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Summary 

Introduction 

Many of the services that departments provide to the public depend heavily on computer software 
(Figure 1). Almost all of the software used by departments is produced commercially by companies 
who sell their products subject to conditions for its use, which are set out in an accompanying 
licence. Departments are responsible for determining their own software requirements and 
purchasing what they need. In 2001–02, departments spent around £610 million on software, £100 
million of which was spent on over one million licences.  

Figure 1: Software is vital for delivering services to the public 
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Source: National Audit Office 

The Office of Government Commerce (OGC) exists to promote value for money in central civil 
government procurement. To support departments in getting a better deal, OGC has reached 
Memoranda of Understanding with five software companies, Microsoft, Sun Microsystems, 
Lotus/IBM, Corel and Oracle. The purpose of the Memoranda is to enable all parts of the public 
sector including departments, agencies and local authorities to take advantage of negotiated prices 
for software offered by suppliers. When setting up the Memoranda, OGC estimated the public 
sector would save around £100 million over the three years from March 2002 through a 
combination of direct price reductions, productivity improvements and efficiency gains. 

Based on a Report1 by the Comptroller and Auditor General, we took evidence from OGC on 29 
October on three main issues: negotiating the Memoranda, realising the maximum benefit from the 
Memoranda, and dominant suppliers and new sources of supply. 

 

 
1 C&AG’s Report, Purchasing and Managing Software Licences (HC 579) 
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Conclusions and recommendations 

For Departments 

1. OGC was able to negotiate a succession of discounts from dominant software 
suppliers because it secured close and sustained co-operation across the public 
sector. The OGC is now embarked on discussions with Microsoft to determine 
whether better prices can be achieved through an improved Memorandum and it 
will be important that bodies in the public sector are ready to act in concert again, so 
that the OGC can negotiate from a position of strength. 

2. Open Source software, already in widespread use for server applications, may in 
future provide departments with a viable alternative to existing software 
suppliers for a broader range of functions including desktop applications, 
opening up the marketplace to wider competition and potential improvements in 
value for money. The present OGC trials with IBM have recently been 
supplemented by a second deal with Sun Microsystems. This deal offers a useful 
second front to explore the viability of this potential new source of software. If the 
results show that open source software is practical, particularly in respect of 
integration with existing systems, departments should be ready to apply the lessons 
learnt to their future purchasing decisions.  

3. Departments should benchmark prices against those available through the 
Memoranda when considering options for purchasing software. If a decision is 
taken not to use the Memoranda, then there needs to be clear evidence that the 
alternative procurement route will deliver better value for money. 

4. Where departments plan to make use of the specialist skills and purchasing 
power of contractors to procure software, they should make sure that the 
contractor is aware of the Memoranda, and that any benefits arising from the use of 
such discounts are factored into the overall deal secured between contractor and 
department. 

For OGC 

5. Initial take-up of the Memoranda has been less than OGC anticipated, with some 
departments lacking awareness about the deals in place. OGC is focusing its 
publicity and awareness campaigns on those who are not procuring software 
through the Memoranda. OGC should track the progress of these campaigns and 
take further action if awareness and take-up of the deal remain lower than expected. 

6. 10% of departments do not maintain reliable market information on IT 
suppliers, their software products or the longer term developments in the IT 
sector. OGC should identify and work with these departments, for example by 
encouraging them to attend OGC’s information and support events, so that they can 
deal with suppliers on a more even and professional footing. 
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7. The Memoranda negotiated by OGC have, to date, saved £49 million in direct 
price reductions. OGC does not, however, hold information on the extra savings 
that might have been achieved if those departments who have not used the 
Memoranda had done so. OGC should determine how the savings achieved compare 
with what might have been secured with levels of higher take-up. 

8. OGC estimated £36 million direct price savings over three years from March 
2002, but £49 million savings had already been achieved by September 2003. In 
the light of their increased knowledge of the marketplace, their greater experience 
gained from successive deals, and the opening of discussions with Microsoft, OGC 
should see whether an improved Memorandum offering further savings is possible. 
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1 On negotiating the Memoranda 
1. In May 2001, Microsoft announced new licensing arrangements to operate worldwide 
from August 2002, which OGC, departments and local authorities estimated would cost an 
additional £40 million to £60 million per year. In response OGC started negotiations with 
Microsoft to secure more favourable terms.2 Initially the company was unwilling to 
negotiate with OGC and it took five months to conclude a Memorandum of 
Understanding. Fundamental to achieving a deal was the willingness of the wider public 
sector, including local authorities and the devolved administrations, to co-operate with 
OGC during negotiations.3 

2. OGC subsequently secured similar agreements with Sun Microsystems, Lotus/IBM, 
Corel and Oracle. OGC estimated that if the public sector took advantage of these 
Memoranda, there would be a total saving of some £100 million in the three years from 
March 2002 through a combination of direct price reductions, productivity improvements 
and efficiency gains and that most of the saving would be generated by the deal with 
Microsoft. By January 2003 the Memoranda had already saved £31 million in direct price 
reductions mainly from Microsoft.4 OGC estimated the direct price savings achieved as £49 
million at the end of September 2003 (Figure 2). The initial estimate of the savings of £100 
million was low because there was no precedent in the public sector of such a deal. Given 
the fast moving nature of the software market, OGC believed there was a basis for looking 
at the Memoranda again. OGC have opened up discussions with Microsoft to see whether 
they can obtain further improvements in the Memorandum.5 

Figure 2: OGC’s estimates of direct price reductions 

 Date Direct price reductions 

OGC’s estimate of the savings to be achieved 
for the public sector as a whole 

March 2002– March 2005 £36 million 

OGC’s estimate of the savings achieved for the 
public sector as a whole 

By January 2003 £31 million 

OGC’s estimate of the savings achieved for the 
public sector as a whole 

By September 2003  £49 million 

Source: Office of Government Commerce 

3. Microsoft requires its customers not to reveal to third parties the level of discount they 
receive. Purchasers are therefore unable to determine whether the price being offered is 
better than those for other customers.6 OGC obtains market intelligence from a number of 
sources to assess the worth of the Memoranda, but considered it difficult to compare them 
with other agreements offered to large corporations who could commit upfront to the 
purchase of large volumes of software. The Memoranda, by contrast, offer no guarantees 
about purchase volumes, since these would depend on the procurement decisions of 
individual departments.7  

 
2 C&AG’s Report, para 1.13 

3 Qq 3, 33 

4 C&AG’s Report, paras 7, 1.16 

5 Qq 1, 3, 5 

6 C&AG’s Report, para 1.15 

7 Qq 6–8 
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2 Realising the maximum benefit from the 
Memoranda 

Awareness of the Memoranda 

4. Departments are not obliged to use the Memoranda and have been slower in taking up 
the terms offered by software companies than OGC anticipated.8 There were also some 
organisations whose knowledge and awareness of the Memoranda was not high. OGC 
estimated that a further £20–30 million could be saved in the future as a result of direct 
price reductions from the Memoranda. In order to reach this figure OGC was planning a 
series of activities such as road shows to raise awareness and further publicise the 
Memoranda’s benefits across the public sector.9  

Market Intelligence 

5. To act as intelligent customers, departments need to have reliable market information 
on IT suppliers’ products and prices. While 90% of departments sought such information, 
less than half explicitly drew on the material provided by the OGC Foundation, a 
subscription-based service offering information, experience and support networks for 
those procuring and managing IT.10 OGC has now discontinued the Foundation because 
the requirement to subscribe discouraged potential users and instead runs free-of-charge 
events. OGC believed that the 10% of departments not seeking market intelligence were 
mainly smaller organisations who felt they could rely on OGC as a source of market 
information.11  

6. OGC does not have a formal process whereby departments are required to report the 
level of savings they achieve from using the Memoranda. Instead OGC relies on suppliers 
to report the level of discounts they have given the public sector.12 On whether this was a 
reliable means to secure information on discounts, OGC said suppliers had a vested 
interest in maintaining accurate records so that they could control and monitor any 
potential illegal use of licences. OGC periodically checked with key departments to validate 
this information.13 

Volume Thresholds 

7. The discount each department obtains from the Memorandum with Microsoft depends 
on the total volume of purchases made by the public sector at that date. Once the level of 
purchases triggers a higher discount rate, all departments subsequently buying software 
can benefit—in effect gaining an additional price reduction compared with those 

 
8 C&AG’s Report, para 7 

9 Qq 9, 49 

10 C&AG’s Report, paras 2.21–2.22 

11 Qq 47, 50 

12 C&AG’s Report, para 2.19 

13 Q 10  
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purchasing earlier.14 OGC estimated that the next discount threshold will be triggered early 
in 2004 but this will depend on the purchase of more software, in particular by the NHS. 
More generally, OGC intend to emphasise to departments the importance of remaining 
alert to the potential for triggering further price reductions when reaching decisions on 
future software purchases. OGC will notify departments when the next threshold is 
reached.15  

Business Cases 

8. Departments can upgrade software at any time and do not need to wait until their 
existing agreements expire. However, upgrading often involves costs beyond simply the 
licences such as the need to purchase new hardware and the cost of installing both 
hardware and software. Departments therefore have to prepare a business case for buying 
new software, taking into account all the various potential costs and benefits. Business 
cases do not, however, include the possible wider effect on the public sector that 
purchasing under the Memoranda may have.16 

Outsourced Contractors 

9. Some departments use outsourced contractors for their software purchases as they 
believe they can obtain reduced administrative costs, faster procurement and the ability to 
take advantage of the increased purchasing power of the contractor. Where outsourced 
contractors achieved savings by using the Memoranda there was a risk that these might be 
retained by the contractors with the result that the department did not benefit.17 Some 
departments using outsourced contractors have yet to make use of the Memoranda and 
when the next volume threshold is reached in early 2004, OGC plan to remind 
departments using outsourced contractors to make sure that any benefits secured from the 
Memoranda are passed on.18 

Agreements outside the Memoranda 

10. Prior to the introduction of the Memoranda, the Ministry of Defence, with the 
knowledge of OGC, set up its own agreement with Microsoft to meet its specific needs. The 
Ministry estimates that it will save £17 million over four years on software expenditure 
totalling £69 million.19 This agreement ends in May 2004 and OGC intend to open up 
discussions with the Ministry as to the best way to proceed.20 

 
14 C&AG’s Report, para 1.14 

15 Qq 86, 89, 111, 114 

16 Qq 51–53, 75–80, 88 

17 C&AG’s Report, paras 2.16, 2.20 

18 Q 56 

19 C&AG’s Report, appendix 4, para 10 

20 Qq 69–70 
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11. Under the Memorandum of Understanding with Microsoft, any licences bought by the 
Ministry under the terms of its existing deal are counted as part of the total volume of sales 
within the Memorandum. This is also the case with purchases made by the NHS.21  

12. The Memorandum also contains provision for any large purchaser of licences to 
negotiate a higher level of discount than those normally applying under the agreement. In 
that case the volume of licences purchased would also count towards total sales volume 
under the OGC’s main deal.22  

 
21 Q 41  

22 Qq 41, 63–66 
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3 On dominant suppliers and new sources 
of supply 
13. Almost all departments (95%) have purchased Microsoft software licences (Figure 3).23 
OGC considered that the public sector had obtained significant benefits through the 
widespread adoption of Microsoft products, including the ease of inter and intra-
organisational communication. Being dependent on one supplier, however, involved risk 
and there was a need to continually assess whether competitive alternatives existed.24 

Figure 3: Nearly all departments use Microsoft software 
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Source: National Audit Office survey of departments 

Open Source Software 

14. Open source software is where the source code (the language in which the programme 
is written) is freely distributed with the right to modify the code, on the condition that the 
redistribution is not restricted and indeed is obtainable for no more than the reasonable 
cost of reproduction. Programmers develop open source software, often collaboratively, to 
their own design and groups of users provide mutual support when using the software. 
Open source programmes have no warranty and do not require licences. The software is 
usually not in a form that can readily be integrated with existing systems or compatible 
with off-the-shelf packages. Users have to therefore provide their own, often extensive 
technical support.25 

15. In July 2002, OGC and the Office of the e-Envoy announced that all public sector 
organisations should consider open source software when procuring IT. At that time, 
however, OGC had advice that open source software was not yet robust enough for use 
with the standard office desktop computer. OGC’s aim in laying down a policy in advance 

 
23 C&AG’s Report, para 2.5 

24 Qq 12, 15 

25 C&AG’s Report, para 1.9 
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of the maturity of the technology was to enable departments to be ready to adopt the 
technology at a point when it became sufficiently robust to be considered as a cost effective 
alternative for the office desktop environment.26 

16. In September 2003, OGC produced more detailed guidance on the implementation of 
the policy. In the following month, they considered that open source software had matured 
sufficiently to announce nine proof-of-concept trials with departments and other public 
sector organisations to examine whether open source software could provide a realistic 
alternative to existing software products.27  

17. These trials will evaluate the total cost of ownership of open source software including 
migration, support and retraining costs involved. IBM is providing free of charge support 
in the form of personnel and the loan of hardware for the trials. Oversight of the activity is 
by OGC and the Office of the e-Envoy, together with consultancy support to develop a 
model to assess the value for money delivered by the trials. The trials will last for a year and 
OGC will then make an assessment on whether all or part of government could benefit 
from this type of software, or whether the technology still needs to mature further.28 On 8 
December 2003 OGC announced a deal with Sun Microsystems to undertake a series of 
trials with various public sector bodies using the company’s open source software desktop 
system. These trials will build upon the initiative with IBM, with both aimed at opening up 
the government IT marketplace to wider competition and offering significant potential for 
value for money and other benefits.29  

On the risk to departmental IT systems 

18. Asked whether the reliance of departments on particular software products from a 
small number of dominant suppliers left them vulnerable to actions of such suppliers, the 
OGC said that Microsoft has made its source code available for governments to inspect so 
that they could determine the security of the operating system. The OGC did not rely on 
the in-built security of Microsoft or other software products because Government had its 
own measures to protect the integrity of its systems, such as the Government Secure 
Intranet, to help prevent viruses and hackers.30  

 
26 Qq 100–103 

27 Qq 11, 101 

28 Qq 23, 27–28, 30, 102; Ev 13 

29 OGC Press Release, Sun Shines on Whitehall, 8 December 2003 

30 Qq 99, 105; Ev 13 
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Formal minutes 

Monday 2 February 2004 

Members present: 
 

Mr Edward Leigh, in the Chair 
 

Mr Richard Allan 
Mr Richard Bacon 
Jon Cruddas 
Mr Ian Davidson 

 Mr Frank Field 
Mr Brian Jenkins 
Mr Gerry Steinberg 
Jon Trickett 

The Committee deliberated. 

Draft Report (Purchasing and managing software licences), proposed by the Chairman, 
brought up and read. 

Ordered, That the Chairman’s draft Report be read a second time, paragraph by paragraph. 

Paragraphs 1 to 18 read and agreed to. 

Conclusions and recommendations read and agreed to. 

Summary read and agreed to. 

Resolved, That the Report be the Tenth Report of the Committee to the House. 

Ordered, That the Chairman do make the Report to the House. 

Ordered, That the provisions of Standing Order No. 134 (Select Committees (Reports)) be 
applied to the Report. 

Adjourned until Wednesday 4 February at 3.30 pm 
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Oral evidence

Taken before the Committee of Public Accounts

on Wednesday 29 October 2003

Members present:

Mr Edward Leigh, in the Chair

Mr Richard Bacon Mr David Rendel
Jon Cruddas Jim Sheridan
Mr Ian Davidson Mr Alan Williams
Mr Brian Jenkins

Sir John Bourn KCB, Comptroller and Auditor General, further examined.

Mr Brian Glicksman, Treasury OYcer of Accounts, HM Treasury, further examined.

REPORT BY THE COMPTROLLER AND AUDITOR GENERAL:
Purchasing and Managing Software Licences (HC 579)

Witnesses: Mr Peter Gershon CBE, Chief Executive and Mr Hugh Barrett, Chief Executive,
OGCbuying.solutions, OYce of Government Commerce (OGC), examined.

Q1 Chairman: Good afternoon, ladies and to £60million per annum.We set ourselves the target
gentlemen, welcome to the Committee of Public not only to avoid paying those charges, but also to
Accounts. Today we are looking at the Comptroller end up paying less than we were paying before. That
and Auditor General’s Report on purchasing and involved us having to mobilise the whole of the
managing software licences and we welcome back public sector, not just central government but the
Mr Peter Gershon, who is Chief Executive of the devolved administrations, local authorities and the
OYce of Government Commerce. Thank you for police force, to get a consistent negotiating position
coming to speak to us this afternoon. May I start by with Microsoft and as far as we can tell, at the time
referring you to page 4, paragraph 5? You will see no other public sector in the world was able to
there that it says “. . . the new arrangements could achieve that sort of arrangement.
deliver savings of some £100 million over the next
three years to the whole of the public sector”. How

Q4 Chairman: How did you come up with themuch of this has actually been achieved so far by
figure? It sounds quite a convenient sum.departments?
Mr Gershon: No, that was an estimate based on theMr Gershon: I can answer that question in the
deal we had done with Microsoft that it wouldcontext of the whole public sector. As of the end of
deliver the £100 million.September, in terms of direct price savings over what

we were paying before the Memorandum of
Understanding (MOU) was put in place, we had

Q5 Chairman: Would it help you if weachieved £49 million.
recommended in our Report a more diYcult target,
a higher sum?

Q2 Chairman: Are you on target? Are you satisfied Mr Gershon:Let me put it this way.We have already
with progress so far? Are you going to meet this opened up discussions withMicrosoft. Clearly this is
target? a very fast moving market and we think now that
Mr Gershon: I am satisfied with progress. As the there is a basis for looking again with Microsoft at
Report identified, at the time the Report was done, the agreement in the light of changes in technology,
we were behind track, but I am satisfied now that we changes inmarket conditions andwe are about to re-
have caught up as a result of a number of actions open discussions with Microsoft to see whether wewhich have been taken since the Report has been can obtain further improvements in the MOU.published.

Q6 Chairman: Good. I shall take that as an answerQ3 Chairman: If you are going to meet this target
saying yes. Thank you very much. Could you lookthat leads on to the obvious question: was the target
now, please, at page 14, paragraph 1.15?Youwill seetoo easy in the first place?
there that it says “Microsoft requires its customersMr Gershon:Certainly at the time this did not feel at
not to reveal the level of discount received by thirdall easy. We were faced with the prospect of
parties”, therefore there is obviously an absence ofproposed changes in Microsoft’s licensing
information. How do you know whether you got aagreements which we estimated would have cost the

public sector somewhere in the order of £40 million good deal or not?
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Mr Gershon: The thing we know for certain is that take-up of them, not least to help them control and
monitor potentially illegal use of licences. Yes, we dowe ended up paying significantly less than we were

paying before the MOU was put in place. That we have to rely on them. We do also periodically check
with some key departments about their level of take-can be certain about.
up which does enable us to get some sort of
calibration on the data we get from suppliers, but IQ7 Chairman: That is fair enough. Of course we
cannot depend on that. We are principallyhave no idea what sort of deal the likes of ICI and
dependent on the suppliers for the provision ofBoeing are getting, do we, to take two examples?
regular information about take-up under theMOU.Mr Gershon: No, but we have sought intelligence

from a number of sources to try to verify the nature
of the deal we have undertaken and we continue to Q11 Chairman:That is perhaps somethingwemight
track market intelligence to assess the look at later. It sounds an interesting point. We
competitiveness of the deal. know that Microsoft dominates the world market;

everybody knows that.What canwe do tomake sure
Q8 Chairman: Are you telling us that somehow that departments are not so reliant on Microsoft?
having tracked this, you are pretty confident that Mr Gershon: As the Report indicates, there is an
you are on a par with people in the private sector? emerging potential alternative to Microsoft called
Mr Gershon:We have to put this into context. If you Open Source software, which we have been tracking
are a big corporation, you would probably be able for some time. We recently announced that we are
to go to Microsoft and commit a defined volume of going to run a set of proof of concept trials with
purchases at the time you sign the deal. This selected departments and other public sector
arrangement is diVerent because we are not able to organisations to get a proper economic and
commit the whole public sector to a particular set of technical understanding of this alternative, to see
volumes over a given time. It is a framework whether, at this stage, it can provide an eVective
agreement in which there are discounts, depending alternative on value for money grounds to
upon the numbers of licences which are taken out, Microsoft.
but we do not give an upfront commitment to the
volumes which a big corporation would tend to do. Q12 Chairman: It is obviously a question whichThe arrangements in that sense are not quite worries you and which you are seeking to address.comparable. Mr Gershon: Yes. Looking backwards, government

has also had significant benefits from the widespread
Q9 Chairman:No; I can understand that. I suppose adoption of Microsoft software. We take certain
that leads me on to my question. If you go on things for granted in terms of inter- and intra-
reading through that paragraph it says organisational communication, but if you try to
“Departments are not obliged to use the communicate with some organisations outside who
Memorandum; for example if they have outsourced do not have a Microsoft domain, you get glitches
contractors purchasing software on their behalf they and inter-operability problems. We take all that
can use any agreements that the contractor has pretty well as a given. Having said that, however,
negotiated with Microsoft”. How are you going to clearly being in a positionwhere we are so dependent
encourage their use? on one supplier is not a good position to be in. We
Mr Gershon: Through Mr Barrett’s organisation need to look continually at whether there are
there is now extensive promotion of the competitive alternatives, as are a number of other
arrangements and that is an ongoing activity. For public sector and private sector organisations.
example, during the course of November and
December, there will be a series of road shows aimed

Q13 Chairman: That is a very fair answer. Couldat a particular class of customer where we think
you look, please, at page 21 and paragraph 2.18? Ifknowledge and awareness of theMOU is not as high
you look at the end of that last bullet point, you willas we would like it to be. So there is a set of activities
see that other departments “. . . used agreementslike that which we have to do on an ongoing basis to
negotiated by their outsourced contractors whichraise awareness of the MOU and communicate its
they considered provided better value for moneybenefits.
than the arrangements established by OGC”. Why
do you think that is?Q10 Chairman: If you look now at paragraph 2.19
Mr Gershon: If you take somebody like Compaq,on page 22, what worries me is that it says that
Compaq will do a huge volume of business perdepartments are not required to report specifically
annum with Microsoft. So it is also benefiting fromthe level of savings they achieve using each of the
an arrangement with Microsoft which is giving itMemoranda. “As departments have been unable to
access to discounted software. Its volumes are likelyprovide OGC with suYcient accurate data . . .”
to be bigger than ours, so I would not be surprisedetcetera. Is that a worry? Do we have suYcient
to see that somebody like Compaq was able to oVerinformation to be able to judge the worth of the
a more attractive arrangement.Memoranda?

Mr Gershon:We get very accurate information from
the suppliers because the suppliers have a strong Q14 Chairman:Are you worried about the fact that

some departments may have illegal software invested interest in maintaining very accurate records
for themselves about where their licences are and the their systems?
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Mr Gershon:That is something we always have to be Mr Gershon: Yes; concept trials.
vigilant about and certainly I havemade it very clear
toMicrosoft and other suppliers that if they can ever Q22 Mr Jenkins:What would you say if I quoted tohighlight to us instances where they are concerned you “Our decision to use Open Source software wasabout potentially illegal use of software, we will based on its proven reliability, portability and lowerinvestigate that very vigorously. licensing costs. Overall it represented best value for

money in its applications”? That is from somebody
within the Civil Service. Somebody from business isQ15 Chairman: Just a general question before I end.
quoted as saying “By selecting Linux for purchaseOther services to government. We live in an
and pay—increasingly globalised age with dominant suppliers.
Mr Gershon: Let us be quite clear. We are talkingDoes this worry you that the choice available to the
about two diVerent markets. The case for usingdepartments is declining?
Open Source software, for what are called servers,Mr Gershon: In this area it is encouraging to see the
that is the computers to which PCs are attached toemergence of something like Open Source software
run applications such as the one you are quoting,as creating potentially a new source of competition
which was a decision made by Mr Barrett, is muchto a supplier who has a very significantmarket share.
clearer cut and much more well proven using thingsAs I said earlier, to have amarket in which that is the
like Linux. The proof of concept trials I referred tocase, is not necessarily particularly good for
are about using Open Source software to replace theconsumers. Yes, we need to be mindful of that.
desktop environment which runs on PCs, where the
case is far from clear cut at the moment and that is

Q16 Mr Jenkins:When I read this Report it was like where we need to do more detailed economic and
going back through the history of the development technical assessments about the viability of Open
of IT systems and software procurement. It was very Source for the desktop. There is extensive use in
interesting. It is a very complicated and complex government at the moment of Open Source software
picture and I do not envy you your task of like Linux in a server environment or for web based
unravelling the agreements departments have and applications.1
have established over the years. Are you quite
confident yourself that you have the team and the

Q23 Mr Jenkins: You think that the Linux systemresources in place to tackle the scale of the job you
is not robust enough to take over fromMicrosoft inhave?
most of the desktop applications we are now using.Mr Gershon: In this particular area?
Mr Gershon: No, it is not just a case of it being
robust. We have to understand issues like what the

Q17 Mr Jenkins: Yes. migration costs are, whether there are retraining
Mr Gershon: It is not so much a matter of costs, what the support costs are? There is a series of
unravelling the agreements. These arrangements for costs. Yes, the licence fee per se for the software is
a department will tend to trigger when they move to clearlymuch cheaper but there is a whole set of other

costs which contribute to the cost of ownership of ana new release of software and they have to take out
Open Source solution which have to be taken intonew licences. They do not then necessarily have to
consideration.unravel. The arrangements we put in place with
Mr Barrett:Would it be helpful if I talked about myMicrosoft cover whether the department in eVect is
personal experience?acquiring those licences directly or is getting the

benefit of those because it has outsourced the whole
of its IT to a third party. Q24 Mr Jenkins: Yes; it was your quote. I am sure

you recognised it.
Mr Barrett: Yes. This is even closer to home, this isQ18 Mr Jenkins: We spend about £610 million on
me as an individual user. I thought I wouldsoftware, do we not?
investigate the use of Open Source software on myMr Gershon: Yes.
personal computer at home. I got a licence, free of
charge, but after three hours of struggling to retrain

Q19 Mr Jenkins: We spent £100 million just on myself from many years of using Microsoft, I
licences. abandoned it. On a sample of one, me personally, it
Mr Gershon: Yes. was more cost eVective to stay with Microsoft.

Those arguments, when magnified across the whole
public sector, may well sway the balance against the

Q20 Mr Jenkins: Do you not think this is a
tremendous waste of public resources? 1 Note by witness: The Open Source proof of concept trials
Mr Gershon: I do not quite follow you. currently in progress with IBM will also evaluate use of

open source for server operating systems. Although open
source software is already being used within someQ21 Mr Jenkins: I refer back towhat you said to the departments in server environments, these trials are

Chairman and I have your Open Source document intended to give further clarification to departments about
here. One of the things you said was that you were the value formoney benefits of using open source software.
setting up some systems to look at the possibility of Further trials with other suppliers will be announced in the

future and will focus on the desktop.using Open Source.
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Open Source software. They may not, but we do Mr Gershon: I was reading today that the Danes
have done quite a lot of work in this area and theneed to take them into account, which is why we are

putting in place these proof of concept trials. report they did, which was produced in October
2002 was published in Danish and has only just been
translated into English. Its conclusions are reallyQ25 Mr Jenkins: We definitely want to see the
remarkably similar to the policy we issued jointlyoutcome of these concept trials. EVectively what you
with the OYce of the e-envoy last summer and theirare saying now is that you can get a team together to
way forward is again very similar to the approachwegive you the same sort of regime as a manufacturer,
are takingwhich is the need to do somemore trials tosuch as Microsoft, when they bring in their
begin to get amore comprehensive assessment aboutconsultancy teams and when they put in their
the applicability of this technology in public sectorparticular systems. Do you have a similar sort of
environments.team to develop and use and push for the Open

Source software in your own department?
Mr Gershon: What we are talking about are Q32 Mr Jenkins: If it does prove to be worthwhile
standard applications typically, which would be the to go down that route, what power will you then
equivalent of the Microsoft OYce Suite, which is a have to ensure that diVerent departments and
standard package which runs on your PC. You do agencies consider this source rather than remaining
not need a lot of consultancy to put that in. with conventional suppliers.

Mr Gershon: Firstly, I have no power of direction,
Q26 Mr Jenkins: You do not? but what I can tell you is that there is a lot of interest
Mr Gershon: No. in what we are doing. For some time there has been

what is known as a special interest group with
departmental representatives on it, which has beenQ27 Mr Jenkins:What about the other costs such as
looking at the whole area of Open Source. So theretraining? Do you need a lot of training?
is a group of people who have a strong interest in thisMr Gershon: That is one of the things we have to
and if there are clear value for money benefits inassess, as to whether there would be, in the desktop
shifting, we will see people move. The case will haveenvironment, significant retraining costs to use
to be clear cut.Open Source equivalents to Microsoft OYce and

other commonly used products from the Microsoft
world. That is one of the things we have to assess. Q33 Jon Cruddas: Going back to the Microsoft

negotiations, on page 14, paragraph 1.12 it points
Q28 Mr Jenkins: Are you now doing this? Do you out “In May 2001 Microsoft announced their new
have a team in place to do this at the present time? licensing arrangements to operate worldwide from
Mr Gershon:Wehave announced the nine pilots, the August 2002”. The estimated increases which were
proof of concept trials which are going to be done likely, if everything else stayed the same, because of
and we are working with IBM who are doing this them increasing their costs and then producing great
free of charge, no cost to the taxpayer, and they are pressure for more frequent upgrades, were around
providing the expert resource to work with a client £40 million to £60 million. Given the fact that they
under our overall direction for these trials, in order had 95% of the market in terms of department work,
that we can then pull all the data together and make I cannot quite understand why they have negotiated
a proper evidence based assessment. the deal, because they had such strong leverage.Why

were they so willing to negotiate the Memorandum?
Mr Gershon:At the beginning they were not willing.Q29 Mr Jenkins: Over what timescale?
We opened up discussions with them in SeptemberMr Gershon: About one year.
2001 and we did not finally agree a resolution of the
issue with them until February 2002.Q30 Mr Jenkins: In a year’s time we shall have the

results of your study to showwhether we can go fully
into Open Source software. Q34 Jon Cruddas: The scale of the savings are
Mr Gershon: Or whether there are certain classes of significant amounts of money and given their
customer for whom it might be sensible to go or position it seems to me that on the one hand that
whether, yes, it was possible that the whole of needs to be commended but it also needs to be
government should move over or that it is not yet understood in terms of the processes that went
mature enough and that we need to come back and through. Obviously, with other departments having
revisit the whole situation again in 18 months or 24 their own agreements outside of the Memorandum,
months time. This is a very fast moving area of you would look for ways of getting greater traction
technology. There is no doubt that the viability of with them in future negotiations, would you not?
Open Source is increasing all the time. Therefore for us as a Committee it is quite

interesting to see the processes within that
negotiation which led you to such a successfulQ31 Mr Jenkins: I for one will be very keen to look

at the results of your surveys. I have believed for a outcome.
Mr Gershon: I got into trouble for this the last time.long time that Linux and Open Source software are

going to be a tremendous advantage and cost saving I am very willing, if the Committee are interested, to
share with the Committee the negotiating techniquesfor diVerent departments. So together we await the

outcome. we used, but I would prefer to do that in private,
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because I may like to use those techniques again on organisation. The other one is in eVect an
a similar occasion in the future and I would not like arrangement which allows you to buy individual
my hand to be disclosed publicly. licences where individuals or a small group of
Chairman:We will go into private at the end of the individuals may have an ad hoc requirement for it.
session. Whereas in the National Probation Directorate they

made a wholesale move to this enterprise agreement,
some of the others, for example the Department forQ35 Jon Cruddas: In terms of the anticipated

productivity gain, could you give us some Work and Pensions, would reflect the benefits
information about how you estimated the £64 gained by buying some individual licences under the
million? other half of the MOU. Clearly if DWP were to
Mr Gershon: I think it was £56million actually, from move on that, the benefits would be huge.
memory. We estimated it on the basis of using some
external data which indicated that with more

Q41 Jon Cruddas: That is right. So somecapable software and common software platforms it
departments have moved en masse; others have not.would lead to something like one hour per week per
So there are huge anticipated savings, if some of theemployee of improved productivity, but we actually
bigger departments were tomove in a similar fashionthen said we would discount that by two thirds. That
to the National Probation Directorate.is how we estimated it.
Mr Gershon: Yes. Before the MOU was in place the
NHS and the MoD had already entered intoQ36 Jon Cruddas: In terms of output per person
agreements. Although they did that before thehour.
MOU, the volumes under those agreements countMr Gershon: Yes, that new releases of software do
towards the volume in the MOU. So other users inhave features in which enhance productivity.
the public sector in a sense are being able to
piggyback on the back of those volumes. The MOUQ37 Jon Cruddas: Without doubt. Presumably
also has a provision in it for other very large usersthere would have been upgrades, notwithstanding
such as DWP and the Inland Revenue, that if at thethe negotiation around the Memorandum and what
outset they commit these big volumes for their wholeI am interested in is whether that is factored into the
departments, then they can get better terms than thetotal productivity outputs here. How much of that
MOU. Again, the volumes count towards thewould have occurred without the Memorandum?
volume thresholds in the overall MOU, so that allMr Gershon: The answer is that we do not know
public sector users benefit from those increases inthat, but what was clear in the run up to the start of
volume.negotiations was that these levels of increases for

many departments and public sector organisations
would be such that for significant periods of time Q42 Jon Cruddas: Which are the big departments
they would undoubtedly have deferred future still left to make those big transitions?upgrades because they did not have the funds to

Mr Gershon: DWP, Revenue, more to come in theaVord these increased charges.
NHS.
Mr Barrett: At the moment the most recentQ38 Jon Cruddas: So part of that accounts for the information we have on departments which havedecision making lag which would have occurred made significant savings is that the top three are thewithout that umbrella.
Prison Service, the wider Home OYce and theMr Gershon: Yes. We made an estimate. We think
Scottish Executive.that discounting it by two thirds was reasonable.

Q39 Jon Cruddas: A conservative estimate. Q43 Jim Sheridan: May I just labour the point in
Mr Gershon: We thought it was reasonable to do paragraph 1.16 on page 15, where you estimate
that in light of the fact that there would clearly have significant savings under productivity
been some upgrades, but they would probably have improvements and eYciency gains. With the
occurred later than they would have done with the experience of my past life, could you define what you
MOU. mean by “productivity improvements”? In my

language, that usually means that people who are
Q40 Jon Cruddas: And anticipated future currently working are not working hard enough and
productivity movements? In terms of the diVerent “eYciency gains” usually means job losses. Is either
savings in diVerent departments in the Report here of those correct?
on page 21 it seems to me that there are quite Mr Gershon:No.What itmeans is that you are either
significant estimated savings in specific departments able to do more with your personal computer or,
using the Memorandum, specifically the National with a new release of software, you can do something
ProbationDirectorate, Figure 14.Why is that such a which might have taken you an hour to do in a
significant portion of the total? Does that just reflect shorter time.
those areas which were surveyed?
Mr Gershon: Under the MOU there are two basic

Q44 Jim Sheridan: So “eYciency gains” are just asways you can license Microsoft software. One is
a direct result of the upgrade of the systems and thatwhat is known as an enterprise agreement, where in

eVect you take out a licence for your whole will include training costs as well.
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Mr Barrett: “EYciency gains” in this particular Mr Gershon: In terms of direct price reductions, we
think there is at least another £20 to £30 million toinstance were about the cost of doing business

between government andMicrosoft. Putting in place come.
anMOU reduced the cost of doing business. That is
what that particular phrase refers to in this context. Q50 MrBacon:May I quickly go back to paragraph

2.22 on page 22? At the beginning of this paragraph
it says “Fifty-nine departments (90%) indicated thatQ45 Jim Sheridan: In your Memorandum of

Understanding with Microsoft I notice that the they did seek reliable market information
particularly on suppliers performance”. Clearly it isMOD have decided to continue using their own

agreement. Given that theMoD are at the sharp end a majority but nevertheless it suggests that 10% do
not. It is slightly surprising that anybody involved inof technology, why is that?Have you taken any steps

to encourage the MoD to come on board? the computer side of a department would not be
seeking reliable market intelligence. Is there a simpleMr Gershon: The volumes the MoD contracted for

in its agreement count towards the overall volumes explanation for the fact that 10% do not? Are they
for some reason getting it another way?in our MOU. At the moment, for the deal that the

MoD did, and remember they bought a whole lot of Mr Gershon: Some of these organisations are very
small. Do they then have a critical mass of expertiselicences, the next point at which they could consider

coming into the MOU would be at the end of their to be able to do this sort of thing on an ongoing
basis? That could be one reason why you would notcurrent agreement when I would hope they would

consider either switching into the MOU or, if they find 100% take-up. It also falls to the OGC. Having
something of a critical mass at the centre ofwere able to commit a significant volume, coming

under that part of the MOU which says that if you government does enable us to be a source of
collecting market information which we can thenare above a certain threshold of commitment then

you can negotiate better terms with Microsoft. disseminate widely within government, so at least
those who could not do this on their own would get
the information anyway without having to beQ46 Jim Sheridan: Do you anticipate that
particularly proactive.happening or do you anticipate seriously the MoD

coming under the MOU?
Mr Gershon:At this stage it is too early to tell. There Q51 Mr Bacon: I shall move on because there are

other things I want to ask. Thank you for that. Theis still some way to go before the end of their current
agreement with Microsoft. When they put their deal NAO tells us that the departments were not taking

up the terms oVered byMicrosoft, that it was slowerin place, they did consult with us some time before
the MOU. We had visibility on what the MoD were than the agency had anticipated, that they might be

waiting until existing agreements expired. I was justdoing and were satisfied that for their business needs
at the time, that was the right thing for them to do. wondering what the terms of those agreements were.

Are they obliged to wait until those agreements
expire or is there a provision for moving acrossQ47 Jim Sheridan:Moving on, page 22, paragraph
sooner if they wish to?2.22. Given the extensive work that the OGC have
Mr Gershon: If you bought a licence under the oldput in in terms of providing market intelligence for
regime—the IT industry, less than half the departments have
Mr Barrett: You can upgrade at any time.taken advantage of that. Explain why.

Mr Gershon: That was specifically through a thing
known as the OGC Foundation, which we scrapped Q52 Mr Bacon: You can upgrade it at any time

eVectively.at the end of March this year because it was a
subscription based activity and we have now moved Mr Gershon: Yes.
much more to holding free of charge events and
running user groups and special interest groups Q53 Mr Bacon: It was just the phrase “might be
which are at known cost to departments. Having to waiting”. Would they save money if they did not
pay to belong to the OGC Foundation was clearly wait?
acting as a deterrent for some organisations. Mr Gershon:No, they would potentially have to pay

more money by moving early. Then it would depend
on the business case but clearly you would have toQ48 Jim Sheridan: Do you anticipate other

departments coming on board in the near future? weigh the cost of going early against the benefits you
get by moving earlier. Some departments have notMr Gershon: It tends to be a much more flexible set

of arrangements. Departments tend to come on seen a compelling case to move yet. The Report
refers to the fact that we did anticipate at the time weboard, depending on their specific areas of interest.
did the MOU that there would be a bigger surge
earlier than we actually saw in practice.Q49 Jim Sheridan:How do you consider that much

can still be saved by departments if indeed they co-
operate more and take up the agreements you have Q54 Mr Bacon: In paragraph 1.19 on page 16 the

Report says “In February 2003 OGC agreed a three-negotiated? Do you have a figure for howmuch that
would bring in if more departments take up the year Memorandum of Understanding with Oracle”

and goes on to say that it is too early to be able toagreements you have negotiated? Do you have a
figure for how much that would save? assess the impact of thisMemorandum. This Report
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was published in May and it is now late October. staV into that team for a period of time to help them
before they return to the OGC. That is illustrative ofHow much further along are you in being able to

assess the impact of the deal with Oracle? the nature of our relationship.
Mr Gershon: Clearly we have not shared this data
with theNAO, but as at the end of September, under Q59 Mr Bacon: I understand that it is a series of
the Oracle MOU, there have been something like contracts amounting roughly to £120 million a year
£25 million worth of database products ordered for up to seven years for five suppliers, so roughly
under the MOU and the saving the government £4.2 billion. Does that sound in the right ballpark?
achieved under that was in the order of £2.7 million. £120 million a year for up to seven years to each of

five suppliers yet to be decided.
Mr Barrett: I cannot remember.Q55 Mr Bacon: So would you say it has been quite

a helpful development?
Mr Gershon:Yes, because as a result of further work Q60 Mr Bacon: It is big money, is it not?
we did, we did identify Oracle as the next company Mr Gershon: It is serious amounts of money. In
that we needed to establish an MOU with based on SR2002 alone £2.3 billion has been set aside for IT
the penetration Oracle had within the public sector in the Health Service.
marketplace.

Q61 Mr Bacon: From 2003 to 2006.
Mr Gershon: Yes.Q56 Mr Bacon: Could I ask you to turn back to

page 22? In paragraph 2.20 it says that 18
departments used outsourced contractors and that Q62 Mr Bacon: The National Audit OYce looked
five of these had arrangements for ensuring that at the Libra project in the then Lord Chancellor’s
savings were identified and that they received their Department and stated that it was worried that
share of them. What are you doing about the other unless the IT was designed in parallel with the
13? Plainly if there is a saving with an outsourced business processes one would not get full benefit of
contractor, it is right that the department should get the technology. Are you confident that theNPFIT is
its share of any benefit, but it looks as though the not running counter to that advice?
majority of departments are not ensuring that they Mr Gershon:No, I do not think it is running counter
get them. to that advice. If you go down the route of having
Mr Gershon:We believe that at the time ten had not standard systems, which are widely implemented
yet used theMOU.We think that the point where we across a dispersed organisation and with standard
have to be very active with departments in this area systems come standard processes, Richard
is when we have reached the next volume threshold recognises that clearly there will be a big training
in the MOU, which I would expect to be in the first challenge associated with this programme at each
part of calendar 2004. At that point we recognise we point where these systems are implemented to help
have to be very proactivewith departments, pointing the users of the systems operate the new processes.
out to them that they should then be benefiting from That is why he is looking at both national providers
the lower prices which will have been triggered and for core applications and local service providers who
they will need to take action with their providers to will work closely with each of the trusts in the
ensure that they are seeing the benefit of those designated geographic areas to help both with the
reduced licences. training and with the implementation of these

systems and their integration with existing systems
in the trust.

Q57 Mr Bacon: Could I ask you about the NPFIT
in the Health Service? How involved is the OYce of

Q63 Mr Rendel: Paragraph 1.14 makes it clear thatGovernment Commerce with that?
the level of discounts varies with the volume ofMr Gershon: The elements of the programme are
software purchased. Paragraph 10 on page 33 sayssubject to OGC gateway reviews.
the MoD does not currently use the MOU. What
estimate have you made of the saving made by the

Q58 Mr Bacon:When you say “the elements of the MoD, which is obviously considerable and I quite
programme” do you mean that the whole understand why the MoD would want to go down
programme must go through an OGC review? that route, because the saving to them is
Mr Gershon: The whole programme and individual considerable, as compared with the saving which
projects within the programme. We have done would have been made by the whole public sector if
programme level reviews of it and also looked at the MoD had come inside the MOU?
individual components like patient booking. For Mr Gershon: The whole public sector benefits
example, I have regular meetings with the Director because the volumes that MoD have with their own
General of IT, Richard Grainger, about the arrangements with Microsoft count towards the
programme. We have recently agreed to work volumes in ourMOU. In that sense the public sector
collaboratively because they are looking to see how is benefiting. The NHS volumes count towards the
they can extend their agreement with Microsoft, overall volumes in the MOU although the terms are
which is referred to in the Report and also some diVerent. The rest of the public sector benefits from
arrangement with Oracle and I have agreed with those volumes. That was one of the things we

negotiated in the MOU.Richard that we are going to second one of Hugh’s
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Q64 Mr Rendel: Excellent. I am sorry, I had not Mr Gershon: Yes. For example, if on an
enterprisewide basis you wanted to give everyone inunderstood that from the Report. In that case why

is it ever going to be worth signing the MOU, if you your organisation the Microsoft OYce Suite, but
Microsoft also has a project planning tool, youcan get some sort of other negotiation?

Mr Gershon: As I indicated earlier, there is a might not need to give everyone in the organisation
that tool, only some particular professionals whoprovision within our MOU that if you are a very

large organisation which can commit very needed access to that. That would not then be
covered in the enterprisewide agreement, it would besignificant volumes, then it is possible to get a better

deal than theMOU, but the volumes you get in those covered by this other sort of arrangement and I
could envisage Revenue, as DWP have done, usingspecial situations still count towards the volume

thresholds of the OGC MOU. this other agreement for those selected purchases.

Q65 Mr Rendel: It does that whether you have Q69 Mr Rendel: I think you said the agreement still
signed theMOU or not, is what you are now saying. has some time to go, but as far as I can see it runs out
If you can negotiate a better deal— in May 2004.
Mr Gershon: Yes, but you could only do that if you Mr Gershon: No, our MOU runs from March 2002
could commit very, very significant volumes. Yes, to March 2005.
for people like the Revenue and DWP, who clearly
bring very, very significant volumes, this MOU

Q70 Mr Rendel: I am sorry. I understand theallows them to get potentially better terms. Let us
MOD’s agreement was a three-year agreementsuppose Revenue commits to 70,000 new licences,
running out in May next year.although the 70,000 are on better terms than under
Mr Gershon: Yes.the MOU they still count within our MOU towards

the achievement of the next volume threshold.
Q71 Mr Rendel: So that does not have that long to
run.Q66 Mr Rendel: I understand that. What I am
Mr Gershon: No and I would envisage that early insaying is why, if you are a department of that size,
2004 we would be opening up discussions with theis it ever sensible to come within the MOU? Are you
MoD about what should happen next. Just as wesaying it is not?
have entered into discussions with theNHS, becauseMr Gershon: The MOU recognised that by having
they want to extend their agreement withMicrosoft,this specific clause in it which allowed very big
on what would be the appropriate terms to do that.organisations to come to a separate arrangement.
That is what is about to happen. There will be someWhat we were concerned about in the negotiations
dialogue between us and the MoD early in 2004.was that those separate arrangements in volume

terms counted towards a volume threshold for the
whole public sector. Q72 Mr Rendel: If they can get an agreement which

is better than the MOU you would expect them to
take that, but their volumes would still come withinQ67 Mr Rendel: You have done that. May I just be
the MOU for other departments.clear? What you are saying is that a department
Mr Gershon: Yes.which is of that size would never want to sign the

MOU as such because signing the MOU would
simply mean they would get a lower level of Q73 Mr Rendel: Some departments are delaying
discount. signing.What eVect does that have on the discounts,
Mr Gershon: I mentioned that there are these two if they delay, for example, until the next contract
routes in the MOU, the so-called enterprisewide comes up for renewal?
agreements and where you need to buy individual Mr Gershon: You do not hit the higher volume
licences to do specific things, but you do not need threshold under the MOU.
every one in the organisation to have it. I admit that
for the enterprisewide agreement Revenue could

Q74 Mr Rendel: So they could sign in the middle ofhave a diVerent arrangement, but they might well
a prior agreement, if they have an agreement whichuse, as the Report shows DWP have used, the other
runs now. Paragraph 1.15 says “. . . others may behalf of the MOU where they wanted to buy licences
delaying signing up until the second and third yeareither for a particular individual or a small group of
of the agreement to coincide with their ownindividuals who did not go organisationwide. There
purchasing cycle”.could be a mix and match.
Mr Gershon: Yes.

Q68 Mr Rendel: So the licences you have with
Microsoft may be various diVerent licences. Some of Q75 Mr Rendel: That presumably means that they

are waiting until their current agreement runs out,them can be done on an enterprisewide basis, some
of those licences might be bought by the same then they might come within the MOU. Or have I

misunderstood the paragraph?department which in other cases had an
enterprisewide basis, that same department could Mr Gershon: No, that is a fair interpretation. Very

often, if you do an upgrade, you may have to buysometimes buy a diVerent licence on a person by
person basis. new hardware and there would be installation costs.
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Q76 Mr Rendel: Are you saying they could be Q85 Mr Rendel: You have done the calculation
signing up straightaway, they are just delaying which assures you.
signing because it is convenient for them to do it Mr Gershon: I am satisfied on that point. To come
when the contract ends? back to your earlier point. When we get within sight
Mr Gershon: Or the business case is not clear-cut. If of the next volume threshold—
youwant to go to a new release of software, youmay
have to buy new hardware to support that new

Q86 Mr Rendel:Which you say you are going to dosoftware. You may have installation costs.
early next year.
Mr Gershon: Then there is no doubt we will engageQ77 MrRendel: So you are saying that signing up to
with a number who we think are the most likelythe MOU in the middle of a previous contract could
candidates to help the public sector cross theactually be damaging to them in terms of their costs
threshold, to understand what might be done toand that is why they are not doing it.
accelerate the process.Mr Gershon:They should only do it if there is a clear-

cut overall business case for moving.

Q87 Mr Rendel: Presumably you will be calculating
Q78 Mr Rendel: For them? the exact volumes to the extent that, for example, if
Mr Gershon: Yes. you were 10,000 licences short and you had two

departments whomight be going into theMOU, one
of which was looking at 7,000 licences and the otherQ79 Mr Rendel: But there could be a clear-cut
of which was looking at 12,000, you would tell theoverall business case for the public sector, even if

there is not for them. department which was going for 12,000 to sign up
Mr Gershon: Yes, but this has to be driven by the first to take you over the trigger point, otherwise the
needs of the individual client organisations. The 7,000 one would for at least a year have to pay the
scope of this agreement is so wide. higher rates.

Mr Gershon: That would be logical.
Q80 Mr Rendel:What you seem to be saying is that
when departments are discussing whether or not Q88 Mr Rendel: I did not ask whether it would bethey should go ahead with an agreement under the

logical or not. I know it is logical. The question I wasMOU, the one thing you do not consider is the
asking was: are you going to do it?possible eVect that would have on all other
Mr Gershon: That would clearly be a factor,departments across the public sector.
assuming, all other things being equal, that theyMr Gershon: No.
were both ready to go. At the end of the day no
department should go if it does not have a clear-cut

Q81 Mr Rendel: Clearly the fact that the MoD and business case, because there are so many other
other departments, DfES and so on, have not come factors they have to take into account other than the
within the MOU does not matter because you are basic cost of the licence.telling me the volumes are included. What you now
seem to be saying is that there are other departments
where it might not— Q89 Mr Rendel: I understand all that. It just seems
Mr Gershon: No, may I just clarify. DfES is to me that the whole point of having a central public
diVerent. DfES benefits from a completely diVerent sector buying department such as I understand you
set of arrangements which Microsoft have for to be is tomake sure that the benefit comes out in the
educational establishments and government best possible way for the public sector as a whole,
departments involved in the provision of education. rather than just for individual departments. It seems

to me that what you are saying to me is that you
Q82 Mr Rendel: So their volumes are not included leave it up to the individual departments to decide in
in the MOU. each case what is best for them, what is the best way
Mr Gershon: No, because that is a completely that they can minimise their costs, rather than try to
diVerent set of arrangements. look over the public sector as a whole, which is

surely what you are all about.
Mr Gershon: There have been instances where thereQ83 MrRendel:Has anyone looked intowhether or
have been particular areas either where there havenot the saving for the whole public sector would be
been diYculties between the supplier and the clientgreater if DfES came within the MOU than the

saving is to DfES from remaining outside? in reaching closure on a particular deal where we
Mr Gershon: No, it is absolutely clear cut. The deal have intervened to help resolve the issues and by
that Microsoft oVer to educational users is doing that, get a fewmore users on the meter. We do
significantly better than our MOU. intervene where there are problems, but we will not

get within sight of the next volume threshold until we
have done the NHS deal. That is the reason whyQ84 Mr Rendel: I do not doubt that for a moment,
Hugh and I were very willing to put one of ourbut that is not the question. The question is what
experienced staV into the NHS to help them do that:happens to the rest of the public sector.
it would take us a long way towards the nextMr Gershon:No, they would not benefit. The public

sector would not benefit from that. threshold.
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Q90 Mr Davidson: May I ask Mr Barrett just to Mr Gershon: No; we should oVer to give you a note
on that.2clarify a point I thought he was making earlier on

but perhaps I misheard? I think it was in response to
a question from Mr Cruddas about departments Q96 Mr Davidson: May I clarify another point
taking advantage of a system. I think it was about Microsoft and education and the rest of the
mentioned that the Prison Service, the Home OYce public sector? You seem to be saying that Microsoft
and the Scottish Executive were the departments has a policy which gives educational establishments
which were not accessing. Could you just clarify more discount than they could ever aVord—
what you were saying? Mr Gershon: It is not just Microsoft; it is very
Mr Barrett: No, the information I was giving was common practice in the whole software industry.
that the three departments against which the biggest
savings have currently been reported are Prisons, Q97 MrDavidson: Presumably if they changed their
Home OYce and the Scottish Executive. policy, then we would virtually have no ability to

change that in a sense. We would not really be in a
negotiating position, since they are the sole holdersQ91 Mr Davidson: Fine; that is good. Which of the
of the material. If they change the policy on thedepartments have reported the least?
discount that they give either through yourselves orMr Barrett: I would imagine that it would be the
through educational establishments, we would thenvery small departments. I do not have that
just be caught by a much higher price. Is thatinformation to hand.
correct? Are there really no alternatives to their
proprietary brand of software without enormousQ92 Mr Davidson: If you know the best ones, why
disruption costs?do you not know the worst ones?
Mr Gershon: If our work on Open Source softwareMr Barrett: The information is available, I do not
for the desktop environment proves it is bothhave it. It would presumably be the smallest
economically and technically viable, then thatdepartment. I do not know, perhaps the Treasury
clearly becomes a contender for the educationSolicitor’s Department, because presumably they
environment as much as it does for the rest of thehave only bought a handful of licences, so they will
public sector or the private sector.have made smaller savings.

Q98 Mr Davidson:Am I right in thinking that there
Q93 Mr Davidson:Which departments are making are quite substantial changeover costs involved in
the least gains from the work you have done, which any—
have been slowest at picking up the advantages of Mr Gershon:We are going to try to bottom out what
working with yourselves? these costs are.
Mr Barrett: I understand the question and I do not
think there is a department I could characterise in Q99 Mr Davidson: Could the material we get fromthat way. Microsoft be in any way subject to a decision by the

United States Government on anything to do with
Q94 Mr Davidson: There is nobody of whom trade sanctions where the American company could
justifiable criticisms could be made. I do not know be forbidden to provide us with material or could be
whether I find that cheering or depressing actually. obliged to change its price as part of any sanctions
Mr Barrett: That is the case. arrangement that there could be between theEUand

the US, for example?
Mr Gershon: We would have to take that one awayQ95 Mr Davidson:May I ask about the question of
and give you a note on it. I am not aware of it, but Iunlicensed and illicit software? Do any of the
would want to go and consult with experts before Icompanies involved have inspection rights to clarify
gave you a definitive answer.3whether or not departments are using illegal

software. If they do have that, can you just clarify
Q100 Mr Jenkins: Forgive me labouring this point.how that operates and whether there are risks to
Am I right to say that the minister announced in acommercially sensitive information held in
publication the government’s OSS policy in July ofdepartmental files and secure military material and
last year which sets up a level playing field forso on?
procuring such solutions?Mr Barrett:May I give you an example of the rights
Mr Gershon: Yes.which exist within the Microsoft MOU? Microsoft

have the right to audit. If the audit reveals that there
is more than 5% adverse variance, in other words Q101 Mr Jenkins: You were charged with
that the department or agency hasmore than 5% too implementing that policy, yet that was in July 2002
many users for the number of licences it has, then and at the present time you are undertaking a study
Microsoft have the right to recover the unlevied which is not reporting until 2004. Am I correct?
licence fees, but also to charge the department the Mr Gershon:Yes. Some other things happened since
cost of the audit. That is how an atypical audit that. In Septembermy oYce producedmore detailed
process would work. In terms of confidentiality, I guidance to departments on the implementation of
would have to give you a note on that because I
could not answer that. I do not know whether 2 Ev 13

3 Ev 13Peter can.
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policy. For example, it gave advice on what to look Mr Gershon:We do not rely solely on the security of
the Microsoft products. For example, withinout for to avoid the dangers of greater lock-in to

proprietary solutions. The special interest group government we have a system known as the
government secure intranet which has a very robustwhich I mentioned earlier was formed and it was

partly as a result of the work of the special interest firewall, so that with all the recent rounds of viruses
which you read about as far as I know a virus hasgroup that led them to this proof of concept trials.
never penetrated the firewall. There are other
measures in place to deal with anticipated threatsQ102 Mr Jenkins: He actually went on to say that
like hackers, but we will never rely solely on theyou are continuing to support departments to ensure
security of the Microsoft products.that OSS solutions demonstrate best value for

money. Could you tell me how you are supporting
Q106 Mr Rendel: May I just check that I havethese departments? What sort of manpower do you
understood correctly. When the MOU washave working in these departments? How many
negotiated with Microsoft, the MoD volumes werepeople are you using to undertake this review? If you
included but the DfES were excluded. That was partcannot tell me now, could we have a note please?4 I
of the negotiations, part of what was written into thefind this strange because I was given an assurance
MOU. Is that right?that theminister had a policy in July 2002 and yet we
Mr Gershon: Yes. The net eVect is that the MoDare not going to be delivering information on this
volumes are in, the NHS volumes are in, the DfESparticular area until November 2004. There is a level
and the wider educational arrangements are out,of urgency here and how many people do you have
such as all the schools.working on this?

Mr Barrett:May I answer the question onwhy it has
taken 18 months for the trial to take place? I have Q107 Mr Rendel:That was part of the negotiations.
had these conversations with companies like IBM That was written in. When you made the
and other people who are involved in the Open Memorandum it was written in that that would be
Source arena. In 2002, their view was that Open the way the volumes were treated.
Source software was not robust enough for use on Mr Gershon: Yes.
the desktop. Therefore we would frankly have been
irresponsible to have recommended its use. Eighteen Q108 Mr Rendel: Two department in, one
months on, the software industry has matured, the department out. Secondly, the MOU discount, as I
products have matured and our judgment was that understand it, is actually greater than the MoD
now was the time to run those pilots. Eighteen discount, but the reason they did not go into the
months ago the software industry said it was not fit MOU was because there were other costs.
for purpose. Paragraph 6, page 33, indicates that the MoD was

given the chance to come into theMOU but decided
Q103 Mr Jenkins: So the Minister was plainly not to because “The Ministry found that its
misled. agreement provided greater value for money tomeet
Mr Gershon:No, hewas announcing a policy.We do its specific needs” because it—six lines before—“. . .
want to create a level playing field for Open Source would have incurred additional costs through
software. He did not say that from the day we having to purchase extra software”.
announced the policy, overnight things would Mr Gershon: I do not think you should deduce
change. We have to take into account the maturity anything from that about the respective discount
of the technology. We think we were ahead of the levels between the two arrangements.
game. By laying down the policy in advance of the
maturity of the technology we can intercept when Q109 Mr Rendel: Are you saying the discount level
the technology becomes mature and robust for the was greater under the MoD’s original agreement
desktop environment. anyway?

Mr Gershon: I would have to go away and check. It
Q104 Mr Jenkins: If we could have that note please, would not surprise me. Remember they gave an
so we can look at that, I should be grateful. Thank absolute commitment in their agreement to
you very much. 150,000 licences.
Mr Gershon: Yes.5

Q110 Mr Rendel: What I am looking at is the
wording here which says “If theMinistry had signedQ105 JimSheridan:Assuming that big departments
up to the Memorandum, however, it would havelike Education and MoD take advantage of the
incurred additional costs through having toMOU, do you have any concerns that some of our
purchase extra software” and later on “TheMinistryhighly educated students could hack into the system
found that its agreement provided greater value forto eradicate top-up fees or, more importantly, given
money”. Presumably, that implies tome—itmay notthe global threat of international terrorism from an
mean but it implies—the reason the MinistryMoD perspective? Are you happy that secure
decided to stick with the original agreement and notsystems are in place or proposed to be in place to
sign the MOU was because the cost of the extradeal with any situations like that?
software was going to make it more expensive to go
that route, but it would not have been as expensive4 Ev 13

5 Ev 13 had it not had those extra costs.
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Mr Gershon: I will have to oVer to give you a note remit but in a separate agreement, that NHS
national programmes would be subject to gatewayon that.6
reviews which were organised by the OGC rather
than organised by the NHS’s own gateway team,Q111 Mr Rendel: Figure 12 on page 20 shows what
whereas projects which occur at an individual trustthe departments are considering when they are
level will be organised by a gateway unit which islooking into whether or not to buy particular
now sitting inside the NHS based in Leeds.software. In thinking about the discount they might

get and therefore the cost of the software, do the
departments take into consideration at all whether Q117 Mr Bacon: The reason the Nationalthat cost is likely to reduce later on, because other Programme for IT in the National Health Servicedepartments will buy in and take you above another worries me is first, it is very, very big and second, ittrigger point? is very innovative. There are shelf-loads—includingMr Gershon: In the communication we are now from this Committee—of advice that very bigdoing about the MOU, which began in the early projects should be cut up into much smaller bite-summer and is ongoing, that is certainly something sized chunks and also there has been lots of advicewe are drawing to the attention of departments, that from diVerent sources, including from the Nationalthere is the potential in the future that the price they Audit OYce in its recent Report on the Libra projectpay will go down when the next volume threshold is that business processes should be designed intriggered. parallel, if you are to have any chance of achieving

the benefit. I am worried that the national
Q112 Mr Rendel: So it would be something they programme for IT in the Health Service breached
would take into consideration when deciding both those principles. It is not being cut into smaller
whether to buy it or not, in deciding whether there bite-sized chunks and the business processes are not
was a good business case for purchasing something. being designed in parallel. Am I wrong?
Mr Gershon: Yes. Of course in their business case is Mr Gershon: Firstly, there are diVerent projects
whether they factor that in as a banker or it is upside within the overall programme, such as the electronic
to the base business case. That would be to some patient care record, electronic bookings. With
extent for the department. electronic patient care records, the whole record is

not computerised on day one, it is envisaged that
Q113 Mr Rendel: That was going to be my that specification will evolve over time and the
supplementary question. To what extent do you implementation of these systems occurs on a trust by
advise them that they can take into account trust basis or a GP surgery for bookings. There is no
potential future benefits? big bang implementation, which is another thing the
Mr Gershon: No, if they asked us for advice at the NAO and ourselves agreed should be avoided if at
moment, we would say they should not assume that. all possible. So in that sense I do think there is

modularity of approach. The other thing is that
Q114 MrRendel:Clearly they should not assume it, because this is a national level programme, the
but in the normal case you would assume that there programme is also governed by the further set of
was a probability of such and such, that you would actions that ministers agreed to last December—and
gain a certain amount of money and you would take there were six of them—one of which is about the
that into account. fact that if people want to do big bang
Mr Gershon: That the next volume threshold will be implementations it now has to come to a special
triggered and therefore it will occur. When we get scrutiny group which is made up of ministers and
much closer to the next volume threshold than we oYcials. A department is not left to its own devices
are, then our advice to departments would be that to decide it is going to go big bang. One of the other
they could bank on it. things it is bound by, because the NAO and

ourselves, looking back over a whole series of
Q115 Mr Rendel: So you are giving them advice projects which have been the subject of NAO
about the potential benefit and the likelihood. investigation and PAC inquiry, agreed on a list of
Mr Gershon: Yes. eight common weaknesses, is that now, certainly for

the so-called key mission critical projects of
government, of which clearly the NHS programmeQ116 Mr Bacon: I should like to go back to the
is part, the accounting oYcer has to sign a letter ofHealth Service briefly. Could you briefly describe the
assurance at particular phases in the project that therelationship between the OGC and the National
project does not exhibit any of these common causesHealth Service? What projects of the NHS fall
of weakness. The gateway reviews test whether therewithin the ambit of the OGC and what projects of
is a strong basis for that letter of assurance havingthe National Health Service fall outside?
been signed. What we are at least trying to do isMr Gershon: The Health Service per se is outside my
make sure that the fact that we see this boringlyformal remit, but the Health Service has recognised

the benefits of some of the things the OGC is doing. repetitious set of weakness is a thing of the past. If
For example, it voluntarily, not because it had to, projects fail in the future they will be for novel
imported theOGC gateway review process. In doing reasons and not the old familiar reasons. The NHS
that it was agreed, not because it was part of the programme is challenging, is risky and it is

ambitious; there is no point hiding that, because it is.
That is why we brought in what we thought was a6 Ev 13



9178631001 Page Type [O] 17-02-04 22:09:52 Pag Table: COENEW PPSysB Unit: PAG1

Committee of Public Accounts: Evidence Ev 13

Office of Government Commerce

very good guy from the private sector to lead it. He Chairman:We are now at the finishing line as far as
the public session is concerned.Wewill nowmove tohas built up a very strong team around him. We are

giving him all the support we can, but we will not private session.
know we have won until we cross the finishing line.
The trouble with projects is that there is no
guarantee of success until you have finished.

Supplementary memorandum submitted by the OYce of Government Commerce

Question 95 (Mr Davidson): Where companies have inspection rights are there risks to commercially sensitive
information held in departmental files and secure military material?

Licence agreements normally carry rights by the suppliers to audit use of their software, having given the
customer reasonable notice. Such audits may be carried out by the supplier themselves or by a nominated
third party. The customer would agree the nature of the audit with the supplier or third party, including any
confidentiality conditions.

Question 99 (Mr Davidson): Could the material we get from Microsoft be in any way subject to a decision by
the US Government on anything to do with trade sanctions where the American company could be forbidden
to provide us with material or could be obliged to change its price as part of any sanctions arrangement that
there could be between the EU and the US, for example?

Yes, therewould be some impact, butMicrosoft products installed in government IT systems are standard
products, which are commonly licenced on a perpetual basis to users. Microsoft has made available the
source code of these products to the UK security authorities (as to some other governments). The software
is installed on government premises on computers under the control of public employees. The ability of any
foreign authority to directly interfere with existing software, either commercially or technically is therefore
limited. It may be possible for access to upgrades, enhancements, new products and support to be
interrupted or commercially influenced, but this would have limited short-term impact and the natural
consequence would be to drive up the use of alternative technologies.

Questions 102–104 (Mr Jenkins): Can you tell me how you are supporting these departments to ensure OSS
solutions demonstrate best value for money, what sort of manpower do you have working in these departments
and how many people are you using to undertake this review?

The trials are being managed at a senior level in IBM, together with direct support by relevant personnel
from IBM business areas according to the particular area under investigation. As necessary this may also
involve the loan of appropriate hardware and other facilities, as well as access to other resources from IBM’s
worldwide organisation (particularly in Germany and the United States). Discussions are ongoing with
other suppliers who will become involved shortly on a similar basis.

Support from within government comprises oversight of the activity by OGC and OeE together with
consultancy support. The latter will be used to develop a model to assess the value for money delivered by
the various trials in the context of the Total Costs of Ownership of the activity. This involves direct input
from two senior managers in OGC and one from OeE, plus input from 3 others and active interest at OGC
Board level. Further consultancy support comes from two OGC consultants; one focussing on the value for
money aspects and the other on technical feasibility, who are working with IBM and the participants in
order to produce the report of the trials.

Questions 109–110 (Mr Rendel): Is the discount level greater under the MoD’s original agreement anyway?

The discount obtained by the MoD for standard desktop software was not as great as the discount
obtained by OGC. However the MoD agreement included additional applications and server software not
covered by the OGC Enterprise agreement. Therefore on the full range of MoD’s requirements, their
agreement represented better value for money than the OGC agreement.
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