these roles need also to be formally prescribed and promulgated by
departments to all concerned. We therefore recommend (Recommendation 19) that
the Accounting Officer, together with the senior manager responsible for
procurement in each department, develops a formal statement of the roles and
responsibilities of the departmental procurement organisation and ensures that this
statement is communicated to all staff both in the procurement organisation and in
spending divisions by October 1985.

7.5 Throughout our report we have identified the main responsibilities of the
purchasing organisation and the end-user. Annex G lists these.

Director of procurement and supply

7.6 There is a need for an individual to take personal responsibility for making
the changes happen. We recommend (Recommendation 20) that the Accounting
Officer of each department appoint or designate a director of procurement and
supply to take on these responsibilities. This should happen before July 1985. The
grade of the person appointed will depend on the level and complexity of purchasing
in each department.

7.7 The director's operational aim will be to meet the needs of end-users and
secure improvements in value for money. His or her main priority will be to make

27
MANAGEMENT IN CONFIDENCE



MANAGEMENT IN CONFIDENCE .

progress in improving the efficiency and effectiveness of the procurement
organisation. We have set target dates for making the necessary changes. The
director will be required to report progress on implementation on a regular basis to
senior line management and centrally.

7.8 Other tasks for the departmental director arise from our earlier
recommendations on the roles and responsibilities of the procurement organisation
(listed in Annex G). The list is not exhaustive. The nature and amount of goods and
services bought differs from department to department. In the light of these
variations, directors will have to define the details of their own jobs and they should
have the discretion to do so within the framework of the formal statement
recommended in paragraph 7.4.

7.9 In recognition of the vital contribution of good buying to profitability, the
private sector's approach to purchasing has developed a great deal over the last
10 to 15 years. It is crucial that senior purchasing staff in government departments
have comparable skills and experience in order to deal with the private sector on
equal terms. We therefore consider it desirable that the director of procurement and
supply should have recent commercial experience in buying.

Central co-ordination

7.10 At present, the main focus for procurement in the central departments is AP
Division in the Treasury. It is responsible primarily for procurement policy, though it
issues some practical advice on such matters as investment appralsal.1 In addition,
the Department of Trade and Industry is responsible for promoting the Public
Purchasing Initiative. It is clear from the evidence in our report, however, that a
central focus wholly devoted to procurement practice is needed. Such a central
reference point is necessary in order to gain the full benefits from our
recommendations, to change the culture of government buying and to provide the
necessary support to departmental directors of procurement and supply.

7:d1 We therefore recommend (Recommendation 21) that the Prime Minister
approves the establishment of a small central purchasing unit (CPU). This should be
in business by January 1985. The CPU should be set up initially for a period of
three years, after which the need for its continuing existence should be reviewed.
The unit's objective would be to develop and secure increased effectiveness in
purchasing and supply throughout central government within this three-year period.

7.12 To achieve this it will need to encourage and monitor progress based on the
action documents departments will produce in response to our recommendations. The
progress reports of departmental directors of procurement and supply should be
submitted to the CPU for incorporation into a central progress report to the Prime
Minister (see paragraph 7.25).

7.13 Another key task of the unit would be to provide advice on good buying
practice to departments. It will also need to co-ordinate inter-departmental
aggregation, nominating lead buying departments as appropriate. These, and the other
tasks for the unit which derive from our recommendations, are listed in Annex H.

1Investment Appraisal in the Public Sector: A technical Guide for Government
Departments HM Treasury, 1981.
Further guidance on the appraisal of public purchasing decisions HM Treasury,
1984.
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7.14  The Central Purchasing Unit should consist of no more than five people with
staff support. Its head should have direct access to ministers. As we stress
throughout this report, buying is a speciality. Thus the CPU, to be credible, must
contain proven practical expertise. The head and two other members of the unit
should be seconded from the private sector, one experienced in contracts work. We
have not been able to recommend where the unit should sit but in Annex H we
consider a number of possibilities.

7.15  Consistent with the principles of the FMI, the unit should not detract from
the independence of departments to buy what they want at the price they wish to
pay. What it can do is help departments obtain better value for money in
purchasing.

7.16 We estimate that the CPU's running costs, including salaries, support services
and accommodation, will be around £300,000 a year. This is a small sum when set
against the contribution the CPU can make to achieving the savings targets.

Targets for savings

7.7 The implementation of our proposals for streamlining the procurement
procedures, for reducing the size of stocks being acquired by departments and for
obtaining better value for money in purchasing should achieve large savings. This is
backed by the findings of individual examining officers. All of them pointed to scope
for reductions both in the administrative costs of purchasing and in the prices paid
for goods and services. Most set short-term targets for savings in their departments.

7.18  Many private sector companies set target reductions as a means of initiating
progress. Once improvements are seen to be happening, the targets are refined so
that the initial progress is consolidated and further improvements obtained. Using
this approach private sector companies have considerably reduced their total
purchasing costs in recent years. We believe that this approach should be adopted by
departments.

7.19  Setting targets for savings in the procurement area is not straightforward.
On administration costs it should be simple to demonstrate whether the streamlining
we recommend has led to a reduction. Taking examining officers' reports as a whole,
their recommendations for reducing administrative costs amount to around 10 per
cent of current costs. Applied to all non-warlike purchasing we estimate that this
would save over £10 million a year and we believe that this is achievable by
March 1987.

7.20 Setting targets for reduced storage and distribution costs is more difficult,
not least because many departments are unable to place a reliable valuation on the
stocks they hold. Stockholding and distribution costs will be reduced by the greater
use of call-off contracts. This, combined with the implementation by departments of
the Cabinet Office (MPO) guidelines on stores,! should produce substantial savings.
Government's non-warlike stockholdings are broadly estimated at £5,000 million. If
these can be reduced by 2 per cent, a once-for-all saving of about £100 million is
possible. In addition, this would attract annual savings of around £5 million mainly
from reduced accommodation and staffing needs. A further, more detailed paper on
this is being prepared by the Cabinet Office (MPO) and will be made available to
departments to apply appropriate lessons to their own procedures and holdings.

7.21 We believe that, as a result of our recommendations on aggregation,
specification, supplier development and competitive tendering, government

: Stores management guidelines, Cabinet Office (MPO), November 1983.

29
MANAGEMENT IN CONFIDENCE



MANAGEMENT IN CONFIDENCE .

departments can obtain better prices for the goods and services they buy. This is
confirmed by the private sector, who have made similar improvements, and by the
examining officers' findings. Estimating how much by way of savings that will yield
is difficult. First, the quantity of goods and services bought each year will vary.
Second, specifications may change. Third, needs may change, for example, the
Department of Transport may at some time choose to spend more on road
maintenance and less on new highways.

7.22 It will also be difficult to measure how much keener are the prices achieved
and whether they are achieved by the efforts of departments or by other factors. It
is a hypothetical question as to what would have been the unit cost of a good if a
more enlightened procurement practice had not been adopted. And, there may be
some areas, such as information technology, where improvements in the design and
manufacture of the goods could lead to price reductions without any effort on the
part of a procurement organisation.

7.23 We believe that it is unrealistic to allot a single target on prices to
everything bought by every department; or, indeed, to set the same price reduction
target for each department. There are some industries where supply currently
exceeds demand (for example construction and clothing). If that changes, getting any
improvement in prices will be extremely difficult. The examining officers' reports
show that departmental performance on prices varies greatly. For example, there is
no doubt that the three agencies covered by the review obtain excellent prices for
those goods they buy in bulk. Similarly MOD have probably obtained very good deals
on some of their large orders, such as that for bread (see paragraph 3.6).

7.24 The evidence from departmental reports indicates that, broadly, a 5 per cent
reduction in prices can be readily achieved by adopting some of the approaches we
describe above. We believe that the strategy we outline will lead to savings in
excess of this. The extent of the overall reduction lies anywhere between 5 per cent
and 20 per cent of the amount spent on non-warlike goods and services. If it was 5
per cent the saving would be nearly £400 million, and if 20 per cent, over £1,500
million.

7.25 Targets must be set to secure savings in administration costs, storage costs

and prices. The approach we propose is that departmental directors of procurement
and supply should draw up such targets. For goods and services the target should
stem from the departmental procurement plan and should be based on the unit costs
of major items to be bought. For projects, criteria for success for specific
procurements. will have to be drawn up. We recommend (Recommendation 22) that
departments should draw up such targets and criteria for submission to, and
agreement with, the CPU by April 1986. The targets and criteria should be
supplemented with a timetable showing when cost reductions are progressively to be
achieved. They should identify separately the savings to be achieved by better
administration, reduced on-costs (storage and distribution) and better prices.

7.26  Once the targets have been agreed with the CPU, in consultation with the
Treasury, it will be necessary to monitor performance against them. Achieving the
targets will only be possible if departments act to improve their purchasing
organisations. The CPU should monitor these improvements. Expenditure divisions in
the Treasury will be able to monitor achievement against the targets by assessment
of departmental expenditure bids, in consultation with the CPU. As part of the
monitoring function of the CPU, we recommend (Recommendation 23) that the unit
report to the Prime Minister by June 1986 on the steps taken by departments to set
up the organisation to achieve savings; and by June 1987 further report to the Prime
Minister on the success of departments in achieving their savings targets.
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The costs of implementation

2.27 The recommendations for change made in our report are designed to improve
the whole approach to government purchasing. To make purchasing more business-like
will involve an investment both in the staff concerned and the systems needed to
support them. Some departments have already established training schemes and are
introducing computerisation into their purchasing organisations.

7.28 A particular problem could arise from the level of manpower required for
purchasing. Some departments, particularly those identified as lead departments for
aggregated purchases, may require additional manpower, though this would be offset
by staff savings in other departments. There may be a need for limited additional
resources to get the process of change under way. However, most of the examining
officers have identified areas where staff reductions can be made, and we believe
that other departments should be able to find similar economies. Part or all of these
savings may need to be reinvested in more cost-effective procurement activities. If
departments conclude that additional staff are needed to obtain better value for
money, they should give priority to such demands in the context of the overall
savings, both financial and manpower, to be achieved through implementation of our
recommendations, and within government policy on manpower numbers.

7.29 A number of our recommendations are designed to improve the information
available to buyers and their managers and to streamline the procurement process.
Computers will have an important part to play in this, in particular:

- for procurement information databases;
- for management information databases;
- for information on suppliers;

- for internal communications (eg cataloguing, progress chasing), order
processing and word processing (eg standard contracts).

7.30 The development and maintenance of these systems will require further
investment. Each application will need to be considered separately and decisions
taken on the basis of sound cost-benefit and investment appraisal analyses. In the
private sector such investment has been shown to be necessary and worthwhile. The
evidence of this review indicates that government should follow their example. We
recommend (Recommendation 24) that the director of procurement and supply in
each department develops a strategy and has firm plans for the development of the
necessary information, monitoring and control systems set out above by April 1986.
This will be a major task for most departments, requiring careful planning and a
high degree of expertise.

7.31 The form and complexity of the information systems should have regard to
the information needs of buyers and their managers. The systems will also need to
have regard to other departments' systems. Compatibility between departments
should help to ensure that government has the necessary information to plan central
contracts and receives the full benefits of aggregation.

7.32 We believe that each of the changes we recommend would on their own lead
to some improvement. But we have designed our proposals as a package to ensure
the maximum improvement in value for money for the taxpayer. Only implementa-
tion of the whole package will secure anything like the savings we consider
achievable.
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CHAPTER 8: AGENCIES

8.1 Around 12 per cent (£1,700 million) of all central government departments'
expenditure on goods and services is spent through the central agencies. Their
performance, in terms of both efficiency and effectiveness, will thus have an
important part to play if departments are to achieve their savings targets. This
chapter deals specifically with the three agencies that took part in the review. (A
general note on them is at Annex I). We make a number of recommendations to
improve their effectiveness. What we say will have application to parts of the other
agencies - for example the building maintenance divisions of PSA. Departments that
sponsor the other agencies should consider the extent to which our recommendations
are relevant to them.

8.2 The primary role of the three agencies is to arrange the purchase and supply
of common goods and services to departments. The agencies define their operating
objective as being to ensure that departments and government as a whole receive
best value for money. Centralised procurement and supply helps to achieve this by
taking advantage of:

- lower prices through aggregating requirements;
- high technical and buying expertise;

- efficient storage and distribution arrangements;
- lower administrative costs.

8.3 There is evidence that the three agencies get keen prices. In a study
undertaken by the Ministry of Defence covering ten product areas, the products
supplied by HMSO in nine of these cost less than quotes from alternative suppliers.
And a number of price indicators devised by the Treasury and the agencies all show
that average prices charged by the agencies are competitive.

8.4 The three reports reveal that the agencies have all gone some way to
improve their buying organisations. Much of the improvement is along the lines
described earlier in our report. For example, in HMSO print procurement the buyers
have detailed knowledge of their potential suppliers' workload and are able to match
jobs to suppliers' capacity with advantage both to the supplier and the department.
CCTA have introduced personal levels of financial delegation. Crown Suppliers have
commissioned a number of reviews which when implemented will improve their
procurement and management information systems.

8.5 The review did not specifically cover the question of stores and distribution.
However, Crown Suppliers have their own storage and distribution network and HMSO
their own storage system. However, CCTA arrange all their contracts so that there
is direct delivery from suppliers; and 65 per cent by value of Crown Suppliers'
contracts and over 80 per cent by value of HMSO's are on a similar basis.

8.6 The review did not extend to consideration of whether overall administration
costs are minimised through the use of central agencies. However, all three
examining officers identified ways in which the efficiency of the purchasing
organisations could be improved. These, together with our recommendations earlier in
this report, should further increase the efficiency of the agencies.
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Effectiveness of the agencies

8.7 Central purchasing adds an extra link to the chain of supply as departments
do not deal directly with suppliers. The extra link may add cost and delay to the
process.

8.8 Departments are tied to both Crown Suppliers and CCTA, that is they are
expected to buy the goods and services provided by the agencies from them or on
contracts arranged by them. In the case of HMSO, there was formal untying in 1982,
though HMSO then negotiated customer agreements with all but one department.
These agreements are seen by departments as tying in all but name. However, even
the exception, DOE, buys over 90 per cent of its stationery requirements from
HMSO. In addition, both HMSO and Crown Suppliers do substantial business with
public sector bodies not tied to them whether formally or through customer
agreements. This evidence suggests that the combination of price charged and quality
of service delivered by the agencies is good.

8.9 However, there is evidence in the HMSO report that the benefits of
centralised purchasing are being to some extent dissipated. This is because HMSO
will provide whatever is required in whatever quantity to departments. The
administrative costs of processing small quantities or non-standard items are not
wholly charged to departments. Instead they are spread over all the goods and
services provided so that the high value, high volume commodities subsidise the
administrative costs of small purchases.

8.10 This approach is also taken by the other two agencies. The examining officer
in Crown Suppliers recommended that the level of departmental expenses (in essence
the administrative costs passed on to departments) should be further refined in order
better to reflect the true costs of supply. CCTA charge a single rate of 23 per
cent on all purchases up to £1 million and 1 per cent thereafter. The CCTA report
recommends that a more logical basis of charging should be adopted to reflect the
resources expended on different types of procurement.

8.11 We believe that the strength of the agencies lies not in providing a
comprehensive service but in concentrating on those goods and services which are
required in high volume by departments and on those goods and services where
either the product (for example computers) or the procurement (for example printing)
requires a high level of expertise best concentrated at the centre. The pricing
structure should be refined to reflect this so that standard goods are available at
very competitive prices and the price of non-standard goods reflects the full cost of
purchasing and delivering them. Thus the strategy of the agencies should be based on
their ability to make full use of economies of scale and the need to have a product
range which will attract sufficient customers and sales to minimise on-costs. We
thus recommend (Recommendation 25) that the three agencies review fully both the
range of products they supply and their price structures to emable them to meet this
overall strategy. The price structure could well include setting a price level for low
volume non-standard goods at such a level as to discourage departments from buying
such items from the agencies.

8.12 Departments need to plan their purchasing so as to enable the agencies to
determine where and how they can best meet departmental requirements. The
departmental procurement plans (recommended in paragraph 3.7) and the work of the
CPU will provide the information needed to identify which goods are best bought
under a central arrangement. Where appropriate such contracts would be arranged by
the agencies. These plans should be backed up by consultation between departments
and the agencies to identify those goods and services to be provided under central
contracts.
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8.13 In line with the categorisation described in paragraph 3.8 there are some
goods and services which it makes sense for all departments to purchase through an
agency unless they can demonstrate an economic case for not doing so (Class A).
There are others for which a central contract is useful but need not prohibit
departments buying elsewhere if a good deal is available (Class B). Having identified
these, and the likely volume to be required, the agency will be required to negotiate
the best possible contracts for each of the goods and services. However, in order to
get best value for money it will be necessary for the agency to have some
assurance of the degree of business to be conducted under a central contract. Thus
departments will have to enter into some commitment to the contract. The nature
of that commitment will vary depending on whether or not Class A or Class B goods
and services are being bought.

8.14 We do not propose that the commitment be expressed in the form of
customer agreements which are comprehensive and open-ended such as those that
currently exist between HMSO and departments. Instead we recommend
(Recommendation 26) that the procurement organisations in departments set up
supply and service agreements with the agencies by March 1987 to formalise their
operational relationships. These supply agreements will reflect the contracts which
agencies arrange in terms of price, service and product specification. They will
provide departments with a clear set of criteria against which to judge whether an
alternative source of supply would be more cost-effective, even with the additional
costs the department will incur in going it alone. For Class A goods and services,
not signing the supply agreement would require justification on economic grounds.

8.15 Having committed itself by signing a supply agreement, a department will be
able to withdraw:

- if it can demonstrate to the CPU that an alternative deal would be in
the general interest (ie for Class A goods and services an economic
case must be made before withdrawal); or

- if, in the case of class B goods, it can get a better deal elsewhere,
merely reporting the fact to the CPU and agency; or

- if it can demonstrate to the CPU that its operational needs have
changed such that the original contract can no longer satisfy them; and

- if it gives sufficient notice to the agency to allow it to attempt to
renegotiate a better deal. (We suggest the notice should only be more
than six months if the agency can demonstrate to the CPU that it will
take longer than that to amend the contract.)

8.16 To determine whether or not an alternative supplier to an agency provides a
better overall deal, departments need to know the total costs of purchasing,
including their own administrative costs. Our earlier recommendations should ensure
that increasingly they do. It is implicit in our proposals above that departments must
have the freedom to wuse alternatives where justified Thus, we recommend
(Recommendation 27) that departments are formally untied from Crown Suppliers and
CCTA by April 1987. This will have the additional benefit of providing the agencies
with yet a further spur to improve their competitiveness.

8.17 In addition to providing the means of access to goods and services, the
agencies also provide some goods and services directly to departments. For example,
HMSO provides a forms storage and distribution service for departments, CCTA
provide technical advice and Crown Suppliers provide a design and a car service. The
review did not cover these activities.
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8.18  However, in our discussions with the private sector we noted that they took
a different approach. For example, one large organisation did not directly involve
itself in storage and distribution which was carried out for them by a company
which specialises in it. Similarly another company needed to test paint; it took the
view that that was not part of its business and contracted out the testing to a
specialised organisation. We also note that, from April 1982, the distribution of
goods from Crown Suppliers' stores has been contracted out.

8.19 There may well be scope for the agencies to adopt this approach more
widely. There may be cases where the "in-house" service provided by the agencies
delivers better value for money than contracting out would. Or it may be essential
for operational needs to provide the service "in-house". We were, nonetheless,
concerned that Crown Suppliers and HMSO felt it necessary to have large stores,
though HMSO have recently effected a major reorganisation of theirs. We were also
concerned that certain businesses carried on by the agencies could equally be
provided by the private sector - for example, the car service provided by Crown
Suppliers. We see the direct provision of these services as potentially detracting
from the main objective of providing access to goods and services. Therefore we
recommend (Recommendation 28) that the three agencies collate such information as
is already available on the relative cost-effectiveness of those activities not directly
concerned in achieving this main objective; supplement it with such other
information as is necessary; and present it to ministers in their sponsoring
departments with recommendations on the feasibility of contracting out by March
1986.

8.20 The examining officers in HMSO and Crown Suppliers considered whether the
effectiveness of the agencies would be improved by a merger. Their conclusion was
that the theoretical advantages - particularly in terms of developing a cadre of
professional buyers - would be outweighed by the practical problems. We agree
insofar as the agencies continue to carry out the diverse range of activities which
they currently undertake.

8.21 However, the changes outlined above would mean that the agencies were
mainly in the business of arranging contracts for goods and services which are
common to all departments. Rationalisation on these lines may reduce the practical
problems in achieving merger. This should be borne in mind by the heads of the
agencies in implementing our recommendations. They, the head of the CPU and the
central departments should review the scope for reducing the number of agencies
once the new strategy outlined in this chapter is operating.
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CHAPTER 9: GOVERNMENT POLICIES ON PROCUREMENT

9.1 This chapter considers four aspects of government policy which affect buying
by departments:

the Public Purchasing Initiative (PPI)
small firms policy

preferred suppliers

EC and GATT rules

The Public Purchasing Initiative (PPI)

9.2 The guidelines for the PPI were promulgated by the Treasury in March 1981
and are reproduced at Annex C. Essentially, the policy is one of enlightened self-
interest. It encourages departments to develop relationships with suppliers which will
ensure that value for money is obtained by government and stimulate industrial
competitiveness and innovation. The aims of the PPI are entirely consistent with the
approach we have advocated in this report.

9.3 Examining officers found that the implementation of the PPI is, at best,
patchy. In some departments, such as HMSO, a positive effort has been made to
operate the policy and to interpret it to buying staff. In contrast, in some other
departments implementation has consisted largely of circulating the Treasury
guidelines. The guidelines are an excellent statement of philosophy, but they are not
a comprehensive guide to action.

9.4 The recommendations which we make in earlier chapters are intended to
improve the skills and expertise of buying staff to enable them to get better value
for money in purchasing. They provide a framework for good practice in buying in
much the same way as the PPI set out to do. It seems that up to now the PPI has
been often regarded as something extra to be tagged onto the buying process rather
than an integral part of it.

9.5 We consider it to be an important function of the proposed CPU to give
guidance on good practice. This would incorporate the Treasury guidelines, but
develop them as practical advice to buyers. It should also provide advice on the
appropriate use of British and international standards and on the use of quality
assurance standards. We envisage this guidance covering all aspects of the purchasing
and supply process. It would need to be incorporated fully into departmental
purchasing manuals. It should also serve as a basis for audit of purchasing and supply
functions. We recommend (Recommendation 29) that the CPU, in consultation with
Treasury and DTI, prepare such guidance by April 1986.

Small firms policy

9.6 It is government policy to encourage the development of small firms. One
way of doing this is by improving access to government business. We do not
interpret this as favouring small firms irrespective of their competitiveness.

9.7 Government does not hold central records of how much of its business is
awarded to small firms. But there is evidence to suggest that a substantial amount
of government purchases are supplied by this sector. For example, the examining
officer in the Home Office found that 68 per cent of a small sample of suppliers
employed fewer than 100 staff.
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2.8 Some progress has been made in improving accessibility to government
contracts. For example, the Treasury has recently reached agreement with
departments on a standard form of factual enquiry, covering financial and general
information, to be sent to potential new suppliers. Previously each department sought
its own information with the result that a firm might receive a large number of
questionnaires from different departments all seeking much the same information.
The Minister for Small Firms announced in November 1982 that firms would no
longer need to have approved status for the award of most government supplies
contracts under £2,000 (now £10,000); that non-approved firms could bid for non-
urgent supplies contracts above this level subject to their approval subsequently if
successful; and that there would be a greater rotation of invitations to tender
amongst firms on departments' lists. In addition, DTI has produced a booklet aimed
at helping small firms to understand the procedures they may have to go through in
order to get government business. The booklet gives a brief account of what
departments buy and lists contact points. Some individual departments - MOD, PSA
and HMSO - have produced more detailed booklets on their own purchasing
procedures and requirements.

9.9 Small firms need to know what goods and services government buys now and
may want to buy in the future. We were impressed by the efforts of one large
private sector company to ensure that local firms in the areas in which they
operated were aware of the opportunities available. This was done through production
of a simple readable guide to the kind of goods the company purchased and how to
get on its approved list. Some comparable booklet is needed to introduce government
business to firms of all sizes. This need include no more than a list of the main
goods and services bought by government together with which departments buy what,
a list of contacts in departments and a copy of the factual questionnaire mentioned
above. The booklet Tendering for Government Contracts, prepared by the Department
of Industry and the Central Office of Information in 1981, meets this need in part.
We consider that it should be expanded and regularly updated. The information
required for this could be readily derived from departmental procurement plans.
Since these procurement plans will be coming to CPU, the Unit should be consulted
by DTI when they are preparing revisions of the booklet. Steps should be taken by
DTI actively to promote the booklet throughout the small firms sector. This should
help small firms to identify opportunities for government business. It may need to be
supplemented by more detailed information distributed by individual departments.

9.10 At present a company wishing to sell the same goods to different depart-
ments generally needs to satisfy each department separately as to their fitness to be
included as a potential supplier. As far as possible, approval by a department should
represent approval by government. We see a role for the CPU in reducing paperwork
both for the supplier and government by encouraging the use of inter-departmental
approved lists and simpler, standaridised procedures affecting small firms. This
stresses the need for a co-ordinated approach to information systems.

9.11 Encouraging small firms to bid for government business will involve a small
cost to departments. But even if only a small proportion of the new firms which
apply to be added to approved lists are successful in securing a contract, the longer
term savings to departments should outweigh the costs.

Preferred suppliers

9.12 Sheltered workshops for handicapped people and prison workshops are desig-
nated priority suppliers. They are shown preference in the award of contracts and
are given more favourable opportunities of supplying the widest possible range of
goods. In brief, the system provides for priority suppliers to be awarded a proportion
of contracts they have been unable to secure competitively. A similar preference is
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given to firms in development areas. In neither case does this extend to a price
preference. We do not question the validity of these policies. In both cases the
preference is subject to overriding consideration of value for money. Two depart-
mental examining officers - in DHSS and Crown Suppliers - examined the effects of
the policies in respect of preferred suppliers.

9.13 At present DHSS interpret Treasury guidelines as meaning that they are
expected to award 25 per cent of their orders for wheelchairs to preferred suppliers.
In effect, one supplier is guaranteed a share of the business even if it fails to
tender the lowest price, the actual price of the order being fixed by reference to
other suppliers' bids. The company is an established major wheelchair manufacturer.
The current policy, however, gives it a more secure share of the market than its
competitors. It also means that DHSS may be paying more for wheelchairs than it
otherwise would.

9.14 On the other hand, the examining officer in Crown Suppliers found no
evidence that the policy on preferred suppliers resulted in higher prices. There is
evidence, however, that it added to the cost of procurement, mainly through poor
delivery and the unusually high degree of supervision required for some of these
suppliers. This additional cost cannot be quantified exactly, though the examining
officer's report does give some illustrations of the additional staff time involved.

9.15 Like the DHSS examining officer, we believe that the implications of policies
directed towards giving preference to suppliers need to be considered in the wider
context of government purchasing. The issue is not the policies themselves but who
should be paying for them and by what method. In line with the FMI, we believe
that the departments sponsoring the policies should meet any additional costs. But
these, as indicated above, are difficult to estimate at present. Using the information
systems described in Chapter 7 departments should identify these costs and, if they
feel that they are failing to get best value for money because of the application of
the policies, they should inform the sponsoring department and consider taking up
the case with the Treasury.

EC and GATT rules

9.16 European Community Commission directives require that all UK Exchequer
body and local authority supplies contracts worth more than £118,000 are advertised
in the Official Journal so that European companies can tender for the job. The level
is reviewed regularly. In the case of works contracts the level is set higher,
currently £590,000. Similarly the GATT rules require all central government and Post
Office contracts worth more than £104,000 to be advertised, so opening the
tendering to international competition. There are exceptions to both arrangements,
the most important of which relates to the purchase of military equipment.

9.17 In practice, examining officers found that the requirement to advertise
internationally was, at most, a minor irritation adding on average 6 to 8 weeks to
the tendering process. If departments consider that the cost or delay is a matter of
concern they should raise the issue with AP Division in the Treasury. In a properly
planned purchasing system, the procedure itself should not cause any difficulty. The
procurement plan will identify purchases covered by these rules. The service
agreements between end-users and the purchasing organisation will specify the lead-
time needed to complete the required procedures. It is the responsibility of the end-

user to start the purchasing process sufficiently early to guarantee that he can meet -

his requirements on time.

R B BROWN )

R D J WRIGHT ) CABINET OFFICE (MPO)
C G CLOKE )

T B MORRIS

1 F S TRUMPER
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DEPARTMENTAL SUMMARIES ANNEX B

FOREIGN AND COMMONWEALTH OFFICE (FCO)

Area covered: Communications Division - technical equipment and supplies

Examining Officer: Arthur Watson Cost of study: £19,288

Spend Staff/Admin Cost No. of

£m £m Staff
Value of area covered 10 - 12 .21 22 %
Potential savings* 0.38 0.06 8
As percentage 3:% 29% 36%

In addition £991,000 once-for-all savings are identified, of which £891,000
have already been achieved. From the stores area savings of seven posts
(£43,200) were also identified.

* Including savings from lower prices

Main recommendations

procurement section responsibilities to be clarified and reaffirmed;
clarification of service levels to be provided by procurement section;
performance targets to be set; channel for end-users to challenge shortfalls
in procurement section performance;

reduction in unnecessary checking; delegation of authority for expenditure;
procurement information to be improved;

information on spares usage to be generated and used in lifetime costing
analyses;

delegation of routine work in procurement section; managers to concentrate
on setting up call-off and running contracts to maximise benefits from
aggregation;

improved communications with suppliers;

tender offers to be regarded as the starting point for further negotiation;
enforcement of contracts;

target price reduction of 2 per cent on quoted prices under £1,000 rising to
5 per cent on contracts over £50,000;

revision of inter-departmental procurement service charges.
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DEPARTMENT OF HEALTH AND SOCIAL SECURITY (DHSS)
Area covered: Wheelchair purchase and repair
Examining Officer: Roy Cunningham  Cost of study: £13,000

Spend Staff/Admin Cost No. of

£m £m Staff
Value of area examined 22 0.5%% 50
Potential savings* 1.00 uQ uQ
As percentage 4.5%

(A further £350,000 savings depend on policy changes)

*Including savings from lower prices

**Relates to purchasing staff only
Main recommendations

- rationalisation of the method of providing wheelchairs to disabled people
having regard to the quality of service and value for money;

- better management information on the costs of spares and repairs;

- rationalisation of stores;

- increased use of call-off contracts;

- greater use of penalty clauses in contracts;

- greater use of investment appraisal and life-time costing technique;

- development of target prices to assess tender bids;

- closer understanding with industry to improve competitiveness of product,
including

- better timing of orders
- greater use of performance specifications

- longer term contracts;

- introduction of post-tender negotiation with successful tenderers;
- target of 5 per cent reduction in prices for wheelchairs in 1985;

- target of 10 per cent reduction in the present cost of repairs.

42

MANAGEMENT IN CONFIDENCE



. MANAGEMENT IN CONFIDENCE

OVERSEAS DEVELOPMENT ADMINISTRATION (ODA)
Area covered: Goods purchased under the Bilateral Aid Programme
Examining Officer: Mrs Judy White Cost of study: £18,744

Spend Staff/Admin Cost No. of

£m £m Staff
Value of area examined 57 3.1 Nil**
Potential savings* 3.2 0.24
As percentage 5.6% 7.6%

*Including savings obtainable from lower prices

** ODA use agents

Main recommendations

procurement of goods under the Technical Co-operation Programme should be
transferred from the Crown Agents to the ODA;

- delegation of responsibility to Technical Co-operation Officers for expenditure
up to £1,000 on essential goods and services;

- streamlining of communications between ODA and Technical Co-operation
Officers;

- Crown Agents should seek discounts on the basis of the volume of business
placed with individual suppliers;

- competition amongst procurement agents under the capital aid procurement
programme;

- Crown Agents should broaden range of invitations to tender;

- Crown Agents should negotiate with suppliers.
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HOME OFFICE (HO)

Area covered: All Home Office direct procurement (ie excluding that by Police and
Fire authorities)

Examining Officer: Robert Fulton Cost of study: £28,765

Spend Staff/Admin Cost No. of

£m £m Staff
Value of area covered 133 6.23 uQ
Potential savings* 3.3 0.6 50
As percentage 2.5% 9.6%

*Including savings obtainable from lower prices
Main recommendations

- rationalisation of authority levels;

- more streamlined procedures for small orders;

- greater flexibility in procurement methods to improve value for moneys;

- better central co-ordination of purchasing, including monitoring of national
contracts; _

- wider use of central contracts and better co-ordination with other
government departments;

- information technology should be introduced on a comprehensive basis into
purchasing and stock control;

- greater use should be made of investment appraisal techniques;

- greater use of suppliers in developing specifications;

- purchasing should be regarded as a specialised function, needing a postings
policy that will encourage the development of expertise;

- more training for purchasing staff;

- the PPI should be integrated into a new set of purchasing rules emphasising
the objective of "best value for money" over the present 'cheapest to
specification".
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CENTRAL COMPUTER AND TELECOMMUNICATIONS AGENCY (CCTA)

Area covered: Procurement and Contracts Division (purchase, rental and maintenance

of computers)

Examining Officer: Andrew Partridge Cost of study: £13,418

Spend Staff/Admin Cost No. of

£m £m Staff
Value of area covered 163 1.62 ** 125 4
Potential savings* 8.25 0.275 (net) 263
As percentage >% 17% 21%

*Including savings obtainable from lower prices
** including £0.22 million in respect of finance staff

# including 25 from finance division

Main recommendations

standing arrangements to be set up where cost effective;

tender evaluation procedures to be streamlined;

contracts to invoke liquidated damages for late delivery;

performance indicators to be developed for procurement and contracts
division;

involvement of procurement and contracts division in departmental
procurements to be reduced and more closely defined;

departments to assume responsibility for post-contract discussions with
suppliers; :

departments to take responsibility for payment of invoices;

departments to take responsibility for contracts administered on their behalf
by CCTA;

costs of CCTA advice and support to be recovered on a basis more closely
related to the effort involved from 1 April 1986.
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HER MAJESTY'S STATIONERY OFFICE (HMSO)

Area covered: Print Procurement and Supply (stationery, office machines etc)

Study Team: Mick Moore, Mike Cuming, Peter Standley
Cost of Study: £23,750

Spend Staff/Admin Cost No. of

£m £m Staff
Value of area examined 195 3.1 336 ¢
Potential savings* U0 % 0.5 60
As percentage 16.1% 17.9%

# Number of staff with powers to sign purchase orders
* Including savings obtainable from lower prices

**Unquantified but at least several hundred thousand pounds
Main recommendations

- clarify responsibilities with customers for procurement and supply and
rationalise authority levels;

- extend use of call-off and period contracts;

- greater use of information technology throughout purchasing;

- increase use of performance specifications;

- refine specifications to meet more closely end-users' requirements, in
particular review quality of printing paper;

- better training for buying staff and greater motivation for better
performance;

- experiment with the use of post-tender negotiation during 1984;

- improve performance indicators on prices offered to departments and on the
effectiveness of buyers;

- rationalisation of the range of goods and services made available by HMSO,
displayed in a more comprehensive catalogue;

- review customer agreements with departments;

- refinement of prices to support more clearly the marketing strategy;

- rationalization of products supplied jointly by HMSO, Crown Suppliers and
CCTA;
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CROWN SUPPLIERS (CS) (PSA SUPPLIES UNTIL 18.1.8%)
Area covered: All procurement
Examining Officer: William Chapman Cost of Study: £19,288

Spend Staff/Admin Cost No. of

£m £m Staff
Value of area covered 500 9.7> 520
of which: fuel 283 0.5 2V
Potential savings* 4 uQ uQ
As percentage 0.8%

* Potential saving of up to 23 per cent on one-third of purchases from post-

tender negotiation.

Main recommendations

- simplification in the tendering and contract procedures;

- reduce specifications where possible;

- introduce agreements between Crown Suppliers and departments to cover
quantities required, delivery dates and target prices;

- make efforts to expand approved list by use of booklet for small firms;

- introduce "black mark" system for poor performance by suppliers;

- use information technology both to improve the list of approved suppliers and
to provide management information;

- set up and monitor a three month experiment on post tender negotiation;

- introduce performance indicators for purchasing staff.

u7
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DEPARTMENT OF TRANSPORT (DTp)

Area covered: Highways contracts

Examining Officer: Michael Endacott Cost of Study: £29,850

Spend** Staff/Admin Cost No. of

£m £m Staff
Value of area examined 633 3.32 uQ
Potential savings* 68 0.96 67
As percentage 10% 29% -

*

Including savings from lower prices

** Including consultants' fees

Main recommendations

increase delegation to regional offices, in particular by eliminating
unnecessary reference to headquarters;

streamline checking procedures by application of new technology;
improve feedback on contractor performance;
eliminate redundant internal financial check procedures;

set target construction costs and relate consultants' fees to
achievement of them;

experiment with inviting contractors to tender their own completion
date proposals and cash flow requirements;

contractors to specify unit costs for unforeseen variations before work
commences;

negotiate after tenders, where last minute specification changes so
require, with only the lowest tenderer;

adopt a more commercial attitude to contractors generally;

economise in accommodation for site staff.
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MINISTRY OF DEFENCE (MOD)
Area covered: Headquarters non-warlike purchasing
Study Team: Errol Grieve Cost of Study: £60,000
Pat Doherty
Alistair Parker

Duncan O'Neil

Spend Staff/Admin Cost No. of

£m £m Staff
Value of area examined 720 4 269
Potential savings* 9. " 0.47 44
As percentage 0.7% 11.7% 16.0%

* Including savings obtainable from lower prices

** Savings of £190,000 were achieved by the date of the report. On the
basis of these results there is potential for further savings which are in the
range of £5 million (HQ non-warlike purchasing) to £14 million (all competi-

tive tendering).

Main recommendations

- rationalisation of general stores purchasing between the three contracts
directorates;

- establishment of additional small value order cells (SVOC) for purchase of
appropriate ranges of general stores;

- greater co-ordination of requirements so that better aggregation of
purchasing is achieved;

- wider use of existing enabling arrangements within MOD and by other
departments;

- greater use of information technology throughout purchasing;

- greater exchange of information between departments about purchasing;

- more encouragement to contracts staff to challenge specifications;

- alternative training for contracts staff to be considered and evaluated;

- measures to increase competition;

- the experiment on post-tender negotiation should continue and be evaluated;

- clearer guidance on Public Purchasing Initiative.
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ANNEX C
PUBLIC PURCHASING POLICY GUIDELINES
Note by the Treasury (issued 17 March 1981)
1. Departments will know that the Government has recently reviewed its public
purchasing policy.
2. The attached guidelines set out steps to be taken in pursuit of this policy.

They also include a checklist of factors to be taken into account in reaching
procurement decisions and a note on how these factors should be assessed in
individual cases. Departments are requested to circulate these guidelines to
purchasing officers at all levels and to incorporate them, as appropriate, into their
internal contractual instructions. In doing so, departments should ensure that
adequate arrangements are made to ensure that there is supervision, at an
appropriately senior level, of these procedures and that, where necessary, the
Treasury and/or the Department of Industry are consulted.

3. Reference is made in the guidelines to the Treasury's booklet, Investment
Appraisal and Discounting Techniques and the use of the Test Discount Rate in the
Public Sector.l

4, Departments are also requested to bring these guidelines to the attention of
bodies for which they are responsible. The co-operation of local authorities and
nationalised industries is also being invited in pursuit of the Government's objectives.

PUBLIC PROCUREMENT POLICY: GUIDELINES

1. It is the Government's policy that, as a matter of enlightened self-interest,
public sector purchasers should use the influence their purchases give them to help
develop the design, technology and competitiveness of their suppliers.

2, The procurement practices needed to ensure that the Government's policy has
the maximum effect are as follows:

a. the adoption of a clarified "value for money" criterion;
b. the use of best purchasing practices in relations with suppliers;

C. clear instructions to public sector purchasers to ensure that the policy
is carried out.

Value for money

3. The individual purchaser's objective is to purchase what is needed at the
right time and in such a way as to ensure the best value for money. Value for
money has sometimes been judged within the context of each individual purchase
without taking into account the broader cumulative effect which public sector
purchasing can have on the efficiency of suppliers.

4. Value for money should not be judged solely on the basis of the lowest
initial cost. Design, reliability and maintainability, for example, will affect the total
cost over the life of a product. Factors such as these may justify a higher initial

1 HM Treasury, 1981.
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cost. Actions to promote the industrial viability and hence the trading
competitiveness of suppliers can justify an additional initial cost or greater
technological risk if over the longer term the purchaser expects to gain improved
value for money.

3. The annex to these guidelines provides advice on the factors which may be
relevant to individual decisions, and on how they should be assessed.

Enlightened procurement procedures

6. There are a number of practices which public purchasers can adopt. These
include:

a. early dialogues about possible requirements with potential suppliers
(including the manufacturers of major components). Such dialogues are more
likely to be relevant for large or important contracts, especially those
incorporating new or improved technology than for low volume orders for
everyday products;

b.  encouraging both product and process innovation;

C.  specifying requirements in performance terms rather than specifying
detailed designs which take no account of other industrial applications;

d. maintaining as far as practicable an even ordering pattern to allow
efficient production planning;

e. de-briefing suppliers on request (within the bounds of commercial
confidentiality) when a major contract has been placed elsewhere, including
the identification of specific deficiencies in bids.

_Dissemination

7. The practices outlined in these guidelines are already part of best practices
in both the public and private sectors. Economies of long-term benefit both to
suppliers and to purchasers can be achieved through rationalised requirements, more
organised volume production and through improvements in production planning. But
the principles have not been applied widely enough. It is essential, therefore, that
the approach set out in these guidelines becomes an integral part of procedures for
the award of public sector contracts.

VALUE FOR MONEY: A CHECKLIST OF FACTORS RELEVANT TO PROCUREMENT
DECISIONS

Short-term considerations

1. STATUS OF FIRMS INVOLVED

Financial viability

Design capability

Production capacity

Quality assurance status and track record

Cost management arrangements and track record
Delivery record
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.

EQUIPMENT OFFERED

- Extent to which it meets minimum requirement

- Design/artistic qualities (where appropriate)

- Compatibility with equipment already in use

- "Extras" above minimum requirement which offer cost-effective advantage
- Scope for improvement or "stretch" by later modifications or "add ons" etc
- Conformity with standards (national, international, NATO etc)

- Scope for value engineering

- Reliability - proven record?

- Maintainability

- Defect reporting and rectification arrangements

- Repair/servicing arrangements

3 IMMEDIATE COST OF ACQUISITION

- Initial price

- Firmness of price (eg fixed, with or without variation of price, cost plus
etc)

- Basis for agreeing prices on associated or follow-on orders

- Differences in cost escalation formula

- Foreign exchange risks and costs

- Payment terms (on delivery or progress/stage payments etc)

- Cost of financing interim payments

- Financial guarantee requirements

- Duties and taxes

- Credit terms

Transport costs

Installation costs

- Cost of working capital for stocks

- Discounting factors

- Differences in administrative cost (including overheads) to purchaser
- Warranties and technical guarantees offered

- Product liability arrangements

- Scope for, and cost of, accelerating or delaying procurement

4, DELIVERY

- Conformity with requirement

Reliability of offer

Operation and financial effects of earlier/later availability
Cost and trade-offs with stockholding costs at various locations
Liquidation of damages

Medium-term considerations

. OPERATING COSTS

Running costs

Cost of spares - present and future
Servicing and maintenance costs
Storage and other support costs

6. PRODUCT SUPPORT

- Quality of after-sales facilities
- Ease of legal recourse to supplier
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7. REPLACEMENT ARRANGEMENTS

- Receipts from eventual disposal
- Commitment to particular replacement equipment
- Replacement timeframe

Longer-term considerations
8. STRATEGIC AND STRUCTURAL

- Safeguarding of vital sources of supply

- Length of the supply chain and its vulnerability to disruption

- Offset considerations

- Effect of procurement on price, availability and competition for future
supplies (eg arising from dumping or artificially depressed quotations)
including, as appropriate, supplies for other public purchasers.

How these factors should be assessed in individual cases

In evaluating alternative tenders, departments should compare the costs and the
receipts (or other benefits) of all those factors which can be quantified in money
terms, as in an investment appraisal.1 The detail, and the precision, of such
calculations should reflect the size of the purchase. An elaborate analysis for
relatively small contracts would not be appropriate. But contracts for major
investments should be analysed in detail, possibly using sensitivity analysis.2 At
present the discount rate used by departments for comparing costs and benefits
which will occur at different points in time is 5 per cent, taking today's prices as
constant.

Calculations along these lines provide a comparison between tenders, at constant
prices, of those factors which can be quantified. However there will also be factors
relevant to a contract which cannot be quantified. Departments should decide, on a
case by case basis, how the weight of such additional factors affects the balance
between tenders. In those instances where such factors are considered to outweigh
the difference between tenders, Departments should indicate clearly on file the
nature of the factors which led them to take their purchasing decision.

In any cases of doubt about the industrial implications of individual contracts,
departments might wish to consult sponsor divisions of the Department of Industry.

Example A: Purchase of a piece of equipment with a life of 5 years
(1) All values expressed at constant prices

(2) discount factors from Annex B of the Treasury booklet (5%)

Tender A initial cost £100,000

cost of spares £10,000 a year in Years 2 to 5
Tender B initial cost £120,000

cost of spares £5,000 a year in Years 2 to 5

lSee two examples below. Further guidance on the approach to be used is available
in the Treasury booklet Investment Appraisal and Discounting Techniques, and the
use of the Test Discount Rate in the Public Sector.

25ensitivity analysis involves no more than checking to see how sensitive the
evaluation is to alternative assumptions. Its use is described in paragraph 19 of the
Treasury booklet.
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Present Value of Tender A

£

Initial cost 100,000
Spares £10,000 in Year 2 x .907 9,070
£10,000 in Year 3 x .864 8,640

£10,000 in Year 4 x .823 8,230

£10,000 in Year 5 x.784 7,840

133,780

Present Value of Tender B

Initial cost 120,000
Spares £5,000 in Year 2 x .907 4,535
£5,000 in Year 3 x .864 4,320

£5,000 in Year 4 x .823 4,115

£5,000 in Year 5 x .784 3,920

136,890

Although the undiscounted values of both contracts (initial cost plus spares) are the
same, Tender A is cheaper - allowing for the difference in timing of payments.

Example B: Benefit at a later date equal to extra cost now

What cost benefit would be required in each of Years 6 to 10 to equal payment of
an extra £100,000 on a contract now?

Discount factors for Years 6-10 = .75 + .71 + .68 + .65 + .61 = 3.40
£100,000 # 3.40 = £29,400 in each year at present day prices
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ANNEX D
CONTRACT CONTROL DOCUMENT
1. The purpose of a Contract Control Document is to clarify responsibilities to

ensure that all necessary steps are completed prior to the issue of invitations to
tender for a contract and to provide a record of authorities and approvals. It can
also serve as a wuseful source of data for the procurement information and
management information systems.

2. An example of a Contract Control Document, based in part on one used by a
large private sector company, i1s at Appendix l. This would need to be adapted to
suit individual departments' requirements. At Appendix 2 is a copy of the Purchase
Record form developed by the Home Office examining team: this provides an
example of how the concept of the Contract Control Document might be adapted to
provide a record of local purchase decisions in a widely dispersed purchasing
organisation.

3 Departments will need to develop Contract Control Documents appropriate to
the purchases they make. They may need to develop different control documents for
different types of purchase: for example a purchase record on the lines of that at
Appendix 2 may be sufficient for local purchasing, but more detailed documents may
be required for large volume call-off contracts or for major project contracts. It is
important that the control document suits the type of procurement being undertaken
as well as the organisational arrangements for procurement within each department.
The document at Appendix 1 is intended to serve as a model for departments' own
documentation: it is not meant to be prescriptive.

Key features of the model Contract Control Document

4. Section 1 of the document provides basic background information on the
procurement being undertaken. It identifies the sponsoring officer responsible for
requesting the purchase (the "end-user" in the terms of the main body of this report)
and describes the requirement. This section would be completed by the sponsoring
officer. ;

3. Section 2 of the document outlines the financial backing for the purchase. A
key feature of this section is the requirement on the sponsor, in consultation with
the purchasing section, to estimate the price of the good or service requested prior
to tender (2(b)) and to estimate the likely overall cost of the contract (2(c)). This
places the onus on the sponsor and the purchasing organisation to quantify on-costs
and likely variation costs before inviting tenders. These costs will influence the
contract strategy adopted by the department. Section 2(d) of the document provides
a record of the cost centre manager's approval of the commitment to spend the
total contract cost at 2(c).

6. Section 3 of the document outlines the contract strategy. Again, the
emphasis here is on ensuring that all necessary steps have been taken, decisions
made and approvals given before inviting tenders. Section 3 would be completed by
the sponsor in consultation with the purchasing organisation who, together, will
recommend the contract strategy to senior management (3(i)) for approval (3(j)).

Parts 3(c), (d) and (e) require the sponsor and the purchasing organisation to
determine in advance the basis upon which suppliers will be invited to tender. The
sponsor is required to justify his reasons if he wishes to recommend single tender
action or to invite tenders on a cost-plus price basis, either of which can have
major repercussions on costs to the department.
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8. At 3(f) the sponsor and purchasing organisation will be required in advance to
assess the likely value of post-tender negotiation with the best bidder.

9. Before issuing invitations to tender, the sponsor should be required to
indicate the basis upon which bids will be evaluated and compared. This evaluation
plan will normally indicate the relative importance that will be attached to the main
parameters of cost, quality and timeliness. Other considerations may also play an
important part in evaluating bids and these should be indicated in this section of the
document. It might, for example, in some circumstances be particularly important
for the department to avoid the creation of a technical monopoly - in which case
preference might be given to any acceptable bid from a new supplier. Or the
department may wish to break up the contract in order to preserve a competitive
manufacturing base.

10. Once the strategy has been approved by senior management, the procurement
procedure progresses according to that strategy. Section 4 of the document provides
a formal record of the proper conduct of the tender opening process, if appropriate.

11. Section 5 of the document summarises the recommendation to award the
contract to a particular supplier or contractor and certifies the approval of the
recommendation for action. At 5(b), the contract price is shown. Comparison of this
price with the sponsor's pre-tender price at 2(b) will provide a measure of the
effectiveness of the activities of the sponsor and the purchasing organisation. The
sponsor is also required to indicate, in the light of tenders received, a revised
estimate of the overall contract cost. Comparison of this figure with the pre-tender
estimate at 2(c) will provide a measure of the effectiveness of the procurement
strategy adopted.

12. Any increase over the pre-tender estimates would need to be justified to
senior management. Similarly, if the post-tender price and estimated cost were
significantly lower than the pre-tender estimates, management would need to
investigate. Such a result might indicate failings in the estimating procedure or that,
for whatever reason, the suppliers' bids did not fully reflect the department's needs.
These figures therefore provide a useful means of assessing the procurement process
as a whole and act as a spur to both the sponsor and the purchasing organisation to
encourage them to consider all cost implications in advance of the tendering process.

13. If a contract is subject to variation clauses, senior management may wish to
review the contract as it progresses. At Section 5(d) senior management, before
approving the award of the contract, can indicate the level of expenditure at which
they would require the contract to be reviewed and possibly, if appropriate, re-let.

Other purposes

14. The Contract Control Document, as described above, can prove a very useful
tool for management control. As well as providing a basis for record-keeping in
respect of individual contracts, it can also provide key inputs to the procurement
and management information systems (this, for example, is one of the main purposes
of the purchase record at Appendix 2). For example, if a series of purchases were
to be placed by one sponsor with a particular supplier on a regular basis, or if a
sponsor were repeatedly to propose letting contracts by single-tender action with one
supplier, senior management would need to investigate whether this was prima facie
evidence of the build-up of a technical monopoly. The contract control documents,
by providing a summary of all aspects of the contract, can readily provide a source
of useful data for the procurement and management information systems of the
department.
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Signatures'
15. A completed Contract Control Document will contain many signatures. It is

essential, for proper control and to protect those who sign, that departments make
clear what these signatures denote. We think there is much to be said for attaching
a clear statement of responsibilities to the Contract Control Document. We envisage
this statement taking the following form:

"RESPONSIBILITIES
The sponsor signs to say:

- that the contract strategy and documents as prepared are consistent
with his objectives as to time, cost, quality, and technical
compatibility; and

- that all relevant internal functions have been consulted on technical
matters and that all other relevant departmental procedures have been
observed.

The buyer signs to say:

- that the contract documents as prepared are acceptable and consistent
with the department's policies; that they allocate risks clearly as
between the department and the supplier; and that the elements of the
contract designed to protect the Exchequer's interest are enforceable;

- that the financial standing of the contractors invited to tender has been
commercially evaluated as appropriate for the contract work envisaged;
and

- that the commercial and financial basis for the contract strategy is
supported as being likely to maximise value for money.

The cost centre manager signs ‘to say:

- that he has obtained budget approval sufficient to cover the likely or
actual commitment of expenditure.

If necessary (eg because the buyer lacks final authority at that level of expenditure)
the senior buyer signs to say that he approves the contract strategy in the terms
set out above for the buyer.

If necessary (eg because the senior buyer lacks the final authority at that level of

. expenditure), the responsible officer in the Finance Section would sign to say that he

approves the contract strategy in the terms set out above for the buyer.

e €tC"
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( 22}

Section 1 : Background

(1) Requirement(attat hiSpecilicatlion:if-@pPIOPHALE) . .. .o o e T i il J
" T

Section 2 : Finance

{a):Chargeable CostiCanlre v o o s hi S nime e Cus o L e e R S R e R

(b) Sponsor's pre-contract estimate of tender price (not for disclosure to tenderers) : £

(c) Sponsor's pre-contract estimate of overall contract cost (attach schedule of on-costs and variation costs

as appropriate) : £

(@yiCogimitmentapprovede w5 Bacaiinal et R BTN L B R Rt R L R L el R T
L (Cost Centre Manager's signature) J
& gy

Section 3 : Contract Strategy Please tick appropriate boxes

(a) Sponsor's required delivery date : (€arliest): ..........cccoweomreereeeenrenn HBLESt . [ ey, i 1 (attach schedule if appropriate)

(b) Issue of invitations to tender : (date) ..., BiasTdtiedin : (date): & . i i e

(c) Investment appraisal complete : (dat@) ......ccoomvemeeeorennnnn. EleiNoY &= en it et 1 A T s i s

(d) Terms of supply : fixed price D cost plus [:, day works D other D

open tender D multiple tender D single tender l:]

purchase D hire I:] lease D

GC works 1 D GC stores 1 D Other call-off D direct supply [:I consignment D

(€)" Sponsoris:teasonif singletender i e oo, SRl M G e HGRE Lt s i D sORi e e B e S U Ll SR

(1) Spohsors reason: HEcoSEDItSsF EF Tl Tateii & ot R e i

(g) Post-tender negotiation: Yes D No I:l REASONSH: il i e el i b s i g L

...................................................................................................................................................................................................................................................... ¢
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(h) Invitations to tender:

Supplier Code Supplier Code
1 5
2 6
3 7
4 8

(a) Award contract to

(b) Contract price : £

(e) Recommended by :

(f) Approved by :

(g) Contract awarded : (date)

\_

(h) Unsuccessful tenderers informed : (date)

(sponsor’s signature) (date)
.................... G buyerss/gnature) (date)
(k)iContracistrategyrapproved e srias e e f LRSI TR 8 s e bt e i e e
(senior buyer’s signature) (date)
Stk e e ; iééb'o"}iéiiiié"61"'!}‘55}',"?}'5'5}555) ............................................. ‘ et
s
Section 4 : Tender Opening
{e)stendersirecordadiie: . Ijrmeaiis i oot e e sl S L e,
e (signature of responsible officer) (date)
r

Section 5 : Recommendation

(c) Sponsor's estimated overall contract cost : £ (d) Review limit : £

(sponsor’s signature) (date)
(buyerssrgnature) i ik
P e S e A B e ey S e
e e e e Sy il
""m"""mm"('Eééi'.é'éﬁlt}'é'}'fré‘ﬁéﬁéﬁ'é}é'ﬁéiﬂr'é) ................................... i
iy g e I T
e e R e S e e e
................................ G B L o o i

(signature of buyer)
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CONTRACT/
ORDER NO.

PURCHASE RECORD
HOME OFFICE (To be completed for all purchases over £500 not covered by existing
contract and for all contracts with a labour element)

* When contract has been let, a copy of this form must be forwarded to Finance
Division 2. The original should be retained on the tender file.

e Please tick appropriate boxes

A. CONTRACT

Division/Directorate etc Establishment

File No.

Description of goods, works or services:

Officer responsible for project

Officer responsible for purchase

Item Code Quantity

B. FINANCE
Project officer’s pre-tender estimate of contract value £
Subhead Head of Service Accounting Code
Project Investment Appraisal Yes D No D
Date carried out File reference
C. PROCEDURE
Contract period Start Finish
Contract Type Firm price [T} Cost plus [7]
Form of Contract GC/Works/1[] GC/stores/1[] Other []

Special conditions:

Type of procedure Formal tender [7] Written Quotation [7]

No. of tenders/quotations invited
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eAlthough full explanations should be recorded on contracts file please outline reasons

(if applicable) for:

(i) non-use of existing contract:

(ii) single-tender action

Issue of tenders:

Name Grade

Date

Proposed by:

Approved by:

Single tender
action approved by:

Fin Div 2 approval by:

D. TENDER OPENING

Tenders opened by

and Date

No of tenders received

E. EVALUATION & RECOMMENDATION

Award contract to

lowest cost D best

delivery []] best quality []

on grounds of:-

Results of Investment appraisal (if applicable):

U.K. content

%| | Reasons if less than 100%:

Unit Price of items purchased (if applicable)

Policies:

Consideration given to (i) Public Purchasing Initiative, (ii) Regional Policy, (iii) Small Firms

F. AWARD OF CONTRACT

Name Grade Date
Proposed by:
Approved by:
Fin Div 2 approval by:
Successful Tender accepted Date Decline letters sent
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= MANAGEMENT IN CONFIDENCE
ANNEX E
ANALYSIS OF RESPONSE TO QUESTIONNAIRE
1. To obtain suppliers' views on government contract and procurement

procedures the central team sent a questionnaire to 125 private sector companies.
Sixty-eight companies (54 per cent) responded. These 68 companies supply
departments with goods and services worth over £350 million a year.

2, The questions asked are shown below together with an analysis of the
responses. We also invited suppliers to comment on their answers. Some suppliers -
particularly those who expressed broad satisfaction with government procedures -
made none. Others provided many useful views.

3 Drawing conclusions “from so small a sample requires caution. For example,
many comments apply solely to the Ministry of Defence since the sample reflected
that department's role as the largest purchaser from industry in cash terms and
probably product diversity. Moreover, all the responses were from companies who
already supply or have supplied to the government.

4, Although most companies expressed reasonable satisfaction with government
procedures the comments received reflect a remarkable consensus of views;
particularly where we invited views on improvements to help both suppliers and the
government reduce costs.

bR It is clear that many of the suggestions would lead to the government
securing better value for the taxpayers' money and that suppliers would benefit too.

6. Many suppliers were critical of both the complexity and sheer volume of
documentation (including forms) that they were required to deal with. They pointed
out the high administrative costs that this incurs to both sides. Equally they found
that locating staff who have the necessary responsibility and authority to make
prompt decisions was a frustrating and time-consuming business. Some suppliers
thought that slow decisions from departments were a direct result of having too
many staff involved in the process.

7. In particular, there is a strong indication from the replies that a positive
drive for better communication within and between departments, and between
departments and suppliers, would bring mutual rewards. Improvements in
communication may lead both buyer and seller to a better understanding of each
others' needs and objectives and to the establishment of a more effective way of
securing the maximum benefit to both sides.

8. Fifteen per cent of the companies responding thought that a change in
government tendering procedures, allowing more room for discussion and negotiation,
would be mutually advantageous.

9. A summary of the suppliers' responses to the wider questions asked is shown

below with the main themes in bold type and companies' suggestions for
improvement underneath.
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Frequency
of comment

51%

31%

31%

28%

18%

15%

15%

12%

9%

9%
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SUMMARY OF RESPONSES

Difficulty in locating people who take decisions, decide specifications etc
Publish a directory indicating which departments are interested in particular
products/services. Show who should be contacted together with their level of
authority. Keep staff in jobs longer and, when replaced, give better hand-
over briefing; let suppliers know of any changes. Create a forum that allows
the presentation of new products and ideas.

Administrative burden caused by the high volume and/or complexity of
documents

Allow greater use of commercially acceptable documents, particularly
invoices. Rationalise documents and forms and in particular reduce the
practice of cross-referencing from one contract document to another.

Too many products bought (and packaged) to high quality specifications
unique to government. Altering an already established product's specification
may incur costs disproportionate to the performance gain

Buy against performance criteria, not detailed specifications. Use
internationally recognised standards where possible. Allow
specification/performance flexibility where this significantly lowers costs.
Avoid '"gold-plating". Appreciate that special design features and
specifications may inhibit a product's chances of success overseas.

Poor planning, resulting in need for urgent supplies, loss of savings through
not aggregating orders, specification/design changes during manufacture

Plan ahead, with suppliers if possible. Notify suppliers of tender requirements
earlier. Make best use of savings available through aggregating orders and
avoid the risk of minimum order charges. Freeze design and specification at
start of contract.

Delays in decision-making in (and between) departments
Reduce the number of people involved in the decision-making process.
Improve inter-departmental liaison.

Quality control and testing procedures

Avoid duplication. Leave the responsibility for quality control to
manufacturers where track records are already proven. Encourage those less
proficient in this area to improve. Make use of BS 5750.

Tendering procedures inhibit negotiation
Allow negotiation, thereby creating a more flexible and mutually
advantageous buyer/seller interface.

Insufficient feedback on failed tenders, too much secrecy
De-brief unsuccessful tenderers in more detail. Avoid unnecessary secrecy (eg
who won a contract).

Slow agreement on prices by contracts sections, thereby incurring higher
finance costs to suppliers and reduction of cash flow

Agree prices quickly, extend the use of progress/stage payments.

All too often contracts seem to be awarded solely on price

Buy lowest cost, not price. Give other criteria appropriate consideration (eg
past performance). Take long-term costs into account.
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QUESTIONNAIRE

Procedures

1. Do you find that the procedures of government departments are significantly different
from those of your other customers?

2. If you answered yes to question I, please give examples of how government procedures

differ. Please say whether they make supply easier or more difficult.

3. Do you think that any of the documents (for example forms) you have to deal with in

order to obtain a government contract cause you or your staff unnecessary work?

4, If you answered yes to question 3 please give details of the documents you consider

are unnecessarily time-consuming
Access

5. Can you promote your company's products and ideas as widely as you would like in
central government?

6. If you answered no to question 5 what obstacles have you come across?
Communications

7. It is the government's policy to promote good communications between government
departments and suppliers. Do you think this is successful?

8. To enable you to quote effectively for contracts put out to tender, is the
information provided sufficiently
- detailed?
- timely?
9.  Are decisions on contracts communicated to you promptly?

10. If you have answered no to questions 7, 8 or 9 please give examples of poor
communications below, if possible.

Staff
11. In general do you find government procurement staff in departments
- knowledgeable on
contract matters?
- polite?
- responsive?
Payment
12. Does you company receive payment promptly from government departments?
13. Do you give early payment discounts to government?
Background

14. Please list the government departments which your company supplies

15. What was the approximate value of your company's sales to government in
its last financial year?

16. What was your company's turnover in its last financial year?

Improvements

Yes: 62% No: 35%

See summary Easier: 9%

Yes: 32% No: 66%

See summary

Yes: 60% No: 37%

See summary

Yes: 74% No: 25%

Yes: 87% No: 10%
Yes: 81% No: 16%

Yes: 74% No: 24%

See summary

Yes: 91% No: 6%
Yes: 98% No: 1%
Yes: 91% No: 7%

Yes: 89% No: 9%

Yes: 9% No: 91%

MOD, HMSO, MAFF, COI,
ODA, DOE, DHSS, DTP,
HO, PSA, C&E, DEn, DI,
IR.

Total of all companies
who replied: £350 million

Varied between £3 mil-
lion and £4 billion

17. Please list below any ideas you, as a supplier, may have on how procurement by government departments could be

improved

- to reduce costs?
- and to reduce the cost to the taxpayer?

7
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END—USER/STORES

TYPICAL PROCUREMENT ARRANGEMENTS, CHECKS AND RECORDS

MANAGEMENT IN

PROCUREMENT
ORGANISATION

End-user and Procurement Organisation conclude service agreements

v

Identifies operational needs

v

Seeks budget provision

v

C

ONFIDENCE

FINANCE SECTION

.

Plans purchases

|
I
I
I it oo A
|
I
|

'

Draws up procurement plan

v

for common purchases

In consultation with end-users
sets up call-off contracts

Y

L]

Publicises call-off contracts

Initiates demand

ad hoc

call-off
or
ad hoc?

call-off

Initiates order against
call-off contract

Allocates budget

ANNEX F

SUPPLIER

Initiates contract request

_.l

Receives request

y

v

Draw up and implement contract strategy leading to letting
of contract : see Annex D for allocation of responsibilities

Y

Lets contract [

Receives goods and/or

Monitors linancial
commitments

\N

services
v

Notifies receipt and
acceptability

\

Reports on performance of
supplies and goods

v

Monitors suppliers and
goods

Manufactures/acquires
and supplies goods
and/or services

y

YyVVy

Sends invoice

Checks invoice against
contract /order and goods
received note

¥

Pays supplier

69
MANAGEMENT IN CONFIDENCE




MANAGEMENT IN CONFIDENCE

70
MANAGEMENT IN CONFIDENCE



MANAGEMENT IN CONFIDENCE

ANNEX G

ROLES AND RESPONSIBILITIES OF THE DEPARTMENTAL PROCUREMENT AND
SUPPLY ORGANISATION AND END-USERS

The first section of this Annex might form the basis of a formal job description for
the departmental Director of Procurement and Supply. From it, the Accounting
Officer might wish to derive annual performance targets for the Director of
Procurement and Supply and his/her organisation.

The procurement and supply organisation: responsibilities

The aim of the departmental procurement and supply organisation is to provide end-
users with access to the goods and services that they need, when they need them
and at least cost. The organisation is responsible through the Principal Finance
Officer to the Accounting Officer for maximising value for money in procurement
and supply across the department and, by means of appropriate managerial and
contractual arrangements, for protecting the Accounting Officer's interests in
procurement.

The procurement and supply organisation will be responsible for the following:

- developing and  maintaining  appropriate  procurement  planning
arrangements in order to identify common goods and services;

- providing information to potential suppliers on future requirements;
discussing emerging needs and how these might best be met (including
scope for collaboration between purchaser and supplier in developing
new products); and discussing specifications with potential suppliers;

- negotiating contracts with suppliers;

- improving the efficiency and effectiveness of the procurement and
supply organisation so as to minimise the overall cost of meeting end-
users' requirements;

- concluding service agreements with end-users that clearly allocate
responsibilities in procurement and commit the procurement organisation
to pre-agreed levels of service;

- challenging non-standard end-user specifications, in order to minimise
inessential differences between specifications; to maximise cost-
effective commonalities amongst specifications; to encourage the use of
standard products, performance specifications and internationally-
acceptable standards; to achieve the most economical match between
specification and operational need; and to achieve the most economical
match between operational need and the ability of suppliers cost-
effectively to meet that need;

- maintaining and reviewing approved lists;
- developing a close understanding of the markets from which the
organisation buys goods and services in order to inform end-users of

new potential suppliers and new developments, for example in
manufacturing processes;

ol
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promoting the adoption of BS5750, through giving preference where
appropriate to suppliers who have achieved certification to an
appropriate level;

developing and maintaining an effective procurement information system
which holds data on the department's historic, current and future
procurement needs, together with information on suppliers who might be
able to meet those needs;

developing and maintaining a management information system for the
procurement organisation that provides an effective basis for monitoring
the performance of the organisation and of individuals within it;

establishing contract control procedures that require setting pre-tender
target prices; justifying exceptions to competitive tender arrangements;
justifying action taken in the absence of an appropriately sophisticated
investment appraisal; and predetermining the most appropriate contract
strategy for each procurement;

where appropriate, negotiating with the bidder of the most favourable
competitive bid in order to secure a better overall deal for the
department;

informing end-users of centrally negotiated call-off contracts and
authorising access to those contracts;

arranging appropriate skill training for buyers;

reviewing procurement and contract documentation in order to clarify
responsibilities and risks.

End-users: responsibilities

forecasting future needs for goods and services as accurately as possible
in the context of departmental procurement planning arrangements;

specifying the goods and services required to meet operational needs;

securing budget approval for, and funding, the purchase of goods and
services;

initiating demands sufficiently early to enable the procurement and
supply organisation to secure best value for money;

drawing up, in consultation with the procurement and supply
organisation, an appropriate procurement strategy for each procurement;

informing the procurement and supply organisation of orders placed
against centrally negotiated call-off contracts;

receiving and assessing goods and services purchased, and reporting on
timeliness and quality to the procurement and supply organisation.
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ANNEX H
CENTRAL PURCHASING UNIT (CPU)
PRINCIPAL TASKS
1 Monitoring Progress (Chapter 7)

The task set by the report for departments is an enormous one. Their progress
towards implementation of the 22 recommendations aimed at them has to be
monitored. Departments will need encouragement and help to make the necessary
changes. This will be the main task of the CPU.

The CPU will have to get alongside departments in order to assess what progress is
being made. That information, together with formal statements by the departmental
directors, will enable the head of the CPU to prepare annual reports to the Prime
Minister on what is happening. These reports should not only record achievement, but
should indicate areas where further effort or work are needed and, if necessary,
make recommendations. We see the monitoring role as an active one, closely related
to the CPU's advisory function.

2. Advice (Chapters 7 & 9)

The need for an injection of private sector expertise into government buying is a
theme running through the report. It will be achieved in major departments by
appointment or designation of a departmental director with private sector
experience. In addition, departments will need help and advice on the practical
aspects of buying. The CPU will be well placed to provide this.

Much of the advice given is likely to be informal, perhaps over the telephone. But
where common problems arise the unit may wish to write formally to all government
procurement organisations with practical help on these. The head of the CPU will
wish to decide how to distribute such formal advice and may wish to consider the
possibility of regular newsletters to purchasing organisations promulgating best
practice.

Recommendation 29 concerns the issue of formal guidance to departments on the
practical aspects of buying. It is envisaged this will incorporate and develop the
practical aspects of the Treasury guidelines on the PPI and will give practical advice
on the use of standards. The guidance should cover such things as the development
of a procurement strategy, the use of competitive tendering etc. It should not be
prescriptive.

3. Targets (Chapter 7)

Departments will be required to draw up targets for achieving savings in administra-
tion, stockholdings and prices; and criteria for success in specific projects. These are
to be agreed with the CPU. This will be a priority task for the CPU. It will also be
charged with reporting to the Prime Minister on progress towards achieving these
targets.

4. Aggregation (Chapter 3)

The report identifies a need for inter-departmental planning in order to ensure that

government gains maximum advantage from its buying power. The CPU should adopt
a co-ordinating role. The departmental procurement plans (paragraph 3.7) should be
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submitted to the CPU. The unit will analyse these to identify where departments are
buying common goods and services not already supplied through the central agencies.
To help in this, the CPU may want to establish a simple inter-departmental coding
system, drawing on existing ones as appropriate. It should then identify a lead
department, which in most cases will be obvious, and request them to draw up a
call-off contract which can be used by other departments.

Where these contracts are major ones, particularly those involving post-tender
negotiation, the CPU may wish to be involved in setting them up. This could involve
working alongside the buying team in the lead department or, if the head of the
CPU thought it important that his/her staff retained some practical buying
experience, the unit itself might take on the task of setting up the contract.

5 Standards (Chapter 2)

Departmental procurement organisations are expected to be conversant with the
appropriate standards and to represent the department on the relevant BSI and other
standards committees. The White Paper, Standards, Quality and International
Competitiveness (Cmnd 8621), requires those in central government responsible for
drawing up specifications to use internationally accepted standards. In addition,
where there are no internationally accepted standards users should work towards the
adoption of British ones. There will be occasions on which a number of departments
have an interest in the same standards. Co-ordination of their approach to the
relevant standards committees is essential if government is to have maximum
influence on the development of standards. The CPU should have the responsibility
for nominating the lead department in such cases. There may be circumstances in
which the CPU itself decides to take the lead and to attend the relevant
committee. In determining where the lead should lie, the CPU should consult the
relevant division in DTI.

6. Procurement strategies (Chapter 3)

Departments will be expected to draw up a framework for the preparation of
detailed procurement strategies. The CPU should be available for consultation on
this, though responsibility rests with departments. In the light of experience the CPU
may wish to draw up guidelines.

y % Service agreements (Chapter 5)

Departmental directors of procurement and supply are required to agree with end-
users the level of service to be expected. The CPU should be consulted and should
advise on model forms of such agreements.

8. Training of purchasing staff (Chapter 6)

Departmental directors of procurement and supply are required to draw up a training
programme for procurement staff. The CPU will be expected to give general
guidance on this, in particular on the use of outside organisations to provide
training. In addition, the Civil Service College will wish to devise appropriate
courses and the CPU should be involved in this task. The private sector members of
the unit will be expected to participate in any courses devised by the College. The
CPU should also be involved in discussions with Cabinet Office (MPO) on the career
management of procurement staff, including such things as succession planning of
senior purchasing posts.
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9. Motivation and incentives (Chapter 6)

The drawing up of performance targets for buying staff is a matter for individual
departments in consultation with the staff involved. Individual departments, and
different parts of the same organisation, may need to have different performance
criteria. But it would be helpful for the CPU to collect information on the criteria
adopted by departments with a view to developing guidelines.

The recommendation for bonus schemes for buying staff should be implemented
departmentally on an experimental basis. The trials should be monitored centrally by
the CPU in consultation with Cabinet Office (MPO).

10. Repayment schemes (Chapter 6)

The report advocates the use of internal repayment schemes as a means of
motivating purchasing staff to improve performance. It recognises the practical
difficulties of such an arrangement. Further work is suggested and this would fall to
the CPU in consultation with the Treasury.

1L The future of agencies (Chapter 8)

The report suggests that further consideration should be given to the number of
government central procurement agencies. It is proposed that the heads of the
agencies, the head of the CPU and the central departments consider this once the
recommendations in Chapter 8 have been implemented.

12, Small firms (Chapter 9)

From departmental procurement plans the CPU should be able to identify those
major goods and services which government buy. This information should be passed
to DTI to help them prepare revisions of Tendering For Government Contracts.! The
unit should be consulted about the revisions generally. The unit should also promote
and divise, in consultation with departments, simpler, standardised procedures and the
use of common approved lists.

RELATIONSHIPS WITH OTHER GOVERNMENT DEPARTMENTS

13, The report envisages the CPU being a source of practical advice and help as
well as a catalyst for change. It is not seen as a policy making body. The responsi-
bilities for policy on government purchasing should remain with AP Division in the
Treasury and with those divisions in DTI currently responsible for the PPI and
standards.

14. The CPU's main concern will be with the purchasing organisations in
departments but there needs to be close liaison between the CPU and Treasury and
DTI in respect of purchasing policy. The CPU should be represented on the
Purchasing Policy Committee chaired by Treasury. This is an inter-departmental
group which considers policy and other matters relating to procurement. DTI hold
regular meetings with NEDO, organisations representing the private sector, including
small firms, and other departments on aspects of the PPI. The CPU should be
involved in the main meetings.

15, The CPU will also have to develop close relations with Treasury expenditure
divisions over the setting of departmental savings targets and over the manpower
needs of procurement organisations.

1 Prepared by the Department of Industry and the Central Office of Information,
1981.
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THE POSITION OF THE CPU

16. The report comes to no conclusion about where the CPU should sit in
Whitehall. Two main options are available - in one of the existing agencies or at the
centre.

17. Within an existing agency. The unit could become part of one of the central
procurement agencies - HMSO, CCTA, Crown Suppliers. The advantage of this would
be that it would be in an organisation whose main business is to carry out effective
purchasing. Thus the unit would be able to draw on a wide range of existing
expertise.

18. The disadvantage would be that the agency and CPU will have different
objectives. The CPU's main aim will be to promote change. The agencies' aim is to
service the operational needs of departments and the wider role envisaged for the
CPU could detract from this. The report proposes that the agencies concentrate on
what they can do best - provide effective purchasing of large volume items - and
should thus re-examine the other functions which they carry out at present. It would
not be in line with that approach to add to the tasks of one of the agencies.
Further, the report envisages the head of the CPU having direct access to senior
ministers. If the unit is placed in an agency it would be expected that the head of
the unit should report through the agency head to the responsible departmental
minister. This could cause difficulties, for example, over the unit's responsibilities in
regard to the future of the agencies. If the head of the agency in which the CPU
was placed had different views from the unit's head over what should happen in the
longer term to the agencies, resolution of these would be difficult if the unit head's
immediate line manager was the agency head.

19, Within the centre (Treasury, Cabinet Office or an independent unit). The
advantages of placing the unit in the centre are that it would be close to policy on
purchasing in the Treasury; would fit in well with the traditional monitoring and
audit role of Cabinet Office; and would have direct and easy access to senior
ministers, as does the Prime Minister's adviser on efficiency. Further, some aspects
of the CPU's work will involve helping to resolve conflicts between departments and
that may best be done from the centre.

20. We conclude that the unit should be situated in the centre but have no
strong views about where in the centre. That would be a matter for ministers to
decide.
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ANNEX 1
AGENCIES

% The central agencies - Her Majesty's Stationery Office, Crown Suppliers,
Property Services Agency, Central Computer and Telecommunications Agency and
Central Office of Information - arrange for the supply of common goods and
services to government departments. During the year to 31 March 1983, it is
estimated that departments as a whole spent about £1,700 million through these
agencies; this represents about 12 per cent by value of all goods and services bought
by government departments.

Agencies in the Review

7% HMSO supplies stationery, office machinery and printing. Crown Suppliers is
the largest purchaser of road borne fuel in Europe; they also supply furniture and
furnishings, mechanical and electrical equipment and associated services. CCTA
purchase computers and telecommunications equipment. Crown Suppliers (then PSA
(Supplies)) became a trading fund in 1976 and HMSO in 1980. The Treasury has set
both these agencies a financial target of 5 per cent return (in current cost terms)
on the average net assets employed. The CCTA is not a trading fund.

3. Departments are formally tied to Crown Suppliers and CCTA - that is, they
are expected to buy the goods and services provided by the agencies only from them
or on contracts arranged by them. In both cases however, certain relaxations have
been introduced which allow departments to buy some low value goods from the
most convenient source to them. In the case of HMSO there was formal untying in
1982. However, HMSO then negotiated customer agreements with all departments
(except the Department of the Environment). These agreements effectively bind
departments to HMSO for specified periods (varying with the product area in
question). The argument for these agreements is that they help sustain the
advantages of centralised purchasing and to protect the agency's long-term contracts
with suppliers and printers. In theory, departments can withdraw from agreements if
they can demonstrate to the Treasury that buying from elsewhere would not increase
the overall cost to the Exchequer. According to the HMSO report, no department
has made use of this provision to date, although a small number conducted market
tests before entering into the customer agreements to ensure that HMSO's prices did
represent the best available value for money.

4. Both HMSO and Crown Suppliers provide goods and services to public bodies
other than government departments. These bodies include the local and health
authorities and the nationalised industries. They are not tied in any way to the two
agencies. In the year ending March 1983, 37 per cent of HMSO's sales and 40 per
cent of Crown Suppliers' was to these customers. As a result of the recent review
of CCTA, the agency will be withdrawing its activities on behalf of non-central
government bodies.
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GOVERNMENT PURCHASING

The 1983 Efficiency Programme included a multi-department
review of Contract and Procurement Procedures. Scrutinies were
carried out in nine separate departments, and the review was
co-ordinated by a small central team in the Cabinet Office
(MPO). I commend the very thorough job that has been done.

I attach the central team's report, and a summary of their main
findings and recommendations. But I strongly suggest that you
read the full report: it makes interesting reading.

MAIN CONCLUSIONS

The team recommend radical changes in departments' whole
approach to buying. They believe that rigorous implementation
of their recommendations across the whole of government
non-warlike purchasing could result in savings of well over
£400 million, or 5% of the current annual spend both on goods
and services and on the administration of purchasing.

Some savings will come from streamlining procedures, reducing
paperwork and cutting out unnecessary double-checking. Some
will come from identifying and reducing the on-costs of
procurement (particularly storage and distribution). The ma jor
savings, however, will come from getting down the prices
government pays for the goods and services it buys. To achieve
this the team recommends that departments:

- lan and organise purchasing in a way that will enable
them to make fulTler use of the government's
considerable purchasing power

- establish closer liaison with suppliers and place
greater reliance on their ability and resourcefulness
to meet government needs in the most cost-effective
ways

- use specifications which enable government to buy what
is good enough for the job rather than the best
possible.

These approaches will not only help government to get better
value for money; they should also stimulate greater
competitiveness in British industry.

Departments need to take steps to clarify the responsibilities
of staff in the procurement process. The report recommends
thorough training in buying methods; and the introduction of
performance indicators and incentives.



ISSUES

We need to tackle three particular issues at an early stage.
First, the team recommend (paras 7.9-7.14 and Annex H of the
report) the establishment of a Central Purchasing Unit. They
see this as an essential catalyst in bringing about the ma jor
changes of approach envisaged in their report. I think you
will want to accept the recommendation and take an early view
on the location of the Unit. Annex H of the report sets out
the three options on where the Unit should be situated and you
will want to consider these in the light of advice from Sir
Robert Armstrong.

Second, the team recommend (paras 7.15-7.24) that individual
savings targets are set by departments and agreed with the
centre. This approach is common in the private sector. I
believe that, properly done, it is a technique we should adopt.
Although, as the report says, it will be for departments to set
their own targets, I am sure that you will wish to indicate to
Ministers the broad levels of savings that they should aim to
achieve. Initially that might be the 5% quoted in the report,
to be achieved within the first 2 years. But I am confident
that is only a start; we should expect further improvements
year on year thereafter.

Third, we need to consider the role of the central purchasing
agencies - especially HMSO, Crown Suppliers and CCTA.

Chapter 8 of the report recommends changes to improve the
quality of service provided by thesc agencies and to give
departments greater freedom of choice. The team believe that
implementation of this strategy would enable the number of
central agencies to be reviewed by the end of the decade. Their
proposals raise machinery of government issues and will need
more detailed consideration in the context of the other work
already being done on the agencies under Sir Robert Armstrong's
direction.

HANDLTNG

This is an important report with major implications for the
relationship between government and its private sector
suppliers. The bulk of the savings envisaged will come from
reducing the real prices we pay for goods and services and from

running down government stocks. Industry will be closely
interested in the team's proposals - and there is bound to be
alarm in some quarters. Robin Ibbs (who has been closely

associated with this work throughout) has held confidential
consultations on it with a number of leading industrialists.
They welcomed the findings which were emerging as a clear
exposition of good purchasing practice. They also welcomed the
potential savings identified. Interestingly, the recent CBI
report 'Efficiency and the Public Service' also identified
procurement as an area in which improvements can be made and
echoed many of the points in the central team's report. But
expressions of general support are one thing; actually living



with a more aggressive and cost-conscious public sector
purchaser is quite another. I do not for one moment suggest
that we should hold back from achieving worthwhile savings on
this account. But presentation will be very important.

As a next step, I recommend that you call a meeting with
colleagues to consider the main issues raised by the report,
and the question of publishing it. If you agree, I will write
to you again, with copies to colleagues, setting out rather
more fully the issues for discussion. I would suggest that the
Chancellor of the Exchequer, the Foreign and Home Secretaries
and the Secretaries of State for Defence, Social Services,
Environment, Trade and Industry and Transport should be invited
to such a meeting.

For the time being, I am copying this minute only to the
Chancellor of the Exchequer, Sir Robert Armstrong and Sir Robin
Ibbs.

LORD GOWRIE
3 August 1984



GOVERNMENT PURCHASING: SUMMARY

Central government departments spend around £7,600 million a year o
non-warlike goods and services. The report examines the way in
which departments buy these goods and services.

2e The report?!s main conclusion is that the overall costs of
purchasing can be reduced substahtially. It recommends that

departments set targets for savings. If the package of measures
advocated in the report are applied fto all areas of non-warlike

government purchasinggthe report concludes that savings of at
least £400 million ought to be achievable.

3. Some of these savings will flow from improvements in the
efficiency of purchasing arrangements. In particular, the process
can be streamlined by reducing paperwork, less double-checking
greater delegation of authority and a clearer definition of the
level of service to be provided by purchasing organizations to
operational divisions., Savings can also be made by reductions in
stockholdings, many of which are too high because of poor
purchasing decisions made in the paste.

4. By far the bulk of the improvements will come from government
paying less for what it buys. There are three ways in which this
can be done. First, departments need to promote industrial
innovation and competitiveness by relying more on performance
specifications rather than on detailed descriptions of the goods
and services required. Allied to this is the need to adopt

internationally accepted standards, which will help industry to
compete in international markets.

e Second, there should be better planning. At present
departments generally do not use the available information on what
they buy to determine where greater effort needs to be made or
where the benefits of aggregation of demand can be exploited.

6. Third, departments should improve their kmowledge of suppliex
and the market. This involves giving more information to suppliers
about future needs, discussing with them what is available to meet
those needs and, if necessary, explaining to them why their bids
for government business have not been accepted. Government buyers
have traditionally adopted an arms-length approach to purchasing.



Various techniques used by the private sector, such as product

analysis, post—tender negotiation and price targets, should be
practised by departments.

Te Improvements in purchasing depend on having the right staff.
The report makes recommendations aimed at improving the expertise
of staff through identifying the right talent, through secondments
to the private sector and by better training.

Purchasing staff
also need greater motivation.

The report proposes establishing
performance targets and awarding financial incentives to staff who
exceed their targets.

8. The management structure of purchasing neseds to be cla vrified.
In particular there needs to be a formal statement of the roles

and responsibilities of both the buying department and the end-
user (the individual who reguires the goods or services to be
bought for operational purposes). Within departments there should
be a single person designated as director of procurement and supply
who will have responsibility for ensuring that the procurement
organization gets value for money. He should also be responsible
for the efficiency of the purchasing organization and for the
probity of its dealing with suppliers. In larger departments the

director should preferably have proven practical experience in the
private sector.

8. A central focus for good purchasing practice is needed in
central government. The reports proposes the establishment of a
small central purchasing unit (CPU), to be headed by someone from
the private sector. In addition to providing advice to departments
the CPU would also agree savings targets with them and report
annually to the Prime lMinister on progress in implementing the
report.

10. The report makes some recommendations on the three agencies
which took part in the review (Crown Suppliers, HINSO and CCTA).
These are aimed at developing the relationship between the agencies
and departments so that the former provide an adequate level of
service to the latter. Ultimately the strategy could lead to
departments being untied from the agencies.



11. The proposals in the report will help govermment obtain

better value for money. At the same time they should help

industry become more competitive. The conclusions confirm the

principles of the Public Purchasing Initiative. They also show

the importance of implementing the principles of the Financial

Management Initiative in departments. Implementation of the

recommendations will make a practical contribution to the
development of the FII.
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From the Private Secretary 7 August 1984

Government Purchasing

The Prime Minister was grateful for Lord Gowrie's minute

of 3 August about the Cabinet Office review of Government
purchasing.

The Prime Minister agrees that Lord Gowrie should now
circulate the papers more widely, under cover of a letter setting
out the main issues for discussion. She further agrees that,
once this has been done, a meeting should be arranged under her
chairmanship, and we will be in touch with your office, and
with the offices of those Ministers mentioned in the penultimate
paragraph of Lord Gowrie's minute, to find a time. The Prime

Minister would also wish Sir Robert Armstrong and Sir Robin Ibbs
to be present.

I am sending copies of this letter to Margaret O'Mara

(HM Treasury), Richard Hatfield (Cabinet Office) and to Sir Robin
Ibbs.

David Barclay

Mrs Mary Brown,
Office of the Minister for the Arts.



' FROM: MISS E A CLARKE
DATE: 13th August 1984

fliss |
MISS SIMPSONS cc Mr Bailey
(Chapcellor's Office)

GOVERNMENT PURCHASING

The Prime Minister is due to hold a meeting on Government
Purchasing (David Barclay's letter of 7th August to Mrs Mary
Brown, Office of the Minister for the Arts).

Please could your office get in touch with me when No 10 telephone

to arrange it.

%IB/GL&;—LA/

MISS E A CLARKE
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GOVERNMENT PURCHASING

The Prime Minister has asked me to circulate to you and
relevant colleagues the attached report on government
purchasing of non-warlike goods and services, prior to a
meeting to decide how best to make progress with the
recommendations. The report argues that if we adopt the best
private sector practice in this field it should be possible to
save more than £400 million a year from better value for money
in purchases and from improving procedures.

These are important potential savings and will be welcome. But
to secure savings of this magnitude depends on changing
attitudes throughout departmental purchasing and on the
commitment of senior officials to making the new practices
work. This will require concerted effort particularly by
departments. The Prime Minister wishes Lo discuss with
colleagues certain key issues of general importance prior to
commissioning action on the report. At her request I have
prepared the attached paper setting them out.

Carrying through the recommendations will help stimulate
competitiveness in British industry. Better planning by
government departments, greater reliance by them on the vigour
and resourcefulness of the private sector and closer
co-operation with firms on such things as specifications and
future needs will help ensure that the Government's purchasing
power is used to support and encourage industry as well as
getting better value for money for departments. Sir Robin Ibbs
has consulted a number of leading industrialists on a personal
basis about the report's contents. All have welcomed its
general thrust.



I am copying this letter and enclosure to the Prime Minister,
the Foreign Secretary, the Home Secretary, the Secretaries of
State for Defence, Social Services, Environment, Trade and
Industry and lransport and to Sir Robert Armstrong and

Sir Robin Ibbs.

f/
{9
b

LORD GOWRIE
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GOVERNMENT PURCHASING OF NON-WARLIKE GOODS AND SERVICE

1 The report suggests that savings of at least £400 million
a year can be achieved through improvements in the effectiveness
of government departments' purchasing, storage and distribution
of non-warlike goods and services. What this requires 1is for
departments to push ahead with a package of improvements to:

= improve and make better use of information on what
is bought and on suppliers. This should 1lead to
more business-like purchasing;

= specify goods and services in such a way as to improve
value for money (for example, by specifying what
is good enough for the Jjob rather than the best
possible and by making greater use of internationally
accepted standards) ;

= liaise more closely with suppliers to identify mutually
beneficial economies of production and supply:

= improve the organisation of purchasing and supply
and clarify roles and responsibilities for securing
value for money;

= provide purchasing staff with the training, experience
(in the form of exchanges with the private sector) and
incentive to enable them to achieve maximum value for
money; and

= improve the efficiency of purchasing procedures (which
will make available the staff and financial resources
‘needed to improve the effectiveness of government
procurement)

2 The main decision for colleagues is whether we accept
the broad thrust of the findings that central government attitudes
and methods in this area now lag significantly behind good private
sector practice and cannot be allowed to continue wunchanged.
The evidence on this relates to:

= specifications that do not put value for money at the
forefront (chapter2);

= fragmented demand, lack of attention to on-costs such as
storage and distribution, repairs and reliability (chapter 3);

e reluctance to enter into commercial dialogue with potential
suppliers (chapter 3);

= unclear responsibilities in contracts (chapter 4);
= excessive paperwork, ineffective delegations and controls,
inappropriate levels of service by the purchasing organis-

ation and poor management information (chapter 5); and

<5 insufficient recognition of the importance of good purchasing
(chapter 6).

If we do accept. these findings the report presents a package of measures
to remedy. the position.
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ACTION BY DEPARTMENTS

scrutiny
3.3 The normaJ.Aprocedure is for all departments to prepare
detailed plans of action in response to the recommendations
in the reports about their domestic arrangements and the

» recommendations in the overall report. These are discussed
with central departments before being finalised, usually within
three months of being commissioned. Because this 1is a wide-
ranging report we should consider extending the perioad

for departments to prepare these documents to, say, six months.
Colleagues will want to discuss:

- the timescale for commissioning departmental action documents.
ACTION AT THE CENTRE
The Central Purchasing Unit (CPU)
4. The report recommends establishing a Central Purchasing
Unit as a source of help and advice and to act as a catalyst
in bringing about the major change in approach and attitude
envisaged. The Unit's roles and responsibilities are described
in paragraphs 7.10 - 7.16 and Annex H ofiither “report: It would
be headed by an experienced private sector purchaser.

Colleagues will want to discuss:

- the role envisaged for a Central Purchasing Unit.

Targets

5.s The report recommends that an important aspect of changing
attitudes and providing incentives to better performance 1is
for departments to set individual savings targets (paragraphs
7.17 #= F.26) -and  agree +these with the Central Purchasing Unit.

Such targets are common in the private sector but s willi@l argely
be a new departure for government purchasing organisations.
They are not intended to be rigid and uniform.

s Tt 1is not sensible to have a single target applicable
to  all ‘departments:. Nonetheless, the report suggeststhat savings
ofi=well “over 5. per 'Géent of -the' total-.cost “iof purchasing are
readily achievable. That - should be only a £first step. The

private sector has made improvements year after year and departments
should be able to set further progressive savings targets as
they improve purchasing performance.

7 Savings are also to be had from reductions in stockholdings,
which are generally too high because of poor purchasing decisions
Tnetthel. pasts A move towards greater use of direct delivery

call-off contracts, largely obviating the need for stocks to
be held by departments, should result in substantial savings
even if slightly higher initial prices may have to be paid 1in
obtaining these. In setting targets, all the costs of purchasing
(prices, administration and such things as storage and distribution)
will have to be taken into account.

e
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8. It would be best not to publish the departmental targets.
. They will be an internal and confidential component of negotiations
with suppliers. Also, published targets could be used against
the Government politically if there was a shortfall, however

small, in savings achieved.
Colleagues will want to discuss:
- the importance of targets in securing better value;
- whether an overall target of 5% improvement after two years
(worth about £400 million) 1is sufficiently ambitious but

realistic;

- whether the departmental targets should be made public.

PUBLICATION

9% We will be expected to publish the overall report as
we have ~all other of rthis type din the past. The review was
announced to Parliament on 20 December 1982. Its existence is well
known outside Government circles and industry will wish to know
its outcome. (In particular the CBI were consulted early in
the review and they will expect action to be taken - especially

in the 1light of their recent publication "Efficiency and the
public Service" which supports the kind of approach put forward
in this report.)

1.0 There is a case for delaying until we are clear about
our response to the detailed recommendations. But a full response
will not be possible until early next year when departmental action

documents are complete. In preparing these, departments will
have to circulate the report widely and will be obliged to consult
the trade unions. The risk of a leak must be high. In addition,
if it is agreed to establish a Central Purchasing Unit, Lhere
whitd “ba  advantage . i hawing it in- operation . by .uthe ftime
departmental action documents are being considered. That means
an early public announcement of the decisions so that the necessary
recruitment is put in train.

Ll All this points to publication as soon as possible after
the recess. By then departments will have had time to reach
a preliminary view of the recommendations and these could be
reflected, perhaps in a foreword.

125 The presentation of the report needs careful consideration.
Our supporters and industry are likely to welcome the proposed
reforms in principle and the potential savings. However, there

may be worries that the changes are to be made at the expense
of industry and that the different approach to buying which
is advocated could lead to lower standards of probity in the
public sector purchasing. Neither of these allegations have
foundation but we need to be prepared to rebut them rcbustly.

Colleagues will want to discuss
- the timing of publication

- presentation.

cabinet O0ffice
August 1984



GOVERNMENT PURCHASING: SUMMARY ’

Central government departments spend around £7,600 million a year on
non-warlike goods and services. The report examines the way in
which departments buy these goods and services.

Q4 The report's main conclusion is that the overall costs of
purchasing can be reduced substantially. It recommends that

departments set targets for savings. If the package of measures
advocated in the report are applied to all areas of non-warlike

government purchasing',’ the report concludes that savings of at
leagt £400 million ought to be achievable.

L Some of these savings will flow from improvements in the
efficiency of purchasing arrangements. In particular, the process
can be streamlined by reducing paperwork, less double-ghecking
greater delegation of authority and a clearer definition of the
level of service to be provided by purchasing organizations to
operational divisions. Savings can also be made by reductions in
stockholdings, many of which are too high because of poor
purchasing decisions mzde in the paste.

4e By far the bulk of the improvements will come from government
paying less for what it buys. There are three ways in which this
can be done. First, departments need to promote indusirial
inmovation end competitiveness by relying more on psrformance
specifications rather than on detailed descriptions of the goods
and services regquirsd. Allied to this is the need to adopt
internationally accepted standards, which will help industry to
compete in international markets.

Se Second, there should be better planning. At present
departments generally do not use the available inf ormation on what
they buy to determine where greater effort needs to be made or
where the benefits of aggregation of demand can be exploited.

6. Third, departments should j.ﬁiprove their kmowledge of supplier
and the market. This involves giving more information to suppliers
about future nesds, discussing with them what is available to meet
those needs and, if necessary, explaining to them why their bids
for government business have not been accepted. Government buyers
have traditionally adopted an arms-length approach to purchasing.



Various technigues used by the private sector, such as product
analysis, post—tender negotiation and price targets, should be
practised by departmentse.

Te Improvements in purchasing depend on having the right staff.
The report makes recommendations aimed at improving the expertise
of staff through identifying the right talent, through secondments
to the private sector and by better training. Purchasing staff
also need greater motivation. The report proposes establishing

performance targets and awarding financial incentives to staff who
execeed their targets.

8. The management structure of purchasing nseds to be cla rified
In particular thsre needs to be a formal statement of the roles

and responsibilities of both the buying department and the end-
user (the individual who reguires the goods or services to be
bought for operational purposes). Within departments there should
be a single person designated as director of procursment and supdly
who will have responsibility for ensuring that the procurement
organization gets value for money. He should also be responsible
for the efficiency of the purchasing organization and for the
probity of its dealing with suppliers. In larger departments the

director should preferably have proven practical experience in the
private sector. '

8. A& central focus for good purchasing practice is nseded in
central government. The reports proposes the establishment of a
small central purchasing unit (CPU), to be headed by somesone from
the private sector. In addition to providing advice to departments
the CPU would also agree savings targets with them and report
annually to the Prime IMinister on progress in implem'enting the
report.

()

10. The report makes some recommendations on the three agencies
which took part in the review (Crown Suppliers, HISO and CCTA).
These are aimed at developing the relationship between the agencies
and departments so that the former provide an adequate level of
service to the latter. Ul‘l:imq.‘bely the strategy could lead to
departments being untied from the agencies.



11. The proposals in the report will help government obtain
better value for money. At the same time they should help
industry become more competitive. The conclusions confirm the
principles of the Public Purchasing Initiative. They also show
the importance of implementing the principles of the Financial
Management Initiative in departments. Implementation of the
recommendations will make a practical contribution to the
development of the FIII.
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FROM: APS/Minister of State

DATE: 4 October 1984

DR FREEMAN
MR SHARP

GOVERNMENT PURCHASING

vou will have received by now a copy of Lord Gowrie's minute
of 29 August to the Chancellor of the Exchequer enclosing a
copy of the MPO report to the Prime Minister, "Government
Purchasing". The Minister would be grateful for advise on whether
there are any special points affecting CCTA or HMSO - either
good or bad.

[:XZ&DkiJZ.0¢¥TCZQmG%xA§32_

MISS D C McCAMBRIDGE
Assistant Private Secretary

MANAGEMENT IN CONFIDENCE
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From: R JONES
25 October 1984

cc PS/Chancellor
PS/Minister of State

Sir P Middleton
Bailey
Anson
- Judd - o/r
p - Mr Battishill

To ot A g i Gilmore
Allan

Gray
F K Jones
Hansford
N J King
Rayner
Spackman
Taylor
Willis

Tyler - o/r
Sharp - HMSO
Freeman - CCTA
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MPO REPORT ON GOVERNMENT PURCHASING

BACKGROUND

There are nine separate departmental reports on Government purchas-
ing (defined for this review as central Government non-warlike pur-
chasing) which underlie the central MPO Report. Action on them will
be taken separately. But Lord Gowrie wants decisions taken on four
main issues. They are set out in his paper of 29 August.

GENERATL

2. On balance the report is quite useful. It over-sells itself in
paticular in estimating the public expenditure savings which might be
achieved. But it argues convincingly that the best of private sector
practice, where applicable, would improve the worst of public sector
practice. There probably is room, for example, for better training,
for setting out in writing the specific responsibilities of the user
of the goods and services and the departmental purchaser and for
greater aggregation of buying. All this is in line with the drive
for better management throughout the public sector.

g 1 The recommendations are consistent with public purchasing policy
for which the Treasury are responsible.
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4, Of the four issues for decision in the paper of 29 August,
the second and third are of particular interest to the Treasury.

THE MATN ISSUES

5% The timescale for Departments to submit action documents

You should support the proposal to allow six months
instead of the usual three for this. Apart from the
fact that there is a lot of detail involved, it would

be important, if the recommendation to set up a Central
Purchasing Unit is approved, to have the Unit already
established and able to take a full part in decisions on
the action documents. This suggests a longer period.

Line to take: support the proposal to allow six months.

6. Proposal for a Central Purchasing Unit

A proposal to set up yet another Central Unit is in con-
flict with the principle of delegating management respon-
sibility outwards and downwards. It is arguable that
departments should be encouraged to set their own targets
and take full responsibility for monitoring them. However,
we do notthink it is worth objecting to this proposal,
which the MPO and Sir Robin Ibbs will be strongly press-
ing on the Prime Minister, unless other departments take
the initiative in questioning it. The Unit should be
given a limited period of at most three years to push
through the improvements recommended, and its usefulness
should be regdarly monitored. It is anyway essential, as
recommended in the main report, that the Unit should act
in close consultation with those in the Treasury who are
responsible for co-ordinating public purchasing policy.

Although it is not mentioned in Lord Gowrie's paper, the
main report (Annex H, item 4) suggested one optional
extra function for the Unit which we argued against. This
was that the Unit might wish to keep in practice by actu-
ally negotiating a major call-off contract from time to
time. This would cut across the lines of Parliamentary

w3
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accountability, and should be resisted for that reason.
The role of the Unit should be only to give advice and
to monitor.

Line to take: with me exception, no objection to a

CPU as proposed. The exception is that
its role should be solely advisory. It
should not take on responsibility, as
suggested in the main report, for
actually negotiating contracts.

(The location of the Unit, if there is to be one, is
being settled separately as a machinery of government
decision by the Prime Minister. We have put the view,
at Permanent Secretary level, that the Unit should be in
the Treasury, because it would be wrong and confusing to
split "policy" from "advisory" responsibilities.) :

Setting public expenditure targets and publishing them

This is in some ways the weakest part of the report. The

authors have not been able to offer any satisfactory quanti-
fied evidence to support their view that an annual expenditure
saving of £400 million could be achieved. (A brief note of
detailed comments isattached.) Some savings will certainly be
achievable, but their level will vary from department to depart-
ment, and in some cases could turn out well below the MPO esti-
mate. It would be foolish to publish an aggregate target at the
outset, before its components have been identified and verified
with departments. Departments will be asked to agree individual
targets with the proposed Central Purchasing Unit. It would be
more sensible to wait until that stage has been completed, and
Tthen to decide whether a figure or figures should be published.

Line to take: don't publish an arbitrary savings target.

Wait until departments' action plans have
been examined.



8.
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Publication of the Report

If Ministers decide to set up a Central Purchasing Unit,
the need to start recruiting would mean that the main
contents of the report would become known. In that case
we should publish as soon as possible. If it is decided
not to set up a Central Purchasing Unit we would have
the choice of waiting, but there is no particular reason
for doing so.

Line to take: publish as soon as possible.

Paragraph 12 of the report mentions the problem of present-
ing the report, in particular to industry: the main argument
here is that some of the savings will be achieved at the
expense of the profits of suppliers and the CBI won't like
that. The gains of greater efficiency in the public service
and of public expenditure savings outweigh this considera-
tion. It goes without saying that presentation will be
important. Not least we will hwye to make it clear that the
changes do not affect public purchasing policy, for example
in their pursuit of savings they certainly do not imply any
move towards a "Buy British regardless" policy, but continue
to aim at value for money irrespective of source.

Line to take: it is important to emphasise in present-

ing the report that there is no change in
the VFM basis of Government purchasing
policy as announced in 1981.

L

s

R JONES
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COMMENTS ON £400 MILLION SAVINGS CLATMED BY MPO
REPORT ON GOVERNMENT PURCHASING

Evidence offered by MPO to support an estimate of savings to be
made as a result of the recommendations came partly from the
private sector and partly from the public sector.

Private Sector

i Six large private sector companies were visited
during the study. None of them was prepared to
give any quantified evidence of their own savings
on purchasing.

2e The main evidence offered by the private sector
was qualitative: that the efficiency of private
sector purchasing had improved dramatically in
the last ten to fifteen years in ways which are
now proposed in the MPO report. :

5 Sir Robin Ibbs sounded out some of his senior
private sector colleagues on an earlier draft of
the report. At that stage MPO were proposing a
10% savings target. Of those consulted, -two said
on their own initiative that they thought the tar-
get was probably achievable. The other three did
not comment. '

Lo SRR A MR o B TS AT

4, This evidence supports the argument that there are
savings to be had if we use the best private sector
throughout the public sector, where applicable. It
doesn't help us to put a figure on it.

Public Sector

i ﬁParagraph 7.24 of the report says:

"The evidence from departmental reports
indicates that, broadly, a 5% reduction
in prices can be readily achieved by
adopting some of the approaches we des-

cribe above."
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5.

The evidence from departmental reports shows a
total of potential savings equal to 3.8%.

Of these potential savings the largest by far was

shown for the Department of Transport - £68 million

or 10% of expenditure. Only £1 million of these
savings were identified. The rest were merely
assumed to come from a general improvement of pro-
cedures, economies in accommodation for site staff
on road programmes, and a more commercial attitude
to contractors. Department of Transport are briefing
very critically on "their" target.

The report on CCTA suggested a potential savings of
5%. None of the components was identified.

The figure of 3.8% is therefore itself a hunch
rather than an estimate. :

The nine departments reported on account for Jjust under
one-third of the total of non-warlike purchasing by
central Government. To apply to the total a mere hunch
derived from only one-third produces just a bigger
hunch.

To round such a figure up to 5% is even less justi-
fiable. It can be assumed that the departmental scru-
tinies uncovered the main potential for savings. It is
therefore more likely that an addifional one-third of
savings does not exist than that it does.

There may in the event prove to be 5% savings, or more
or less. The report does not offer good evidence for

any particular figure.
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GOVERNMENT PURCHASING

The Prime Minister chaired a meeting on 29 October to
consider the report on Government Purchasing which
Lord Gowrie circulated to colleagues with his letter of =29
August to the Chancellor of the Exchequer. Those present in
addition to the Chancellor of the Duchy were the Secretaries
of state for Defence, the Environment, and Transport, the
Chief Secretary, Lady Young, Mr Lamont, Mr Raison,
Mr Newton, Mr waddington, Sir Robin Ibbs and Sir Robert
Armstrong.

Introducing the report Lord Gowrie said that its
recommendations had to be seen in the widest context. The
Government was committed to obtaining the best possible
value for money from public expenditure, and to improving
staff motivation and performance (especially through the
Financial Management Initiative). Against this background,
the report showed that Government buying lagged behind best
practice in the private sector, and it proposed changes in
methods and attitudes which could produce savings of ‘the
order of £400 million over the first two years.

Members of the central team gave a brief presentation
of the report's findings and recommendations. 1In discussion
the following points were made:

(i) There was a strong case for establishing
a small Central Purchasing Unit (CPU),
with private sector representation, and a
limited life. It was however important
that the Unit should confine itself to an
advisory and "catalytic" role, and that
it should not become either a purchasing
agency Or a source of unwelcome demands
for information.

(ii) Those senior industrialists who had been
consulted had supported the report's
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(iv)

(v)

(vi)

(vii)

(viii)

analysis, including the estimated savings
and the recommendation in favour of
establishing a CPU.

Although the report spoke in terms of
savings, it could be argued that at least
some of the money freed by improved
purchasing could be used to increase
volume within agreed cash allocations.
This issue would need to be resolved case
by case, but should not be allowed to
obscure or divert the pursuit for better
value for money.

There was undoubtedly scope for similar
improvement in local authority
purchasing. But the Audit Commission
provided a mechanism for raising
standards, and it would be inappropriate
for the CPU to become involved.

While doubts had been expressed by some
senior managers about the wisdom of
having a new civil service specialism in
purchasing, the traditional approach -
which combined rapid turnover of staff
with the posting of generalists - left
Government Departments at a disadvantage
when dealing with suppliers.

It was disturbing that earlier studies,
which had foreshadowed much of the team's
findings, had produced so little in terms
of practical results. Good purchasing
was fundamental to good management, and
it was to be hoped that the emphasis on
action documents, target setting and
monitoring, together with the influence
of the CPU, would produce a better
outcome. " 5

The timescale proposed in implementing
the report was a genegous one, given the
enormous sums of mongg at stake and the
extent to which requirements were already
overdue. The aim should be to get
Departmental targets in place by 1 April
1985.

The overall target saving of 5 per cent
over the first two years was not

ambitious, but it was acceptable bearing
in mind the limitations imposed on some
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Departments by existing contracts.

Summing up the discussion the Prime Minister said that
the meeting congratulated those involved in the preparation
of the report. Their work showed clearly that Government
Purchasing methods lagged behind best practice in the
private sector. Action should now be set in hand to remedy
the position as soon as possible. A Central Purchasing Unit
should be established in line with the report's
recommendations. It should be staffed both by secondees
from the private sector and by civil servants. An overall
target of 5 per cent savings over the first two years should
be set, and improved upon if possible. Departments should
be invited to prepare action documents as proposed in the
report, but the timescale should be accelerated to allow
individual targets to be in place by 1 April 1985. The
report should be published, together with a brief Government
response, subject to further consideration of the
appendices. Lord Gowrie was invited to clear detailed
pProposals on publication in correspondence. For the time

being at least, individual departmental targets should not
be published.

Finally the Prime Minister agreed to write a foreword
to the published version of the report. I should be
grateful for a draft in due course.

I am sending copies of this letter to the Private
Secretaries to those who attended the meeting.

by

s &M'
\?::hAﬁ;i,

(David Barclay)

Paul Thomas, Esq.,
Lord Gowrie's Office.
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MPO REPORT ON GOVERNMENT PURCHASING

The Chancellor read over the weekend Mr Jones'

submission of 25 October.

FROM: MISS M O'MARA
DATE: 5 November 1984

PS/Minister of State
Sir P Middleton

Mr Bailey

Mr Anson

Mr Judd - o.r.

Mr Battishill

Mr Gilmore

Mr Allan

Mr Gray

Mr F K Jones

Mr Hansford

Mr N J King

Mr Rayner

Mr R Jones

Mr Spackman

Mr Taylor

Mr Willis

Mr Tyler - o.r.

Mr Sharp - HMSO
Dr Freeman - CCTA

Noting the

suggestion in paragraph 7 that the Chief Secretary should argue against the publication.of an

arbitrary savings target, the Chancellor has commented that tough but realistic targets can

be a useful weapon, as has been demonstrated in the case of manpower.

He therefore

believes this approach should not be rejected without very good reason.

%Velagl

MISS M O'MARA
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FROM MR C D BUTLER
A November 19084

1 DR FRUEMAN Mr R Jones
v Mr Gilmore
2 MINISTER OF STATE Mr Ilouldsworth
File

cc attached for:

PS/Chancellor — { \
PS/Sir Peter liddleton s,
Mr Bailey
Mr Anson

Mr Sharp — HMSO

MDR REPORT ON GOVERNMENT PURCHASING

You asked (Miss McCambridge 4 October) for advice on whether there
were any special points in the MPO Report affecting CCTA. We have
held off replying until we knew the result of the discussion with
the Prime Minister on 29 October, which the Chief Secretary

attended. The Prime Minister has endorsed the report, svecifically
the establishment of a Central Purchasing Unit and setting targets
of 5 per cent savings (over the first two years) for procurements.
Departments are to prepare action documents so that targets can be
in place by 1 April 1985 and the report will be published, but not

individual departmental targets.

2 Broadly speaking CCTA welcome the general recormmendations in
the report. llany of these point in the direction planned for the

Agency following the Freeman Review of its role and functions,

endorsed by Ministers. Many other recommendations are well
established practices of CCTA,. Generally we see the report as an
endorsement of what CCTA is doing. It does however raise one or

two important issues for us, which will have to be resolved in

discussions with the Central Purchasing Unit.



3 The main problem is over the setting and achievement of target

savings.

We accept the principle of targets and will expect to

meet realistic ones. But the report does not answer the question

"5 per cent of what?", It implies a reduction in the total

expenditure on procurement. But that is nonsensical in a field

such as information technology, where departmental needs are rising

rapidly.

Any targets in the IT area would, we feel, need to take

account of the following:

The highly competitive nature of the IT industry. Since
the termination of the ICL preference policy in 1981 and
the application to IT of GATT/EEC international rules on
nublic procurement more and more of our large value

contracts have been awarded after competition;

The real costs of equipment are declining (though
software and human costs continue to rise). Any true
measure of productivity ought to take account of
increasing computer power per £ spent and benefits

obtained;

We look for every opportunity to secure discounts from
suppliers in all our procurements. Discounts and
reductions in cost achieved in any situation vary from
suppnlier to supplier and in relation to the items
supplied. Discount levels are also directly affected by
trends in market pricing, e.g. decisions to cut the gross

price of eguipment as a reaction to competitive forces.

The concent of fixing targets related to the overhead
cost of buying is a sensible one (and CCTA has a good
record in handling more procurements at lower cost) but
such targets must also take account of the length of time
taken to complete procurements. There is a balance to
be struck between reductions in procurement costs (e.g.
by staff reductions) and the efficiency and effectiveness
of the procurement process. The thrust of the Freeman
Review is aimed at reducing the time taken to procure
departmental systems so that the benefits from individual

procurements are realised as early as possible, but it is

-
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equally important to keep in view the effectiveness of
the procurement staff (e.g. in obtaining the best

discounts).

4 We would expect any system of targets we agreed with the

Central Purchasing Unit to reflect these points.

5 We are concerned about the recommendation (No @) that buying
orcanisations should introduce post-tender negotiation into their
buying procedures, because we think that in some areas it could
offend the contractual and ethical relationship between CCTA and
its suppliers. Nevertheless !MPO have acknowledged that existing

CCTA practice meets the general objective of the MDR recommenda-

tion.
6 The MDR recommends that departments be formally untied from
CCTA by April 1987 (Recommendation 27). CCTA believe that it can

offer a cost-effective and efficient service which justifies
centralised procurement, so we have no reason to object in
principle to the idea of untying departments from us. However
until the Freeman Review has been fully implemented and a new
working relationship between the Agency and departments has been
established, we consider it premature to determine a date for

further change.

7 The MDR also recommends that the CCTA, along with other
agencies, should be re-examined at a future data to consider how
many central agencies there should be. We shall be interested to

participate in this further examination.

8 The CCTA
individual scrutinies comprising the !DR, The substance of that

, as a central purchasing agency, was one of the nine
individual scrutiny and its recommendations were encompassed in the
Freeman Review. We therefore envisage that the action document
which flows from the Freeman Review(which will be submitted to you
shortly, following submission of the CCTA Corporate Plan) will, for

all essential recommendations, be the action document discharging

V]



the MDR. There are certain differences between the MDE and the
Treeman Review, but we would expect these to be sorted out in

discussions with the Central Purchasing Unit.

Q In short therefore the recommendations of the MDR either
follow existing pnractice in CCTA's purchasing in ceneral terms, or
are consistent with the direction projected for the Agency in
fulfilment of the Freeman Review. There there are differences,
they are capable of resolution in discussions and cooperation with
the Central Purchasing Unit. We look forward to those

discussions.

C D BUTLEE
CcTe6
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GOVERNMENT PURCHASING

At the meeting on 29 October to discuss the central team's
report on Government Purchasing I undertook to prepare a
foreword to the report, to inform colleagues of changes to be
made to the text before publication and to seek colleagues'
agreement to the proposed arrangements for publication.

2 .+ Adraft foreword; For iné¢lusien in the. report over your
name, is attached at Annex A.

3. A list of the amendments to be made to the report as a
result of discussion at the meeting is at Annex B.

4. On publication, the earliest HMSO can prepare and
distribute the final version of the report is the second week
of December. I therefore propose, subject to agreement, the
following timetables:

Monday 10 December

- arranged written PQ, for answer by you, announcing
publication the following day;

- MPO officials to speak to the Council of Civil
Service Unions and provide them with embargoed
copies of the report.

Tuesday 11 December

- (morning) Press Conference with selected
correspondents. I propose to chair this;

- MPO to issue Press Notice;
- copies of report to be available through HMSO.

5+ In order not to delay action on the report pending
publication, I propose to write to Ministers in charge of
departments as soon as possible, enclosing a classified
photocopy of the amended report and inviting them to set in
hand the preparation of action documents. While this increases
the risk of a leak of our conclusions, I think it is necessary
if we are to achieve results in the timescale we have set
ourselves.



6. To meet the deadline of 12 December, which is in effect
the last practicable publication date before the Christmas
recess, we need to get the final text to HMSO by 9 November.
Unless I have heard to the contrary from colleagues by that
date, I shall assume that the proposed changes to the text are
acceptable. I apologise for the tight timescale.

7 ¥ I should be grateful for your agreement tO the foreword
and to the publication arrangements set out above.

8. Copies of this minute go to Michael Heseltine, Patrick
Jenkin, Nicholas Ridley, Peter Rees, Janet Young, Norman
Lamont, Timothy Raison, Tony Newton, David Waddington, Robert
Armstrong and Robin Ibbs.

GOWRIE
7 November 1984



ANNEX A

DRAFT FOREWORD

Even if you leave out military spending, the amount of
purchasing engaged in by Government each year is very big
business indeed. Whether we are buying a large system to
computerise DHSS local offices, wheelchairs for disabled
people, paperclips for our offices or a myriad other items,
it adds up to more than £7,500m. This report shows clearly
that there is room for improvement in the purchasing methods
of government departments: to save taxpayers' money, to
provide better value for the money that does have to be
spent, and to raise the effectiveness and efficiency of the

departments concerned.

I welcome the report and am grateful to its authors. I have
asked all departments to draw up firm proposals for

implementing the conclusions reached. I have also agreed to
the setting up of a central purchasing unit. The unit's job
will be helping and advising individual departments in work

which the Government collectively considers most important.
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Annex B

ANNEX B

Amendments to Government Purchasing

3rd line delete

from them...
2nd line delete
8th line delete

8th line delete

'...and of the savings estimated to result

"£300,000" insert '"£400,000"
“£5 million" ‘insert-Y£10 million"".

"1986'" insert ''1985".

For each departmental summary delete in the table the

lines entitled "Potential savings' and '"As percentage'';

and, where appropriate, delete footnotes and

commentaries relating to these headings.

In the FCO list of main recommendations delete in

the penultimate recommendation

...of 2 per cent on quoted prices under £1000 rising

to 5 per cent on contracts over £50,000;"

In the DHSS list of main recommendations delete in

the last two recommendations '"of 5 per cent" and

"of 10 per cent'
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The Prime Minister was grateful for Lord Gowrie's
minute of 7 November about the next steps in taking forward

the report on Government purchasing.

The Prime Minister has approved a revised version of
the foreword for her signature. This I enclose. She is
also content with the proposals for a Written Answer on
Monday 10 December, and for publication the following day.
1 should be grateful if you could submit a draft Question

and Answer for the Prime Minister's consideration, in good

time.

I am sending copies of this letter to Richard Mottram
(Ministry of Defence), John Ballard (Department of the
Environment), Dinah Nichols (Department of Transport),
Richard Broadbent (Chief Secretary's Office), Stewart Eldon
(Baroness Young's Office, FCO), Edmund Hosker (Norman
Lamont's Office, DTI), Michael McCulloch (Timothy Raison's
Office, FCO), Christopher Evans (Antony Newton's Office,
DHSS), Jim Acton (David Waddington's Office, Home Office),
Richard Hatfield (Cabinet Office) and to Sir Robin Ibbs.

David Barclay

Paul Thomas, Esqg.,
Chancellor of the Duchy of Lancaster's Office.
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DRAFT FOREWORD @

Government purchasing is very big business. Each year,
gquite apart from military spending, departments spend more
than £7,500 million pounds of taxpayers' money On an enormous
variety of goods and services. Getting the best value for
that money is crucial - whether we are buying computer systems,

furniture or paper clips. L

This report shows clearly that there is room for improvement
in the purchasing methods of Government departments: improvements
which save money, provide better value for the money that has to %
be spent, and raise the effectiveness and efficiency of the public ‘

service.

I welcome the report and am grateful to its authors. I have
asked departments to draw up firm proposals for implementing the
conclusions reached, and I have agreed to the setting up of a
central purchasing unit. The unit's job will be to help and
advise individual departments in work which the Government

collectively considers most important.
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The Chancellor of the Duchy sent me a copy of his minute
of 7 November, with a draft foreword and minor amendments
to the text of the MPO report, and proposals for its

publication next month.

2 I am content with the draft foreword. I note that the
decision about where to put the new central purchasing unit
has still to be taken, and I understand that officials are

now preparing to advise you.

3 I have no comments on the amendments to the text, or
on the general shape of the arrangements for publication.
Because of our responsibility for public purchasing policy,
I think it will be important for the Treasury to be represented

at the Press Conference.
4 Copaes i of . this  iminute go to Grey Gowrie, Michael
Heseltine, Patrick Jenkin, Nicholas Ridley, Janet Young,

Norman Lamont, Timothy Raison, Tony Newton, David Waddington,

Robert Armstrong and Robin Ibbs.

PETER REES

MANAGEMENT IN CONFIDENCE
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The action agreed at the rime Minister's meeting on 9
October should 1lead to significant improvements. My Department
will play its part fully.

But I must underline what I said at the meeting about the
purchasing of "roads". I have introduced new approaches to
our dealings with consultants and contractors designed to get
the full benefit of competition 1in securing value for money

in both new building and the maintenance of roads. I shall
of course continue to 1look for improvements. T do! tnok - think
however, that there 1is scope for further major savings, and

the figure of £68mqgquoted in the report is wholly unreliable.
Some aspects of the roads programme do of course involve procurement
in a more conventional sense and this will be rigorously examined
along with ‘my 'Department's: "other  procurement ' as' part. .of" the
new exercise. I also said at the Prime Minister's meeting that
I would expect to take advantage of any extra savings obtainable
in the roads programme to build more roads.

I am copying this to the Prime Minister, Leon Brittan,
Michael Heseltine, Patrick Jenkin, Peter Rees, Janet Young,

Norman Lamont, Timothy Raison, Tony Newton, Sir Robin Ibbs and
Sir Robert Armstrong.

Tt

NICHOLAS RIDLEY
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The Rt Hon Peter Rees QC MP

Chief Secretary to the Treasury

Treasury Chambers

Parliament Street
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GOVERNMENT PURCHASING

I enclose a copy of a letter I have sent today to Ministers in
charge of departments, other than those that participated in
our meeting on 29 October at which we discussed the central
team's report on Government Purchasing. The letter brings
departments up to date on developments and commissions action
documents from them.

A copy of the amended version of the report is enclosed for
each of the departments for which you are responsible. I
should be grateful if Ministers in charge of the departments
that participated in the review could similarly set in hand the
preparation of action documents.

We need quickly to identify an individual in each department
responsibile for follow-up action so that we can keep everyone
abreast of developments on the setting up of the Central
Purchasing Unit, publication etc.

I am copying this letter to the Prime Minister, Leon Brittan,
Sir Geoffrey Howe, Michael Heseltine, Patrick Jenkin, Nicholas
Ridley, Norman Fowler, Norman Lamont, Timothy Raison, Sir Robin
Ibbs and Sir Robert Armstrong.

——
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From the Chancellor of the MANAGEMENT AND PERSONNEL OFFICE
Duchy of Lancaster Great George Street
LOl'd GOWHC London SWIP 3AL

Telephone 01-233 8610

The Rt Hon Michael Jopling MP
Minister of Agriculture, Fisheries
and Food
1 Whitehall Place
LONDON SW1A 2HH 19 November 1984

GOVERNMENT PURCHASING

The purpose of this letter is to bring you up to date with
respect to the multi-department review of Contract and
Procurement Procedures and to invite you to set in hand the
preparation of an action document on the recommendations of the
report of the central review team. A copy of their report is
enclosed for each of the departments for which you are
responsible.

Background

The multi-department review formed part of our 1983 Efficiency
Programme, announced to Parliament on 20 December 1982. The
review was carried out by means of separate scrutiny-type
studies in 9 departments, co-ordinated by a small team of
officials in the MPO. Their report draws out the common
lessons of the departmental studies and recommends a programme
of action designed to secure improvements in government
purchasing across all departments.

An ad hoc group of the Ministers whose departments took part in
the review, meeting under the chairmanship of the Prime
Minister, approved the report of the central team on

29 October. In particular it was agreed:- that the report
should be published; that Ministers in charge of departments
should draw up action documents by April 1985 showing how they
propose to implement the recommendations of the report; that a
small Central Purchasing Unit should be set up to encourage and

MANAGEIENT IN CONFIDENGE
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monitor deparcmental implementation; and that, as an overall
guideline target, departments should aim to achieve a 5%
improvement in the value for money they obtain from their
expenditure on purchasing by April 1987.

Action Documents

As usual with these multi-departmental reviews, each department
that has responsibility for the function reviewed is required
to prepare an actiion document setting out how they propose to
implement the recommendations of the central report. In the
case of purchasing, all departments are involved as all have
responsibilities for the purchase of goods and services such as
stationery and office supplies, travel, consultancy services,
postal services etc and many have responsibility for other
direct purchases. Some departments will buy all their goods
and services through the central government prucurement
agencies (the CCTA, Crown Suppliers, HMSO, PSA and COI). The
report makes clear, however, that departments are ultimately
responsible for the value for money they obtain even if they
purchase primarily through the agencies; the recommendations of
the report apply as much therefore to such departments as to
those that might more readily identify themselves as '"buying"
departments.

Most of the report's recommendations are directed at
departments generally; a few are more specific. I attach an
annex listing those recommendations for which responsibility
for implementation falls to specific named departments.

The Prime Minister has asked that action documents should be
prepared by April 1985. Work is already in hand to finalise
the arrangements for the staffing of the Central Purchasing
Unti. In the meantime, the central review team in MPO will
remain in existence to help and advise departments on the
preparation of their action documents. It would be helpful if
the individual you choose to be responsible for following-up
action on the review in your department could contact the head
of the team (Mr R B Brown, ME1l Division, MPO on 01-233-3080) so
that we can develop a network of official level contacts as
soon as possible.

Publication

We are currently aiming to publish the report through HMSO on
Tuesday 11 December. Publication will be announced in a PQ by
the Prime Minister on 10 December.

MPO officials will be briefing the Council of Civil Service
Unions on the contents of the report in the week before it is
published. However, in order to minimise the risk of leaks, I
should be grateful if you could treat the report at ''Management

MANAGELENT [ CONFIDENGE
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in Confidence'" until it is actually published. This means that
your officials will not be able to discuss the contents of the
report or the action they propose to take on it with your
Departmental Trade Union Side before 12 December. Nonetheless,
given that the timetable for the preparation of action
documents is already quite tight, I hope that officials can
start to prepare a response in advance of that date.

Non-Departmental Public Bodies

Ministers in charge of departments that sponsor
non-departmental public bodies (NDPBs) will want to consider
how far similar action should be sought from those bodies.

This will need to be monitored and, in due course, reported
back to the Central Purchasing Unit. Again, however, given the
risk of leaks it would be best to delay action vis-a-vis NDPBs
until the report is published.

Summary
Ministers in charge of departments are asked:

- to commission action documents on the report from
each of the departments for which they are responsible;

- to identify an individual in each department to be
responsible for following-up the report. The MPO should
be informed of this contact point as soon as possible,

- to delay discussing the contents of the report with
Trade Union Sides until it is published;

- to consider how far follow-up action should be soght
from NDPBs and to commission such action after publication
of the report.

I am copying this letter to all Ministers in charge of
departments.

GOWRIE
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COPY LIST: PRIVATE SECRETARIES TO:-

Prime Minister
Lord President of the Council
Lord Chancellor

Secretary of State for Foreign and Commonwealth
Affairs

Secretary of State for the Home Department
Chancellor of the Exchequer

Secretary of State for Education and Science
Secretary of State for Energy

Secretary of State for Defence

Secretary of State for Scotland

Secretary of State for Wales

Secretary of State for the Environment
Secretary of State for Social Services
Secretary of State for Trade and Industry
Secretary of State for Employment

Minister of Agriculture, Fisheries and Food
Secretary of State for Transport

Secretary of State for Northern Ireland
Attorney General

Minister for Overseas Development

Lord Advocate



ANNEX

RECOMMENDATIONS FOR WHICH RESPONSIBILITY FOR IMPLEMENTATION

FALLS TO SPECIFIC DEPARTMENTS

Recommendation

Number

15, 18

23,29

25,28

27

Responsible department(s)

Cabinet Office (MPO)

Central Purchasing Unit

HMSO, CCTA, Crown Suppliers

Cabinet Office and HM Treasury



FROM: R JONES
DATE: 28 November 1984

&S/ CHIEF SECRETARY cc PS/Chancellor<—
PS/FST
PS/EST
PS/MST
Sir P Middleton
Mr Bailey
Mr Anson
Mr Battishill
Miss Kelley
Mr Judd
Mr Kitcatt
- Mr Monger

?«'Ou~piﬁ 2 Mr Hansford
Mr Lankester
Mr CC Allan
Mr Gray
Mr Watson
Mr F K Jones
Mr Perry
Mr Spackman
Mr Taylor
Mr Willis
Mr Tyler

Mr Sharp HMSO

Dr Freeman CCTA

Mr L D Hawken C&E

Mr A Robinson COI

Mr E A Johnston GAD
Dr D J Gerhard
Royal Mint

Mr J M Bridgeman
Reg of Friendly Soc.

Mr D Simpson CISCO

Mr P A Goodwin NEDO

Mr D J L Moore
Inland Revenue

Mr S W Gilbert DNS

MPO REPORT ON GOVERNMENT PURCHASING

Please substitute Mr L D Hawken C & E for Mr L D Hamilton in the
list of copy recipients of my submission of 27 November and in the
list of officials attached to this.

'ﬂJ‘
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R JONES
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Thank you for your letter of 19 November, replying

GOVERNMENT PURCHASING

to mine of 14 November.
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further improvements in all aspects of my Department's
performance. But, as I have also said, the savings

suggested in the report on roads were wholly unrealizable.

You mention that the report includes a sample of
contracts in which final costs were on average 27% higher
than the tenders accepted. The sample is in an Annex which
is not referred to in the report itself; but its purpose
was probably to illustrate how additional costs arise in
the course of construction. These were contracts which
provided for the price to vary with inflation, and inflation
averaged 13% a year over the period covered by the sample.
Other price increases arise from the uncertain nature of
civil engineering work, where the engineer in charge of
the scheme may need to authorise additional work or
extensions of time because of, for example, unexpected
ground conditions. In theory it would be possible to alter

the conditions of contract so that the risk of such

MANAGEMENT IN CONFIDENCE




MANAGEMENT IN CONFIDENCE

unexpected conditions (or other causes of additional
work) lay entirely with the contractor. But the result
would be that all tenders would be considerably  higher,
as contractors covered themselves against risks(which
might nof arise!) vou may have noted that the report
does not include any recommendation on these lines.

I fear that any savings to be made in this way are
illusory.

I will, however, be experimenting in this area
to some extent with our new design/construct contracts.

I am copying this letter to the Prime Minister,
Leon Brittan, Michael Heseltine, Patrick Jenkin,

Peter Rees, Janet Young, Norman Lamont, Timothy Raison,
Tony Newton, Sir Robert Armstrong and Sir Robin Ibbs.

Fons

NICHOLAS RIDLEY

MANAGEMENT IN CONFIDENCE




£ s
PSlMsTt
Cie P Aomperad
Mm\uc?/
i*,ANSc
M Spn-L
h Gimep e
4 Jusd
Treasury Chambers, Parliament Street, SWIP 3AG 'JPK\‘\’CW
Mk RO s
L\\/\ e Geny
! tt F ¢aodes

MANAGEMENT IN CONFIDENCE
013/110

Rt Hon Nicholas Ridley AMICE MP
Secretary of State for Transport
Department of Transport

2 Marsham Street ﬂl’\’yk\i‘a
London
L 10 December 1984
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GOVERNMENT PURCHASING

You sent me a copy of your letter of 14 November addressed to
Grey Gowrie. I have subsequently seen his reply of 19 November
and your further letter of 29 November. I ought to make Jjust one
comment on the final sentence of the second paragraph of your
original letter.

As you rightly said, you did raise at the Prime Minister's
meeting on 29 October, the question of the re-allocation of any
expenditure savings resulting from better procurement practice.
But, as (iii) of the letter of 30 October from No. 10 makes clear,
that issue would need to be resolved case by case. I “cannot ‘at
this stage say that "any extra savings obtainable in the roads
programme" can be regarded automatically as being available to
build more roads. That is something we shall need to discuss
when savings have been identified.

I am copying this to the Prime Minister, Grey Gowrie,
Leon Brittan, Michael Heseltine, Patrick Jenkin, Janet Young,
Norman Lamont, Timothy Raison, Tony Newton, Sir Robin Ibbs and
Sir Robert Armstrong.

;L\J{%, Z/ lh/

——r

/
PETER REES
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Thank you for your letter of 31 December. ®rfreenar™, M Sharp

-

I understand and share your concern to set achievable
targets for cost reduction. But it is clearly difficult
to measure efficiency savings in a programme dealing with
non-standard units of output, as in the case of the road
programme. Value for money lies not only in the construction
cost but also in the frequency and cost of maintenance over
a long period. You have my full support in seeking
improvements to reduce and control costs. This is my main
objective in considering both the Endacott Report and the
Vaizey and NAO Reports. ;

As I have said, my officials are well advanced in
considering the Endacott Report and on the particular
recommendation you mention in paragraph 3 of your letter,
they are proposing that a basis for procedural change
should be discussed with the road construction industry.

After consulting more widely and forming views on
the impact of the other linked Reports (copies of which
will be made available), my officials will be discussing



with yours the issues arising for roads purchasing from
the Endacott and central reports, the aim being to
produce a comprehensive response by 1 April. Like you,
I hope that the timetable will not become more protracted.
Could I suggest that my officials get together with yours
nearer the time to agree on the precise form the action
documents on the Endacott and the central reports should
take? I do not want the material in the action
documents to be repetitive, but if there is material in
the central report bearing on our roads purchasing
activities which is not covered in our response to the
Endacott report, then it will of course have to be
dealt with in the action document on the central report.
Turning to your comments on my proposed
examination of our more routine purchasing activities, which
my officials have described to yours in detail, I entirely
agree that any interim statement we produce must be based
on solid facts. I am sure you will be as aware as I am
that reviews which are not so based will lack credibility.
For this reason, I do not think it is realistic to set a
firm deadline that the fact-finding part of the exercise
will be completed within one month. The range of the
Department's purchasing activities is extremely varied,
and no central records are kept. What I think the review
officer will be ahle to do during the coming month will
be to complete a very quick survey of the field to identify
the scale of the problem, and perhaps analyse in detail a
few areas if there are any which are particularly
significant in terms of the volume of expenditure, so
that recommendations on these could be produced for an
April action statement. I hope you will find this an
acceptable way of proceeding. The review officer,
Mr Overton, is now in post, and if your officials would
like to discuss the way forward with him and with our
other contact points, I should be happy for them to do
so.



The terms of reference of the review are:

"a. to examine and analyse the Department's
arrangements for purchasing goods and services,
the purchases made and stores procedures, apart
from the procurement of new roads schemes and

extra-mural research contracts;

b. in the light of the MPO report '"Government

Purchasing'" to make recommendations for the

future management of the work examined under

(a) above and consider the application of

those recommendations to non-departmental public

bodies." E
My concern like yours will be to secure better value for
money. Until we know what the facts are, I cannot say
how far that will best be achieved by implementing the
recommendations of the central report. However, I
certainly do not want my review of routine purchasing
to go over ground already covered in the central report,
and the review officer will want to take up the offer
of disclission with your people about the management of
stor .es. I note your assurances about the central
report's respect for FMI principles, and I am sure you
will also agree on the importance of keeping in mind
the lessons learned from the Wardale/Touche Ross report
about the precautions necessary to avoid fraud and
corruption.

To sum up, we hope to have completed a detailed
action statement on the Endacott report by 1 April,
and within the same timetable we should have completed
a preliminary survey of our routine purchasing activities
with a view also to make recommendations on some of the



more significant of them. I have already dealt with
the question of targets on highways procurement in
previous correspondence. On routine purchasing I
will see what can be done to set targets by 1 April
for those activities we have been able to examine

in detail.

I am copying this letter to the Prime Minister,
Leon Brittan, Michael Heseltine, Patrick Jenkin,
Peter Rees, Janet Young, Norman Lamont, Timothy
Raison, Tony Newton, Sir Robert Armstrong and
Sir Robin Ibbs.

B
Navacs

NICHOLAS RIDLEY
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I gather it has been decided that the Central Unit on Purchasing
will report jointly to you and Peter Rees and that efforts are

currently being made to find a suitable candidate as head of the
Unit.

As you know the DTI has welcomed the MPO report and particularly
its endorsement of the Public Purchasing Initiative, which is one
of my responsibilities here. At the same time we are obviously
concerned at the report's finding that the PPI's implementation in
practice by Departments is at best patchy. Clearly, a renewed
effort is needed to improve the position.

The MPO recommendations should themselves help the PPI's operation
in practice, as the report says, but this will not happen unless we
take action to see that it does. It is most important that we take
advantage of the period of change that has been invoked by your
report to ensure that PPI principles become fully integrated into
Departments' purchasing activities. I would like to propose,
therefore, that we meet to discuss how best to go about this.

Peter Rees might wish to join us.

One major point which arises straight away is the need for the
staff of the new Unit, and particularly its head, to be sympathetic
to the aims of the PPl and to the potential of the Government's
purchasing power for strengthening the performance and
competitiveness of UK suppliers. 1 hope it will be possible for us
to be consulted about names proposed for the Unit before
appointments are made.

I think we should be considering ways of linking the Public
Purchasing Initiative and Pre-Production Orders so that we and the
company can put offers of equipment on trial at low cost to the
public undertaking with a requirement to be met.

J29ABL



I am sending a copy of this letter to Peter Rees.
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Thank you for your letter of 22 January. I am sorry not to
have replied sooner.

I note that you have asked your officials to press ahead with
their review of non-roads purchasing with a view to producing
at least an interim action document by 1 April. Do you have
in mind any target date for completing a final action
document? It would be useful to know what this is.

It will be disappointing, of course, if the interim plans do
not indicate, however broadly, targets for value for money
improvements. As you will recall, at the meeting last
October to discuss the report, the Prime Minister was anxious
that such targets should be set within five months of the
meeting. Mr Overton has already been in contact with my
officials and perhaps the question of targets is best
discussed between them.

I am pleased you will be bringing forward an action document
on road construction and maintenance contracts and that this
will pull together the recommendations of both the Endacott
report and '"'Government Purchasing''. You raise again the
difficulties of setting value for money targets in this area
and I appreciate the problems. Nonetheless, I hope your
action document will respond positively on this matter. I
wonder whether, in view of the difficulties you see, it would
be helpful to get in some expert help on a consultancy basis
in order to take forward the whole question of setting
targets in the roads construction and maintenance fields.



My officials are ready to discuss with yours any of the
issues arising from the ''roads'" side of your response to the
central report. I look forward to seeing your action
documents next month and to receiving copies of the other
reports relevant to this issue.

I am copying this letter to the Prime Minister,brLeon Brittan,
Michael Heseltine, Patrick Jenkin, Peter Rees§ Janet Young,

Norman Lamont, Timothy Raison, Tony Newton, Sir Robert
Armstrong and Sir Robin Ibbs.
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