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Summary 

Introduction 

Central civil government spends some £15 billion1 annually on goods and services, ranging 
from equipment, information technology, research, and consultancy advice to postal 
services, travel and stationery. Much of this procurement by departments, their agencies 
and non departmental public bodies is essential to the delivery of high quality public 
services. In April 2000, the Office of Government Commerce (OGC) was established to 
work with departments to improve their procurement capability. A key measure of the 
OGC’s success is the achievement of its value for money improvement targets. Against a 
target of £1 billion, departments had reported value for money gains of £1.6 billion over 3 
years by 31 March 2003 (Figure 1). For the succeeding three-year period to 31 March 2006 
the OGC has a more ambitious target to secure a further £3 billion gains. 

Figure 1: £1.6 billion value for money gains were achieved by departments in the three years to 
March 2003 

Half of the savings were reported in the third year 
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Source: C&AG’s Report, Figure 10 

The OGC has no authority to direct departments. Rather it works closely with them by 
issuing guidance, advice and good practice, and developing the government market place 
so that it is attractive for suppliers. It also delivers services directly to departments, 
principally through its executive agency, OGCbuying.solutions, which negotiates 
arrangements for the purchase of goods and services such as utilities and IT hardware and 
software. 

Against the backdrop of the need to achieve a further £3 billion savings by 2006, together 
with a drive towards improved efficiency across the public sector, there is a greater need 
than ever for departments to measure their existing procurement practices against OGC 
good practice guidance to see where improvements can be made. There will for example be 
the scope for significantly reduced transaction costs, greater use of e-commerce solutions, 
increased collaboration between departments and the wider public sector, and greater use 

 
1 Central civil government excludes the National Health Service and defence military procurement.  
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of framework agreements. 

On the basis of a Report from the Comptroller and Auditor General,2 we took evidence 
from the Office of Government Commerce, two other departments—The Department for 
Work and Pensions and the Office of the Deputy Prime Minister, and one agency—The 
Vehicle and Operator Services Agency, to examine progress in improving procurement. In 
particular, we examined the impact of the OGC on departments, their agencies and non 
departmental public bodies; how departments are securing greater value for money from 
new purchasing arrangements; analysis of the costs of procurement; and what is being 
done to raise the professional capability of procurement staff in departments. 

 

                                                                                                                                                               
2 C&AG’s Report, Improving Procurement: Progress by the Office of Government Commerce in improving 

departments’ capability to procure cost-effectively (HC 361-I and 361-II, Session 2003–04)  
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Conclusions and recommendations 

1. Departments should appoint a Commercial Director with an appropriate 
professional qualification, who has responsibility and oversight for all 
commercial dealings with the private sector. He or she should be a member of, or 
report to, the department’s management board, as is the case in five departments 
including the Department for Work and Pensions. For smaller organisations this 
function should be assigned to a designated board member, as part of their 
responsibilities. 

2. Departments need to make clear to their executive agencies and non 
departmental public bodies the importance of adopting good procurement 
practice. Agencies and non departmental public bodies are less likely to apply OGC 
guidance and good practice, risking poorer value and missed opportunities for 
savings. Where such risks materialise, departments might wish to make compliance 
with good practice a condition of funding. 

3. Departments should check whether the information systems underlying the 
savings data they submit to the OGC are sufficiently robust and well documented. 
The savings submitted should be verified by internal auditors, as is the case in, for 
example the Department for Work and Pensions and the Department for Transport, 
so that reasonable assurance is gained about their reliability. 

4. The OGC should demand early action from departments in response to poor 
Gateway reviews, in particular where successive reviews suggest projects are going 
wrong and taxpayers’ money is at risk. While accountability for major procurement 
projects rests with individual Accounting Officers, the OGC should consider 
engaging the Treasury’s authority to control expenditure as a lever against 
departments who choose to proceed in the face of successive ‘red’ or ‘amber’ 
warnings. 

5. Lessons learned from savings achieved so far should be promulgated to other 
parts of the public sector. If as proposed, the remit of the OGC is extended to cover 
procurement across the public sector as a whole, the OGC should make sure that the 
lessons learned from its work in central civil government are extended to a wider 
range of bodies, particularly the National Health Service. 

6. Departments should be able to demonstrate how deviations from OGC-
sponsored approaches have secured better value for money. There should be a 
presumption in favour of using OGC-established procurement routes, particularly 
for routine and low value items. Where departments make other arrangements they 
should be able to demonstrate clearly the reasons for doing so, and how better value 
has been secured. 

7. Greater use should be made of the Government Procurement Card. The card 
offers simplified purchasing, reduced transaction costs, speedier delivery and 
reduced stockholding, while a sound audit trail provides information about what was 
bought, from whom and how much was spent. At present, only 6% of departmental 
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spending is via this route and for non departmental public bodies the figure is only 
3%. 

8. Departments can secure further value for money gains by use of mini-
competitions within the S-Cat and GCat arrangements. In using catalogues such as 
S-Cat and GCat, departments should be aware that they may secure keener prices by 
running mini- competitions, rather than simply accepting the price set by individual 
suppliers. 

9. Departments should make their procurement processes and policies accessible to 
small and medium-sized enterprises. These suppliers may be able to offer better 
value for money through increased competition, local supply lines, and greater 
flexibility and innovation. In particular, when framework agreements within S-Cat 
and GCat are due for renewal, departments should publicise this effectively, using 
their links with bodies such as the Department for Trade and Industry’s Small 
Business Service to make sure that as wide a range as possible of suppliers have the 
opportunity to compete. 

10. If departments are to realise the many potential benefits in developing electronic 
procurement systems, they need to make a careful appraisal of the costs, benefits 
and practicalities of developing them. In particular, they should be aware of similar 
initiatives in other departments, so that wasteful duplication is avoided, and good 
practice lessons are learned. The Department for Work and Pensions and the Office 
of the Deputy Prime Minister, for example, are developing separate e-procurement 
systems to reduce the processing costs of procurement. The gains so far achieved by 
the Office of the Deputy Prime Minister have, however, yet to meet the expectations 
of its business plan. 

11. Departments need to develop reliable and up-to-date information to secure better 
control over their procurement spending. Departments should know how much is 
spent, with whom, and on what goods and services, as well as the transaction costs of 
procurement. Departments should get to grips with maverick spending in particular 
— where staff use unauthorised buying arrangements or suppliers who are not 
approved — as they risk losing value that could otherwise be achieved through 
established procurement arrangements. 

12. Departments should have the means to satisfy themselves about the financial and 
operational reliability and resilience of key suppliers, and their associated supply 
chains. Currently, just 17% of departments, agencies and non departmental public 
bodies analyse the strength of their suppliers’ and their associated supply chains, and 
only 26% hold information on the proportion of individual suppliers’ turnover that 
their procurement spending represents. 

13. Departments need to increase the numbers of professionally qualified 
procurement staff. Just 23% of all designated procurement staff have a Chartered 
Institute of Purchasing and Supply or other procurement qualification, and the rate 
of progress to develop a fully professional procurement service has been slow.  
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1 The impact of the Office of Government 
Commerce 
1. Public procurement practice is more developed in the United Kingdom than other 
European countries as a result of the OGC’s activities, the existence of specific 
procurement units and teams in departments, and the range and quality of advice available 
to help procurement staff in departments adopt better practices.3 

Application of OGC good practice by departments 

2. Not all departments, agencies and non departmental public bodies, however, have 
applied the tools and good practice developed by the OGC. For example, just 30% are using 
OGC’s Supply Intelligence Service,4 with executive agencies and non departmental bodies 
generally making much less use of OGC initiatives than departments.5 

Gateway Reviews 

3. OGC Gateway Reviews were introduced in February 2001, whereby all major central 
civil government projects pass through a series of ‘gates’ at critical points in their lifecycle 
to help ensure that they remain on track and achieve their intended outcomes. Since 
Gateway began, 600 reviews have taken place across 45 central civil government 
departments and agencies.6 A project receiving consecutive ‘red’ reviews triggers a formal 
letter from the OGC Chief Executive to the Departmental Permanent Secretary bringing 
the issue to their direct attention and designed to prompt action by the department.7 The 
OGC has also introduced the “Gate Zero” concept at the earliest stage of a major 
programme or project designed to test the overall viability of the project by reference to 
costs, outcomes, resources, timetable and general achievability.8 

The OGC and the National Health Service 

4. Procurement expenditure in the National Health Service does not fall within the remit of 
the OGC nor form part of its targets to achieve value for money gains.9 The NHS has, 
however, adopted the Gateway review process voluntarily10 and its National Programme 
for IT is subject to these reviews.11 As the OGC has developed, collaboration with the NHS 
has grown. For example, the OGC has undertaken a review of health procurement at the 

 
3 C&AG’s Report, para 9 

4 Q 11; C&AG’s Report, para 2.12 

5 Q 8; C&AG’s Report, para 3.31 and Figure 50 

6 C&AG’s Report, para 2.19 

7 Q 100 

8 Q 101 

9 Qq 102, 108 

10 Q 104 

11 Qq 95–96 
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request of the Permanent Secretary of the Department of Health.12 The OGC has also 
developed framework agreements which operate for the benefit of the whole of 
government, including the NHS.13 There is for example a framework agreement for 
photocopiers developed by the OGC in collaboration with the NHS Purchasing and Supply 
Agency.14 

The OGC’s role in securing further value for money gains and 
efficiency savings 

5. Departments have so far reported value for money gains of £1.6 billion at 31 March 
2003, exceeding the OGC’s target of £1 billion. With 85% of improvements coming from 
just nine departments there is considerable scope for more departments, their agencies and 
non departmental public bodies to contribute to the target.15 Some departments, for 
example, the Office of the Deputy Prime Minister, lacked reliable procurement data and 
the savings figures submitted to the OGC had not been checked by internal audit,16 
whereas for other departments, for example the Department for Work and Pensions and 
the Department for Transport, claimed savings are checked by internal audit prior to 
submission to the OGC.17 

 
12 Q 113 

13 Qq 116–117 

14 Qq 104, 116 

15 C&AG’s Report, Executive Summary para 10 

16 Q 76  

17 C&AG’s Report, Figure 14 
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2 Securing greater value for money 
6. Departments use a variety of buying arrangements to purchase the goods and services 
they require (Figure 2). 

Figure 2: Purchasing arrangements are influenced by the type, value and risk inherent in the goods 
and services required 

Departments have choices about the procurement routes they can use depending on the 
procurement they are undertaking 
 

High value/complex 
procurement such as 
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welfare bene fits and help
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volume such as vehicle 
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maintenance, catering, 
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purchasing of stationery, 
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equipment.

Projects of a value of over £100,000 for 
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works for central Government are 
tendered competitively under European 
Union rules and may be undertaken 

Public Private Partnership route.

risk are monitored through the Gateway 
Review process.

Departments may look to purchase 
jointly with other departments through 
collaborative arrangements. For example 
framework agreements, established in 
conformity with European Union rules, 

services through a mini-competition 
with pre-selected suppliers.

Departments use arrangements that 
minimise transaction costs, such as the 
Government Procurement Card or 
electronic catalogues of easily-

Typical approach 

 
 

Catalogues 

7. Online catalogues, GCat and S-Cat, set up by OGCbuying.solutions, the OGC’s 
executive Agency, offer benefits of faster procurement and reduced administration costs. 
Arrangements developed with suppliers in the catalogues cover fixed terms and conditions, 
but are negotiated without any commitment to the volume of business suppliers will 
receive.18 These agreements are designed to be flexible and allow customers in departments 
to change suppliers, renew existing arrangements or opt out altogether if they wish.19 They 
are used regularly, however, in only half of departments, agencies and non departmental 
public bodies,20 and further value for money gains could be achieved if they were used 

 
18 Q 23 

19 C&AG’s Report, para 3.14 

20 Q 13; C&AG’s Report, para 2.16 

jobseekers find work.

major construction or 

through a Private Finance Initiative or 
example a system to pay 

Projects identified as high and medium

are often used to purchase goods and

specified goods and services.
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more widely.21 Smaller departments lacking leverage and purchasing power in the market 
place are likely to achieve better value for money through the catalogues, though some 
larger departments may find that they can achieve equivalent or better value for money by 
dealing with suppliers directly.22 Some departments, for example the Department for Work 
and Pensions, use framework agreements developed with other departments, outside 
GCat,23 which deliver equivalent value for money savings.24  

8. 40% of departments, agencies and non departmental public bodies found that GCat 
offered cheaper goods and services, and 24% that S-Cat offered cheaper goods and 
services.25 Catalogue arrangements are reviewed periodically, for example between three 
and five years for IT suppliers on GCat.26 Prices quoted in the catalogues are intended by 
the OGC to be maximum prices.27 Greater savings can usually be achieved if departments 
undertake a mini-competition between a number of suppliers on the framework, which 
may result in a keener price than would be achieved by using an individual supplier 
directly from the catalogue.28 

9. The use of framework agreements such as GCat and S-Cat offer benefits to departments 
including greater procurement flexibility and reduced administrative costs. Such 
agreement can, however, be inflexible, locking out unsuccessful suppliers from the public 
sector marketplace for up to five years. This is a particular issue for some small and 
medium-sized enterprises, which may find it more difficult to enter competitions where 
these are not widely publicised, and do not become aware of a competition before it has 
closed, or which have concerns that framework agreements may preclude departments 
from ‘testing out’ new suppliers on low-value contracts.29 

The Government Procurement Card 

10. The Government Procurement Card is a quick and easy payment method using a Visa 
purchasing card for low value transactions. Take up and use of the card has risen steadily 
since it was introduced in 1997. By the end of 1999, some 7,000 cards were in use for 
194,000 transactions valued at £23 million. By the end of 2002, there were over 39,000 
cardholders who had completed 2.7 million transactions valued at £413 million. With an 
average savings figure of £28 per transaction from using the card this represents £70 
million in process efficiency savings. The card offers benefits of simplified purchasing, 
reduced purchasing costs, speedier delivery and reduced stockholding, while providing a 
sound audit trail in the form of monthly statements to management about what was 
bought, how much and where it was bought.30 In addition, the card can be introduced 

 
21 C&AG’s Report, recommendation 4 

22 Q 31 

23 Q 19 

24 Qq 20–21 

25 Qq 30, 32; C&AG’s Report, Figure 26 

26 Qq 40–42 

27 Q 35; C&AG’s Report, para 2.17 

28 Qq 36, 42–43 

29 Q 44; C&AG’s Report, para 3.14 

30 Qq 126, 130, 134; C&AG’s Report, Figure 24 
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without the need for capital investment. Almost all departments use the card although 
almost half of non departmental public bodies did not use it. The card is used regularly, 
however, in only half of departments, agencies and non departmental public bodies and 
usually accounts for only a small proportion of expenditure, with non departmental public 
bodies making just 3% of their expenditure using the card compared to 6% for 
departments.31 

Maverick spending 

11. ‘Maverick spending’ occurs where staff buy legitimate goods but use unauthorised 
buying arrangements or unapproved suppliers.32 It could amount to some £300 million 
annually, though is difficult to estimate with any certainty.33 Procurement expenditure 
which falls outside authorised buying arrangements may mean that departments are not 
securing value for money gains that could otherwise be achieved through application of 
authorised arrangements and OGC tools and good practice. Better management 
information and financial information would enable departments to have better control 
over their procurement expenditure.34 

 
31 C&AG’s Report, para 2.16 and recommendation 4 

32 Q 135; C&AG’s Report, para 3.8 

33 C&AG’s Report, recommendation 4 

34 Q 134 
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3 Costs of procurement  

Management information 

12. To help deliver value for money, departments require reliable information on whole life 
costs of procurement including transaction costs — the cost of administering and 
managing the procurement process.35 Without adequate management information and 
direct links between procurement and accounting systems, departments will not be in a 
position to monitor and manage the costs of procurement.36 

Transaction costs 

13. Of the 908,000 commercial invoices paid by the Department for Work and Pensions in 
2002–03, just under half were under £100, amounting to 0.3% of the departments’ 
commercial spend. This produces high transaction costs estimated to be around £70 per 
transaction.37 This is in part due to the nature of DWP’s business, as the Department deals 
with over 12,000 suppliers, most of which are small local suppliers used by the 
Department’s network of local offices for low value goods and services orders, for example, 
provision of taxi arrangements to get job seekers to interviews. To tackle its high 
transaction costs, the department is moving to purchasing low value, high volume items 
electronically,38 and currently processes 67% of its invoices electronically.39 Concentrating 
on a smaller number of suppliers is a further way to reduce the process and transaction 
costs associated with procurements and reflects the OGC’s view of best practice in both 
public and private sectors.40 

Electronic Procurement 

14. The Department for Work and Pensions and the Office of the Deputy Prime Minister 
have adopted different approaches to achieve their objectives to reduce transaction costs by 
moving to electronic procurement systems for the processing of low value, high volume 
transactions.41 The different approaches have come about partly as a result of timing, and 
partly because of the computer systems the departments already have in place.42 The 
Department for Work and Pensions is at the final stages of procuring an ‘off the shelf’ 
Oracle solution to deliver a complete ‘purchase to pay’ system.43 The Department is 
expecting the initial roll out of its system to begin at the end of 2005.44 The Office of the 

 
35 C&AG’s Report, para 3.7 

36 Q 142 

37 Q 56; C&AG’s Report, Volume II, para 1.10  

38 Q137; C&AG’s Report, Volume II, para 1.10 

39 Q 56 

40 Q 59 

41 Qq 137–140 

42 Qq 140–141 

43 Purchase to pay systems cover activity prior to making an order, such as quotations from suppliers; making the order 
itself; and invoice and accounts management.  

44 Q 137 
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Deputy Prime Minister introduced from April 2003 its BuyNet system for procuring low 
value items, such as stationery and IT consumables, the first system of its kind in 
Government. By October 2003, however, only 1,400 orders and 1,300 invoices had been 
processed on BuyNet, compared to the business plan targets of 13,500 orders and 72,000 
invoices. The project is behind schedule because of the difficulties of bringing suppliers on 
to the system45 and BuyNet is expected to break even one year after the original business 
plan assumption.46  

15. The Office of Government Commerce is currently assessing the business case for the 
Zanzibar project, which, if implemented, would present a common electronic purchase to 
pay system which a number of departments could use.47 

 
45 C&AG’s Report, Volume II, Figure 15 

46 Q 143; Ev 19–21 

47 Qq 140–141  
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4 Professional capability of procurement 
staff  

Raising the numbers of professionally qualified staff in departments 

16. Procurement expertise is one of the key competencies needed to improve the delivery 
of public services. Only some 23% of all designated procurement staff have Chartered 
Institute of Purchasing and Supply (CIPS) or other procurement qualifications, though a 
further 11% are training for qualifications. In many cases, procurement decisions are made 
by staff without the advice of people with proven procurement expertise or experience.48 
Furthermore, links between procurement staff and budget holders are often not strong, 
with procurement staff often being consulted too late in the procurement process to have 
an influence on how goods and services are purchased.49 

17. In general procurement skills are in short supply and it takes time to train new staff.50 
Procurement qualifications are not always held in esteem within departments, however, 
and departments may not encourage their staff to become qualified.51 The OGC has been 
encouraging procurement staff to become either part qualified through its certificate of 
competence, or fully qualified through the CIPS qualification.52 

18. Executive Agencies have a much lower proportion of qualified staff (16% compared to 
Departments’ 46%)53 and are also less likely to have the mechanisms to compare market 
prices (44%) than Departments (78%).54 

Raising commercial awareness in departments 

19.  One way of raising commercial awareness is for departments to appoint a Commercial 
Director who is a member of or who reports to the departmental management board, and 
for procurement and project management expertise to be a more widely recognised 
competency for progression to senior civil service posts.55 Of the twenty departments, 
agencies and non departmental public bodies which spent the most on procurement in 
2002–03, only three had Commercial Directors, whose role explicitly covers all corporate 
engagement with the private sector and wider business world and procurement strategy.56 
Although two further departments have now appointed Commercial Directors, progress 
by departments in creating this role has been slow.57 The OGC has agreed an action plan 

 
48 C&AG’s Report, para 20 

49 ibid, para 3.27 

50 ibid, para 2.21 

51 Q 83 

52 ibid 

53 C&AG’s Report, para 20, and Figure 31 

54 Q 123; C&AG’s Report, para 2.30  

55 C&AG’s Report, para 20 

56 ibid, para 3.4. The three are the Department for Work and Pensions, the Prison Service and the United Kingdom 
Atomic Energy Authority. 

57 Q 12 
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with all departments for them to review and satisfy themselves that the structure of their 
commercial arrangements is effective.58 

Assuring the financial viability of suppliers and supply chains 

20. There is a range of criteria to select suppliers, which varies between different types of 
procurement.59 As well as quality, time and cost parameters, departments also need to 
know about financial viability and creditworthiness, the capabilities of suppliers and their 
ability to meet the technical specification set.60 An overall value for money assessment can 
then be made not just on the price offered by suppliers but taking these other criteria into 
account.61  

21. The OGC has acted to satisfy itself, through extensive analysis of finance and current 
year management accounts, of the financial viability of major suppliers to Government, in 
particular of IT, where it has had concerns.62 Just 26% of departments, agencies and non 
departmental public bodies, however, hold information on the proportion of individual 
suppliers’ turnover that their procurement represents.63 Just 17% analyse suppliers’ supply 
chains as part of their criteria for selecting suppliers,64 and so do not have assurance about 
the reliability and resilience of key suppliers’ subcontractors beyond their prime 
contractors.65 

 
58 Q 12 

59 Q 48 

60 Qq 48–49 

61 Q 48 

62 Qq 52–54 

63 C&AG’s Report, para 2.7 and Figure 18 

64 ibid, para 2.12 and Figure 21 

65 ibid, paras 3.18, 3.26 
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Formal minutes 

Wednesday 21 July 2004 

Members present: 
 

Mr Edward Leigh, in the Chair 
 

Mr Richard Allan 
Mr Richard Bacon 
Mrs Angela Browning 
Jon Cruddas 
Mr Ian Davidson 

 Mr Frank Field 
Mr Brian Jenkins 
Jim Sheridan 
Jon Trickett 
Mr Alan Williams 

The Committee deliberated. 

Draft Report (Improving departments’ capability to procure cost-effectively), proposed by 
the Chairman, brought up and read. 

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

Paragraphs 1 to 21 read and agreed to. 

Conclusions and recommendations read and agreed to. 

Summary read and agreed to. 

Resolved, That the Report be the Forty-first 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 8 September at 3.30pm 
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Fourteenth Report Inland Revenue: Tax Credits HC 89   (Cm 6244) 

Fifteenth Report Procurement of vaccines by the Department of 
Health 

HC 429  (Cm 6244) 

Sixteenth Report Progress in improving the medical assessment of 
incapacity and disability benefits 

HC 120 (Cm 6191) 

Seventeenth Report Hip replacements: an update HC 40   (Cm 6271) 

Eighteenth Report PFI: The new headquarters for the Home Office HC 501  (Cm 6244) 

Nineteenth Report Making a difference: Performance of maintained 
secondary schools in England 

HC 104  (Cm 6244) 

Twentieth Report Improving service delivery: the Veterans Agency HC 551   (Cm 6271) 

Twenty-first Report Housing the homeless HC 559  (Cm 6283) 

Twenty-second Report Excess Votes (Northern Ireland) 2002–03 HC 560  (N/A) 

Twenty-third Report Government Communications Headquarters (GCHQ): 
New Accommodation Programme 

HC 65  (Cm 6302) 

Twenty-fourth Report Transforming the performance of HM Customs and 
Excise through electronic service delivery 

HC 138  (Cm 6302) 

Twenty-fifth Report Managing resources to deliver better public services HC 181 

Twenty-sixth Report Difficult forms: how government departments 
interact with citizens 

HC 255  (Cm 6302) 

Twenty-seventh 
Report 

Identifying and tracking livestock in England HC 326 

Twenty-eighth Report Driver and Vehicle Licensing Agency: Trust Statement 
Report 2002–03 

HC 336  (Cm 6302) 

Twenty-ninth Report Improving public services for older people HC 626  (Cm 6303) 
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Thirtieth Report Out of sight—not out of mind: Ofwat and the public 
sewer network in England and Wales 

HC 463 

Thirty-first Report Cambridge-MIT Institute HC 502  (Cm 6302) 

Thirty-second Report HM Customs and Excise Standard Report HC 284  (Cm 6304) 

Thirty-third Report Income generated by the museums and galleries HC 430  (Cm 6304) 

Thirty-fourth Report Strategic Rail Authority: improving passenger rail 
services through new trains 

HC 408  (Cm 6304) 

Thirty-fifth Report Early years: progress in developing high quality 
childcare and early education accessible to all 

HC 444 

Thirty-sixth Report Tackling VAT fraud HC 512  (Cm 6304) 

Thirty-seventh Report Risk management: the nuclear liabilities of British 
Energy plc 

HC 354 

Thirty-eighth Report An early progress report on the New Deal for 
Communities programme 

HC 492 

Thirty-ninth Report Ministry of Defence: Operation TELIC-United 
Kingdom military operations in Iraq 

HC 273 

Fortieth Report Youth Offending: the delivery of community and 
custodial sentences 

HC 307 

Forty-first Report Improving departments’ capability to procure cost-
effectively 

HC 541 
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Members present:

Mr Edward Leigh, in the Chair

Mr Richard Allan Mr Brian Jenkins
Mr Richard Bacon Mr Gerry Steinberg
Mrs Angela Browning Jon Trickett
Jon Cruddas Mr Alan Williams
Mr Ian Davidson

Mr Tim Burr, Deputy Comptroller and Auditor General, further examined.
Mr Rob Molan, Second Treasury OYcer of Accounts, further examined.

REPORT BY THE COMPTROLLER AND AUDITOR GENERAL:

Improving Procurement: Progress by the OYce of Government Commerce in improving departments’
capability to procure cost-eVectively (HC 361-I & II)

Witnesses:Mr John Oughton, Chief Executive, and Sir Peter Gershon KCB, former Chief Executive, OYce
ofGovernment Commerce;MrDavid Smith, Director, Commercial andEstateDirectorate, Department for
Work and Pensions; Mr Peter Unwin, Director General, Corporate Strategy and Resources, OYce of the
Deputy Prime Minister; and Mr JeV Belt, Finance and Process Director, Vehicle and Operator Services
Agency (VOSA), examined.

Q1 Chairman: Good afternoon and welcome to the Sir Peter Gershon: Can I just clarify the point about
exceeding the target. It is clearly true that weCommittee of Public Accounts where today we are
exceeded the targets by a fair margin but, if you golooking at the Comptroller and Auditor General’s
back and look atmy original 1999 report, against theReport on improving procurement: progress by the
timetable I proposed, the reform programme startedOYce of Government Commerce in improving
later than I envisaged, so another way of looking atdepartments’ capability to procure cost-eVectively
the achievement is that I think we have just aboutand we are joined once again for his last appearance
caught up to where we would have been if the reformby Sir Peter Gershon who is the former Chief
programme had started when I had originallyExecutive of the OGC—you are very welcome, Sir
proposed rather than when it did in April 2000Peter, for your last appearance before us—and his
rather than in October 1999.successor, Mr John Oughton, and you are very

welcome for the first time to our committee. David
Q3 Chairman: What do you think are the mainSmith who is Commercial Director for the
things that pushed the actual figures up? What wasDepartment for Work and Pensions. Peter Unwin
originally proposed as a target?who is the Director General for Corporate Strategy
Sir Peter Gershon: If you go back and look at myand Resources in the OYce of the Deputy Prime
original report, I made it very clear that the £1 billionMinister. JeV Belt who is the Finance and Process
was, as I described it, an aspirational target becauseDirector for the Vehicle and Operator Services
there was very little data around on which to base aAgency. You are all very welcome. Perhaps I may
target. So, in one sense, I proposed the target tostart, Sir Peter, by asking you one or two questions.
capture the imagination of Government that aWould you look at figure 12 which you will find on
successful reform programme could begin to unlockpage 25. Youwill see there that you have done better
a lot of benefit. In the second three years of OGC’sthan you thought you would: nine departments
existence, there was clearly much more data aroundaccounted for £1.41 billion but that 85% of the
that enabled a more informed debate withsavings came from just nine departments. So, does
departments to lead to the development of thethat not lead one to suppose that there is scope for a
£3 billion target which I think is felt to be prettylot more to be achieved?
stretching and has a huge dependence on OGCSir Peter Gershon: Yes and that is exactly why the
Gateway process delivering the anticipated value forOGC has the more ambitious target in the SRO2
money gains of which there are no contributionsspending review period.
from the Gateway process in the £1.6 billion.

Q2Chairman:Do you think this target is suYciently Q4 Chairman: The Chancellor has talked about
stretching given that you exceeded your previous savings of £20 billion from your review. How much

of this is going to come from procurement?target by a considerable amount?
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Sir Peter Gershon: We are still developing that in at “Use Supply Intelligence Service”, it is down to as
low as 18% in non-departmental public bodies. Doesconjunction with the departments but can I

emphasise that the eYciency review is looking at the this worry you?Why is your advice not more readily
taken up by these bodies?whole of the public sector with the exception of the

devolved administrations whereas, in the period that Mr Oughton: I think the first point tomake is that up
until now the OGC has worked traditionallywe are looking at in the context of this NAOReport,

we are looking at civil central government which is through core departments through headquarters of
departments and there is very good reason for that.just under 15% of total UK public sector

procurement. I cannot answer the question at this That is because the first range of challenges we had
to face were in the departments themselves and thestage, Chairman, because we are still in the stage of

working with departments to identify the departments managed the relationship with a very
large number of agencies, over 70 agencies, andprocurement contribution to the eYciency review.
nearly 200 non-departmental public bodies. The
circumstances in each of those bodies will beQ5 Chairman:You come to this field with very great
diVerent: the status, the governance arrangements,experience in the private sector. You are seeking to
the way in which they operate will be diVerent. So,drive forward or you, whilst still in government,
we have had a choice. The choice was to workwere certainly seeking to drive forward major
through departments who know the regime of theireYciency savings. Do you have confidence that
own agencies and public bodies or to attempt to dealsenior civil servants can deliver your ideas?
direct with them. In some cases we do deal direct: inSir Peter Gershon: When I make recommendations
the large agencies and the NDPBs, the Environmentto ministers, they will include recommendations
Agency and the Strategic Rail Authority, places ofabout the implementation of the eYciency
that sort. What we are doing now as we work withproposals. Some of those have already been
departments is to attempt to strengthen our messageannounced, like the Chancellor has confirmed that
so that, for example, on the supplier intelligenceJohn, as my successor in the OGC, will also have the
service, to which you referred, where the take-up isremit for coordinating the overall eYciency
mixed, we are attempting to push harder on thatprogramme that arises from the SRO4 settlements,
both through our Supervisory Board, throughbut there are other measures that I am in discussion
meetings with departmental heads of procurementwith John, Treasury and Cabinet OYce colleagues
and through targeting information directly at theabout what else we need to do at the centre to help
agencies and the NDPBs. So, we are starting now todrive the programme forward bearing in mind that
have an engagement direct with those bodies.a lot of the eYciency gain will not occur in core

departments but will occur in the wider public
sector. Q9 Chairman: I think it is important to have a direct

relationship with agencies. If you are talking about
the Highways Agency or the Prison Services, theseQ6 Chairman: Mr Oughton, I have been looking at
are public sector bodies.your very distinguishedCVwith a fairly classic route
Mr Oughton: And we do indeed have a directup the Civil Service but no private sector experience;
relationship because they are large spenders, but Iis that true?
would just re-emphasise—Mr Oughton: I have very little direct experience of

working in the private sector but a good deal of
experience of working alongside the private sector Q10 Chairman: Should there be a bigger role for you
and indeed having private sector individuals and not sort of more of a hands-oV approach than
working for me. you perhaps adopted until now but more of a hands-

on approach?
Mr Oughton: I would not call it a hands-oVQ7 Chairman: You do not think that is a
approach, I would call it an approach based ondisadvantage compared to your predecessor?
giving guidance and support and challenge, if youMr Oughton: It is a diVerent skill set but, in terms
like, to departments, helping them to create theboth of taking forward the agenda in the OGC and
capability in order that they can support their ownimplementing the eYciency review, a lot of what will
agencies and NDPBs because, frankly, the idea thatbe required is an understanding of how to make the
an OGC could deal direct with over 70 agencies andlevers work and how to ensure that implementation
200 NDPBs I think would be an ineVective way ofcan move forward and I think understanding both
using our resource. We have to target that as we doour private sector techniques which I believe I have
on the large agencies and the NDPBs. So, you needand the public sectormachinery is a goodmix to take
a multiplier eVect with the departments themselvesthat forward.
developing the capability in order that they can
support their own agencies.Q8 Chairman: Can I just ask you one or two more

detailed questions, Mr Oughton. If you look at
figure 50 which you will find on page 60, it says Q11 Chairman: If we go into this again in more

detail, if you look at page 34 and look at paragraph“Application of a range of tools and good practice is
lower in agencies than departments” and youwill see 2.12, you deny that it is a hands-oV approach but we

will see, if we look at paragraph 2.12, that just 30%—that on some of these tools of good practice which
you are recommending the take-up is very low. Look and we are talking about departments now—use
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OGC’s Supply Intelligence Service and it says here, Chairman: I have some more detailed questions for
the other witnesses but I want to give other members“This suggests scope for development and
a chance to come in.promotion of OGC’s market intelligence function

. . .” Is it not rather worrying that this take-up is so
low? Q13 Mr Steinberg: The Report tells us that if the

departments use the online catalogues of G-Cat andMr Oughton: I think the take-up reflects a number of
S-Cat, there would be considerable savings ofmoneyfactors. First of all, it reflects the fact that up until
when purchasing. Yet, if you read the Report, unlessnow some of the larger departments who are already
I have read it incorrectly, only half the departmentvery commercially aware have developed their own
agencies and quangos actually use this facility. Theyarrangements directly to secure market intelligence.
have not taken a lot of notice of you, have they?Some use service suppliers from outside. We are
Why?starting to incorporate those arrangements into the
Sir Peter Gershon: I have nothing to be ashamedmain arrangements we have in the Supply
about our record on the catalogues. The record onIntelligence Service. The Inland Revenue’s service,
the catalogues shows that when the OGC wasfor example, was provided direct by Dunn &
created in 1999–2000, the turnover through G-CatBradstreet until recently but now it is coming
was just over £180 million. For the financial yearalongside us. So, we are starting to grow the role of
that has just finished inMarch 2004, G-Cat revenuesthe Supply Intelligence Service fromwhere it is at the
are forecast to have grown to £570 million. That is amoment. Some other bodies will not have needed
growth of 2.25 times in three years.1significant market intelligence because they have not

been engaged in a major procurement in the last two
Q14Mr Steinberg: Excellent but that is only half theor three years but again, as their demands grow, they
departments.can come alongside the arrangements that we have.
Sir Peter Gershon: There are some departmentsAlso, through the work that we are doing to
which have their own frameworks, for exampleimplement the report on competition and capacity
Inland Revenue, and I would point out that, in thisplanning, the Kelly Report, we are taking another
case, the NAO has identified that I think in the caseroute into this issue by looking at how we manage of G-Cat there is something like another £5 million

the relationships with our key suppliers, of gains to be gained by greater use of G-Cat. When
understanding their issues in the marketplace and it did its review in 1999, it identified that it was
sharing that knowledge across departments. So, the £20 million of gains.
intelligence service itself is not the only tool we are
trying to use, it is one of a range of tools for dealing Q15 Mr Steinberg: With only 50% using it or 100%
with the issue. using it?

Sir Peter Gershon: With the 50%. I never claimed in
my review—

Q12Chairman:On this theme, Sir Peter, if I could go
back to you, if you look at page 47 and paragraph

Q16 Mr Steinberg: I am not suggesting you were.3.4, you will see that it says there, “Of the 20 Sir Peter Gershon: I wrote in my review that we
departments which spent the most on procurement would get it all fixed within three to four years. Of
in 2002–03, only three had commercial directors course, there is a hell of a lotmore to do. This Report
. . .” Does that worry you particularly with your identifies some of the things that are left to be done.
experience in the private sector?
Sir Peter Gershon: Yes, it does but there is a slow Q17 Mr Steinberg: You should not be so successful,
trend here in the right direction because, subsequent then you would not get the criticism that it could be
to this Report, there are now commercial directors even more successful.
in place in the Department for Constitutional Sir Peter Gershon: I signed the Report oV. The
AVairs and Health, covering both the Department criticisms in this Report are very constructive and
and theNHS. This year, we agreed what is known as are perfectly valid criticisms. We have launched a
the joint action plan with departments which covers major reform programme against a background that
the period out to the end of the spending review there were three previous attempts to kick-start
2002, an action that all departments were to look at reform in this area in the 1990s which did not get the
the structure of their commercial arrangements and traction. I think all the evidence is that this
satisfy themselves that they were optimum.We took programme has the traction and there is a hell of a
a paper on this subject to the OGC Supervisory lot more to do, not just in the next two years but
Board in March for discussion with the permanent probably in the next five to seven years.
secretaries and have agreed a way forward which is
that there are going to be a series of bilateral actions Q18Mr Steinberg:Mr Smith, if you look at page 20,
between John and the departmental permanent figure five, we see that your Department, the
secretaries to hopefully accelerate this agenda, but it Department for Work and Pensions, is clearly the
is one of the areas where I would freely admit we most prolific spender. You spent virtually three
have not made as much progress as I would have times more than anybody else by the looks of things,
liked during my tenure at the OGC against what I
originally set out in my report. 1 Ev 19
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again if I am reading the chart correctly. Why did if he was to guarantee that he would use your system
the price would come down, would it not, foryou spend so much money? That is purely because

the department is so big, I suspect. everybody else?
Sir Peter Gershon: Wherever you have guaranteedMr Smith: I think it is because the department is so

big. It is a large and complex department with large volumes, you are always likely to get a better set of
arrangements.responsibilities and like many other departments, it

delivers its business through a significant proportion
of external providers. Q26Mr Steinberg: SoMr Smith’s department might

have paid a higher price by not using the system
Q19Mr Steinberg: But you do not use the GCat and properly?
S-Cat, do you? Sir Peter Gershon: Yes, but if he feels his own
Mr Smith:We use S-Cat very significantly, and have arrangements give him better value for money then
used it quite significantly since the inception of he should use his own arrangements.
DWP. In terms of GCat, as an enabling framework
catalogue, we have used, as Sir Peter Gershon Q27 Mr Steinberg: What is the point of having a
mentioned, framework arrangements which were let central purchasing system then?
collaboratively and available— Sir Peter Gershon: When you set up generic

catalogues—We have not yet found a way in which
Q20 Mr Steinberg: I put it to you, Mr Smith, that we can meet the needs of all the potential users of a
you are wasting money because Sir Peter has just catalogue of this nature all the time. We try to set up
explained to us how successful the other generic catalogues which are easy to use and try to
departments are by using this facility. You are not represent—
using this facility and you are telling us you are
successful but you would be even more successful if Q28 Mr Steinberg: I think you are waZing.
you accept what Sir Peter Gershon says, so you are Sir Peter Gershon: No, no—try to represent a
wasting the taxpayer literally hundreds and generic solution to a large number of customers’
thousands of pounds a year, is that right? needs. We keep enhancing them with various
Mr Smith: No. I think, with respect, we have been additions, as we have done with S-Cat in the refresh,
using S-Cat significantly over the past two years as but we can never develop a catalogue which can
an enabling framework and it has delivered value for satisfy the needs of all users all of the time.
money savings in line with the ones the OGC have
suggested. In terms of our non use of GCat we have Q29Mr Steinberg: I appreciate that. I can remember
used, as I suggested, another pan-government when I was a head working for Durham County
framework that has delivered value for money Council, you had to buy every single item, whether
savings equivalent to that which GCat is delivering. it was a drawing pin or a computer—although there

were not computers in those days –through Arnolds
Q21MrSteinberg:Theymay be value formoney but of Leeds. Even when you could buy cheaper
could you have saved moremoney by using Sir Peter equipment elsewhere you still had to go through
Gershon’s central purchasing system? Arnolds of Leeds to buy it, which was farcical. Mr
Mr Smith: I think I would say we are using an Smith, I cannot get over the fact that your
equivalent where we are delivering at least Department is the biggest spender but if you were to
equivalent value for money savings. spend your money on a central purchasing system it

would bring down the cost of goods for all the other
Q22 Mr Steinberg: Do you accept that, Sir Peter? departments in Whitehall. Is that not a selfish
Sir Peter Gershon: Yes, and nor do I think there attitude?
should be a situation in which OGC catalogues have Mr Smith: I think in terms of the way procurement
a monopoly of what is a very, very large market, is enacted in either public or private sectors there
there needs to be contestability. are, of course, real benefits of aggregation. They are

finite to a point in that if you kept adding volume
Q23 Mr Steinberg: Presumably you have negotiated against volume against volume the unit price would
the cheapest prices otherwise you would not have a not come down. What we are looking to balance in
catalogue? tandemwith the other large departments in OGC, as
Sir Peter Gershon:Yes, but can I be clear about these I think Sir Peter Gershon has suggested, is the
catalogues. We negotiate these catalogues from a competitive edge between providers to Government
position that we cannot commit any volume. where we optimise unit price and we are able to use,

in the right place, the purchasing power of central
Government to deliver eYciencies across the pack.Q24 Mr Steinberg: Say that again.
Frameworks, GCat and S-Cat, are themselvesSir Peter Gershon: When we put these catalogues in
subject to competition within that framework.place we cannot commit volume.

Q25 Mr Steinberg: Right. So if your colleague, Mr Q30 Mr Steinberg: I want to go on to that, Mr
Oughton, because now I want to take a diVerentSmith, was to guarantee that he would spend his—

how many billions is it—£4 billion or whatever it is track altogether.Mr Smith does not use your system
all that much and apparently if you turn to page 39a year, or whatever it is he spends on these projects,
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and look at figure 26, the way I read that again, I Mr Smith: It is a basic benefit of aggregation, indeed.
In terms of GCat, as has been suggested by Johnreckon that only 40% of departments actually

believe that this is the cheapest way of doing it. So Oughton, it is an enabling contract with a number of
providers on there. To maximise value for moneyhave you got it right or is Mr Smith right by not

purchasing through you or using your method? there is an expectation which departments such as
DWP will do, which is to keep within thatMr Oughton: It is going to depend on the
framework to secure optimum value for money. Incircumstance of the department.
terms of GCat, which I suggestedDWPhas not been
using, it has been using an Inland Revenue let and

Q31 Mr Steinberg: Sixty per cent have not. managed framework which is very similar to GCat,
Mr Oughton: If you are a small department which and similarly we have gone through a competed
frankly does not have great leverage and purchasing route on that and had—again as Sir Peter Gershon
power in the marketplace then I think the route mentioned—a guaranteed requirement where we
through catalogue or through an aggregation deal had gone through a provider to give us an optimum
will give you better value for money than if you have value for money response.
to procure in the marketplace directly. If you are a Chairman: Thank you.
large customer it may be that, as Mr Smith has
found, he can get a good arrangement going directly.

The Committee suspended from 3.59 pm to 4.04 pmIt will be the case, also, that large purchasers will use
for a division in the Housethe catalogues, and wemust be careful not to mix up

two things here. Aggregation deals where
Q35 Mr Allan: On the GCat subject—I think this isdepartments collaborate together so that we can
probably a question to Mr Oughton—I canimprove our purchasing power through
understand, as Sir Peter said earlier, why acollaboration, that is one issue, but the catalogues
framework agreement with no volume is going toare about giving us a route into the marketplace
carry a price which is higher than one where youthrough a range of suppliers who are all registered
have a big department with a guaranteed volume.under the catalogue with an agreed price for their
When you look at paragraph 2.17 on page 39, itservices.
highlights the problem. It says: “Other departments
found that while prices quoted were intended by

Q32 Mr Steinberg: You have 60% of departments OGC to be maximum prices, in practice it was
saying that they can get it cheaper elsewhere. diYcult to negotiate the prices down and better
Mr Oughton: It is going to depend what they buy. In value could sometimes be obtained from smaller
cases where they have a requirement for a specialist suppliers . . .” I was just wondering how
provision—a service, a consultancy, legal advice—it fundamental the problem is. Firstly, can you clarify
may well be that they will find they get good value the point about whether the European Union rules
for money coming through the catalogue and, what allow a supplier who has negotiated GCat prices to
is more, they will have speed of access because they come in lower than that price? Is that absolutely the
will not have to go through the full curriculum case that they can do that?
regime. Mr Oughton: That would be my understanding, yes.

It is always open to suppliers to oVer. The point
about the catalogue is that once you have agreed the

Q33 Mr Steinberg: How do you get on the list? deal then that is the deal that would hold true for the
Mr Oughton: It is through a competitive process. An duration of the catalogue.
OJEU process will lead to the selection of the
suppliers.We negotiate arrangementswith them and

Q36Mr Allan: I can understand that.What seems tothen the suppliers are available to all departments
be happening in practice, to use the computerand to all customers through the period of the
example, is DWP come along and they pay £1,000 aarrangement. It is a quicker route in so there is a
computer, GCat says £1,200 because it has nobenefit to departments there if they need to secure
volume attached. The Department say £1,200 andeither goods or services rapidly.
they refuse to budge and somebody else, because
their deal is newer—and if you take the IT sector in
particular things move very quickly—the companyQ34 Mr Allan: I wanted to stay on this catalogue
says “I will do it for £1,100” and oV they go and theyquestion and try and understand it a bit better. In the
do not follow the GCat route. Is that an accuratecontext of GCat, which is the catalogue for goods,
description?my understanding from Mr Smith is if you want
Mr Oughton:That sort of unsolicited oVer could not10,000 computers youwould go to a supplier and say
be taken up if it fell outside the procurement rules.“I want 10,000 computers”, you are a big
You do get greater savings if you have a minidepartment, and they would say “A thousand
competition but you still have to have a competition.pounds a computer” orwhatever and youwould buy

them. With the GCat arrangement, if somebody
comes along and wants 10, 50 or 100, they will get Q37 Mr Allan: Right.
them for £1,200. The diVerence is you are going for Mr Oughton: So if that dialogue developed, it would
an order for 10,000 so you will get a competitive have to be done on the basis of the competitive

selection.price. Is my understanding correct?
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Q38 Mr Allan: From the figures we have got Q43 Mr Allan: The result of that mini competition
would be a lower price than that listed in thedepartments are clearly choosing the mini
catalogue?competition route to the GCat on a significant
Sir Peter Gershon: It could be, yes.number of occasions. Your job presumably is to try

and reverse that?
Mr Oughton: I would not say reverse it. As Sir Peter Q44Mr Allan:Canwe look at S-Cat—and probably
was saying earlier, I think one of the important as Sir Peter was the architect of S-Cat it has worked
points here is that you have to have a degree of well—I had a small IT company come to me and
contestability in the marketplace, you have to have they described a situation where they had done some
a way of judging whether the price you are getting is work for one Government department—I think
a good one, and you can either do that through there is something in here about flexibility
intuition or you can do it through having a way of requirements—they had done some website
comparing. Having more than one route into the projects, under a thousand pounds, they had gone to

another Government department and been toldmarketplace gives you the opportunity to do that. It
“Well, ah, the only waywe can buy from you is if youmay well be that once the catalogue arrangement is
go through S-Cat”. They said “What that doesnegotiated (and we have just refreshed the S-Cat
involve?”. They were told: “You must go throughcatalogue so that will be in place now for a period)
one of the people in S-Cat, you will do the work, youif another department was to be running a big
will actually do it but the S-Cat supplier will be theprocurement, and went into the marketplace
personwho is given the contract”. “What is the eVectdirectly, that would give us further evidence of what
of that?” “Well, they will stick 15% on the price ofis available to the marketplace. That is helpful then
the work for managing the process and the taxpayerto ratcheting that marketplace when we next have
will pay an extra 15%” and from this smallthe opportunity.
company’s point of view they will come and
complain and we will have this extra layer of

Q39 Mr Allan: You do not have a situation which bureaucracy which we believe will add nothing. I do
looks a bit odd—I think it was a point in Mr not know what your reaction will be to that kind of
Steinberg’s questions—it certainly looks a bit odd to story. Presumably you have heard it from other
us perhaps and to the taxpayer, of a bigger deal small suppliers in terms of their relationship with
having come in more recently which is actually at a S-Cat?
lower price than the fixed catalogue prices that Sir Peter Gershon: Yes. There are a significant
everybody is having to pay, so you have essentially number of SMEs within the S-Cat framework who
two Government departments buying at various have won that position through open competition
prices and particularly it seems the smaller one is each time the S-Cat has been recompeted. Once you

have run the competition you cannot just let inbeing penalised for being smaller and not having the
anyone else willy nilly until the next time youbuying power of the bigger one.
recompete S-Cat. That is clearly one of the negativesMr Oughton: I think it comes back to timing. As the
of S-Cat. You will still have a framework which,marketplace changes, becomes more competitive,
having done it, takes away a lot of the hassle forand particularly in the IT sector where it is
departments, it reduces transaction costs, it givesconstantly responding to changes in demand, it is
you a choice, but it does for a period of time lock outconstantly developing new capability, then you
other people who were unsuccessful or onlywould expect to see prices changing over time. For a
subsequently became aware of the existence of S-Catsmall department, frankly, if the alternative to using
after it was competed. Then the only way in is forthe catalogue is to go andmake a procurement direct
them to work under the umbrella of an existing S-then I suspect they may not give as good value as the
Cat supplier.catalogue.

Q45 Mr Allan: So it is a trade-oV?
Q40 Mr Allan:What is the refresh cycle for, say, IT Sir Peter Gershon: There is clearly a trade-oV

projects in GCat? between the speed and the benefits and the reduced
Mr Oughton: Sir Peter, three years, is it not? traYc that S-Cat gives but there are issues about the

impact that this has then on the market.

Q41 Mr Allan: Three years.
Q46MrAllan: In the IT sector, people talk about theSir Peter Gershon: Between three and five.
national NHS IT project procurement, and in
complimentary terms, the fact that seems to have

Q42 Mr Allan: Three and five years on IT projects. been done more speedily under framework
Sir Peter Gershon: Mr Oughton said within GCat it agreements and not all framework agreements have
is possible to run a mini competition between the been reached. Is that a positive element? Are lessons
suppliers who are in GCat. The user of GCat has a being learnt back into the OGC process? That is
choice of going to an individual supplier within being done separately, is it not?
GCat or choosing to run a mini competition for a Mr Oughton: I think the answer to that, Mr Allan, is
given requirement from a selection of people who yes, certainly. We have been working very closely

with the NHS IT programme to examine the termsare in the GCat framework.
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and conditions which have been negotiated and our the review team would of course assess the
eVectiveness with which those recommendationsview is that we should be moving the whole

Government approach, if you like, closer to that have been implemented.
part of the spectrum. I think I shouldmake the point
that I would not expect us to be able to negotiate
absolutely identical deals with every supplier for Q48 Mrs Browning: I wonder if I could ask you to
every contract because not every department has the turn to page 35 of the larger of the two books. I
same requirements as the NHS IT. It is a very large would just like to ask some questions, Mr Oughton,
volume, it is in a very strongmarket position that has about this table that we have in front of us here, the
been very successful in negotiating a solution. The criteria used to select suppliers. Obviously there is
terms and conditions are very good. Some of the quite a diVerential on that table in terms of those
practices adopted in that procurement, the very areas which are met by most of the purchasing
rigorous testing of the solutions before contracts decisions going right down to some 18% there. The
were placed, I think, gives greater confidence that Chairman raised this earlier but I just wanted to
the technology when it is delivered is likely to work know why is it that, for example, the credit agency
at the volumes it is going to have to work at. So all checks are so low down on this scale? I would have
of that is good practice that wewouldwant to spread thought that was pretty important and I am rather
and we are importing that into our guidance to concerned that it is so far down on this scale.
departments and we are consulting, currently, both Mr Oughton: In any procurement, Mrs Browning,
in departments and in the industry on some terms the criteria that a department would address would
and conditions in model clauses which we would have to reflect the nature of the procurement or the
want to apply across Government as a whole. nature of the supplier base, the nature of the market

and, indeed, whatever arrangements they have in
place already. They may already have, for example,Q47 Mr Allan: Can I move on to gateway reviews
an accredited list of contractors who they will havewhich leapt out as interesting. You have trade
assessed, for example, on financial health andmarked the gateway reviews and you have the red,
standing before they even get to the point of theamber and green system for assessing projects. We
procurement process. That would happen with thehave many reports we hear, particularly about pilot
defence contractors’ list, for example. In thoseIT projects, that have not been entirely successful
circumstances there would not need to be a separateand the gateway is held up as a solution. There is a
exercise to look at the credit rating of a company.lot of support for that kind of process. One of the
The criteria which are going to be important in aconcerns is the extent to which people will be held
procurement will change depending on theaccountable for proceeding when amber and red
circumstances. The key, of course, is that thelights in particular are in operation. What is the
department when it starts that procurement sets outextent to which you feel that there is public
andmakes absolutely clear to potential bidders whataccountability and the extent to which information
those criteria are going to be so that at the end of thecan be published so that Members of Parliament
process when the value for money judgment is madeholding departments to account know when people
it is a judgment made not just on the price but alsohave proceeded through amber and red lights?
on these other criteria.Mr Oughton: The accountability, Mr Allan, I think

has to rest with the department which is spending the
money on procurements and it is right that the
accountability should rest with the accounting Q49 Mrs Browning: So, for example, when we see
oYcer there. The whole point about the gateway projects, and I can think of one particular one which
process is that in the very short, sharp intervention was held up I know for some years on the Bristol

bridge with the motorway there in terms ofthat the review team conducts, it is designed to give
subcontractors, is it the case then on those longervery clear advice, very clear guidance, very clear
term projects, having established the contract, thererecommendations to a programme manager or
is any requirement to go back and check creditproject manager in the departments but it is done so
agency checks or credit viability as these longer termin, if you like, a safe space with a degree of
projects continue?confidentiality so that people can be honest about

the challenges and diYculties with a programme. Mr Oughton: I think I would say that one of the
elements of best practice that we in the OGC wouldThat has worked very well. The recommendations

are clear, they are very direct. The process we adopt, very much encourage on a client in a department is
to ensure that it maintains a close relationship withof course, is then that the next gateway review at a

later stage assesses the degree to which the supplier once the contract has been placed. It
would be, I think, poor practice if the supplier andrecommendations have been acted upon. By

definition a set of red recommendations really the department were operating at arm’s length and
these issues were not visible. If there is a closerequires the department to act on those before

proceeding to the next stage of the procurement. It is relationship and a good dialogue based on a
partnering approach to the delivery of the service orultimately the judgment of the department how they

tackle those recommendations and how they the product then there should be no surprises in that
relationship.implement them. At the next gateway review stage,
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Q50 Mrs Browning:Are you quite content then with transaction. Now I see in the NAO Report that you
intend to address this by using a diVerent system andthat, what is it, about 32%of credit agency checks on

that chart, you are quite confident with that level of moving over to IT systems more for your invoices.
Are you satisfied this is going to be met because thiscredit agency checks?

Mr Oughton: I cannot tell what other arrangements seems a very disproportionate amount, £70, on these
very small hundred pound invoices?would be in place in the case of the other 72% of

business. As I say, it may well be that departments Mr Smith: I think the estimated cost of realising an
order through to invoice through to payment iswill have other arrangements for pre-qualifying their

contractors. generally recognised to be £70, and I am in full
agreement with that. Certainly the nature of DWP
business, given that it is a fairly new department andQ51 Mrs Browning: Can I ask you, do you have any
still has legacy systems from its inheritedconcern about this area of contracts taken out in the
department, by its nature a lot of our procurement ispublic sector in terms of the financial viability of the
of low value and I fully accept the point, and indeedsupplier? Is that an issue that you think needs to be
the actions that we need to address within the NAOaddressed or are you quite content with the systems
Report, that we need to look at bringing that processin place?
cost down.We need, also, to address the level of lowMr Oughton: I think we would have concerns if any
value orders which are absolutely necessary to thepublic procurer were placing a contract that was not
business of the department and, therefore, tobased on a solid foundation, a solid understanding
optimise our value for money in those ways. Weof the capabilities of the supplier and their ability to
process our invoices some 67% of themmeet the specification, the quality, the time, the cost
electronically now, which is a good way forward andparameters. So all of those issues would need to be
indeed a start. Currently we are in the process of thetaken into account.
final stages of the procurement action and then intoSir Peter Gershon: Can I just add to that?
a roll out is a full procedure to pay electronically
procurement system which we estimate will makeQ52 Mrs Browning: Yes?
drastic inroads into the cost of our processing ofSir Peter Gershon: When the IT industry was going
orders and invoices. One of the things from thethrough considerable turbulence through a very
procurement function that we need to be very clearsevere downturn in the last couple of years, we did
on is that we are ordering products at an economichave concerns about the financial viability of one or
order quantity. The cost of stockholdingtwo of the common suppliers toGovernment andwe
consumable items, for example, is very high, we needdid take steps to satisfy ourselves that their financial
to make sure that we have the business of theviability was reasonably likely to be assured and
department to deliver optimum value for moneythere was no need to take contingency action.
right, set against the consumable costs, as is pointed
out, of generating and fulfilling an order. We do seeQ53 Mrs Browning: How far would you go in that
the procurement route as drastically bringing therespect? Credit agency checks are—
cost down.Sir Peter Gershon: No, this goes far beyond

doing routine credit agency checks. This involved
doing very extensive financial analysis of what was Q57 Mrs Browning: Many businesses, of course,

because of the nature of their business would dealgoing on.
with this volume and this level of invoices and yet I
would be horrified to think that they incurred 70%Q54 Mrs Browning: Including current year
of the transaction costs in processing them. I can seemanagement accounts and things like that?
that you are now looking to use IT to bring thoseSir Peter Gershon:Yes. I have to say, those activities
costs down. Are you quite confident that willwere done with the co-operation of the companies
happen?concerned which did give us access to highly
Mr Smith: We use, also, the Governmentprivileged data and also to their own external
procurement card for a large number of our lowauditors.
value procurements to bring that transaction cost
down, again that is an OGC initiative that is rolledQ55 Mrs Browning: I assume if they had been
out significantly across central Government. DWPresistant to that you would have drawn your own
has over a thousand GPC cards in use and that itselfconclusions?
has delivered significant savings. I think that £70Sir Peter Gershon: That might have led us to draw
average is a public sector average—certain conclusions but that was not the case in

either of the situations which gave rise to that
concern. Q58 Mrs Browning: Can I just say that it is

extraordinarily high in comparison with a lot of
businesses who simply could not tolerate that ratio.Q56 Mrs Browning: Could I just ask Mr Smith,

please, we notice here in volume two, paragraph Mr Smith: It is a full end to end estimate from the
initiation of the requirement to the generation of the1.10, page seven, that, although it is a small amount

of the finance involved, in 2002–03 half your order to the fulfilment of the order and, where
appropriate, payment, and electronic payment ofinvoices were for less than £100 and the transaction

costs for processing was estimated to be £70 per the order. It is a full end-to-end process. From my
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experience, and I fully acknowledge there will be Q60 Mr Jenkins: Sir Peter, I quite like this Report. I
think a lot has been done, you are on the right path.businesses who have managed to reduce that either
It just shows we started eVectively, you were quitethrough technology or through a more eYcient
right when you started, the progress needs to beprocess have brought that down but similarly there
developed and maintained. Now you are coming toare organisations in both the public and private
the end of your time, I notice on page 23 on figuresector where that is higher.
seven, point 11, it says “. . . in order to achieve and
maintain a satisfaction rating of 85% . . .”, but in a

Q59 Mrs Browning: I have only got a minute left so survey conducted amongst 650 key customers in
I just want to put a point to Mr Oughton. I see your departments they do not like you and they
throughout the Report that we have that there is show only 75% satisfaction with your performance.
reference in several of the tables and several of the Would you like to tell us what sort of level of
parts of the Report to the need to reduce the satisfaction you have with their performance with
numbers of suppliers, also highlighting the risk of regard to departments and agencies? The floor is
only having a small number of suppliers. I just yours.
wonder how you balance that and also, in some of Sir Peter Gershon: Can I say there has been a very
the more complex procurements how you get the positive response to the agenda that we have sought
best from the suppliers in terms of innovation that to put in place. If you look back to where we started
they provide to you which is much more easily done from, we were in an environment where basically
when you only deal with a small number of suppliers there was not much collaboration of any form
than if you have a wide range of suppliers. I wonder between the departments, we havemoved a longway
how you are balancing that need to be there at the from that. As I said earlier, one of the areas where I
cutting edge of innovation which your suppliers would have liked to have made more progress when

I look back is that I did not persuade moremight require?
departments earlier to appoint commercial directorsMr Oughton: Mrs Browning, it is absolutely the
at suYciently senior levels inside the organisation.balance that we have to strike. I think in terms of the

costs of a procurement process and the transaction
costs and the manageability then you will find not Q61 Mr Jenkins: Exactly. It is a failure on the
just in the public sector but best practice in the departments’ behalf, is it not?

Sir Peter Gershon: No. I regard it as a failure by meprivate sector moving towards concentration on a
to put a convincing argument to the permanentsmaller number of suppliers, hundreds rather than
secretaries to get them to change.thousands, and figures in the Report show that in

some departments there are very many thousands of
those suppliers. I think the trend is bound to be in Q62Mr Jenkins: I see. So you were not up to the job.
that direction. Two points to balance oV against Sir Peter Gershon: In that area I was not up to the
that. It is very important that we find ways into the job.
marketplace for small andmedium sized enterprises.
It may be that they have a role to play not as prime Q63 Mr Jenkins: I hope Mr Oughton will perform
contractors but as part of a managed supply chain much better.
and part of the work that we are doing to implement Sir Peter Gershon: I hope he will as well.
the Better Regulation Task Force report is looking Mr Oughton: I hope so.
at how we can reduce barriers to entry to small and
medium sized enterprises, both at that subcontract Q64Mr Jenkins: I should have thought I would have
level and also maybe directly by giving them the liked to have seen a figure of 55% or 49%. I cannot
opportunity to get access to new business. We are tempt you down that route?
running two pilots, at the moment, in the West Sir Peter Gershon: No. The results were based on a
Midlands and in North London in Haringey, due to proper structured survey. I have run no such survey
conclude in the summer, looking at how a route into in the reverse direction.
the marketplace can be secured for SMEs. On the
innovation point, I think it is very important that we Q65 Mr Jenkins: Mr Oughton, some departments
create circumstances whereby we can have a have shown much lower savings than others, why?
dialogue with suppliers before we get to the point of Mr Oughton:Many of the savings that were reported
the formal procurement process because once you in this document, of course, are one year savings for
are at that point, of course, the rules and the 2002–03. I think you have to look at a longer run of
procedures are very clear. One good example of how activity in departments. Requirements change.
we are taking that forward with the IT industry is Some departments will be active in the marketplace
through the initiative of concept viability which was in some years but not others. If you look at the
launched by the IT industry, by Intellect, at the end savings, for example DWP suddenly emerges on the
of last year. That is a process whereby we can have stage in year three of the first three years of our
a dialogue with our suppliers before we reach the savings and suddenly leaps to become 28% of our
point of formal procurement to test solutions to savings on 30% of the business. They had a big
requirements, to see what is going to work and what procurement at that stage in the States and moved
is viable and that will allow us, I hope, to encourage into the marketplace. It will look diVerent year on

year.innovation into the procurement process.
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Q66 Mr Jenkins: Of course it will. Only 45% of Mr Belt: If you look at the Report it states that we
have what we call procurement policies. I think ifdepartments use the successful tool kit so 55% do

not. Is that why we do not see these savings achieved you look at what the NAO term as a strategy in, I
think, page eight of their Report, our policies marryin departments?

Mr Oughton: That worries me. very closely to that. I think what we have not done
really is written those policies in the form of a
strategic statement and formalised that procedure.Q67 Mr Jenkins: It worries me as well.
One of the lessons we have learnt from this Report isMr Oughton: It worries me because when we
that is something we have to do.We do have policies,launched the tool kit initiative, it was linked very
they match a strategy requirement but we need todirectly to giving support to gateway reviewers to
formalise that a bit more and set it downmuchmoreunderstand best practice techniques so they could
clearly. In saying that, I think we have had strategiesapply them in the gateway process. We have rather
for major procurements that we have undertakenchanged the focus of the tool kit since then andmade
but, as I say, we need to formalise it and that is ait a tool of more general applicability, encouraging
lesson we have learnt.oYcials in departments involved in procurement to

use this. I do not think that we have made yet
suYcient progress to embed the changes which are Q72 Mr Jenkins: It is not a one-oV the strategy?
representative of the tool kit. I think the OGC has Mr Belt: Exactly.
done a terrific job in developing best practice
guidance, drawing on good examples of how to Q73 Mr Jenkins: You are satisfied with it. Sir Peter,
improve performance. The trick, of course, is are you satisfied, have you read the Report?
turning that into an eVective communication Sir Peter Gershon: Satisfied with what?
channel to departments so that they can learn the
lessons from the best practice and embed that in Q74 Mr Jenkins: The fact that they do not have the
behaviour. I suspect we have not been good at that. strategy in place?

Mr Belt: I am not satisfied. I did not say that. I said
Q68 Mr Jenkins: Comparisons across Europe show that is a lesson we have learned. I thinkwe have gone
we are not too bad across Europe but I quite like the some way to a strategy but not fully. I am not
German example where they will not set targets, satisfied with that. This Report is highly edited and
what they use is the budget, to see if they meet that is one of the actions we will take on board as a
expectations and have lower procurement costs. result of this Report.2
Would you rather see us do that here?
Mr Oughton: EVectively programmes are budget Q75 Mr Jenkins: So we are going to get better?constrained now so the challenge already exists for Mr Belt: Yes.any project manager in the department to live within
the budget that is given. What we try to do with the

Q76 Mr Jenkins: Mr Unwin, I see that you lacktools and techniques and advice we are able to oVer
reliable procurement data and your savings data isis to find a solution to living within that challenge.
not checked by internal auditors, so how can you beSir Peter Gershon: The great danger if you reduce
sure that the savings figures you report are accuratebudgets is that you reverse the progress that has been
in any way, shape or form?made to try to shift the public procurement away
Mr Unwin: On the data point first, as the Reportfrom a lowest cost mentality to value for money.
points out, we had teething problems with our SAPThis Report illustrates we still have some way to go,
accounting system which was introduced in 2002.at least in the eyes of our suppliers. If you just cut
We are addressing those problems and in fact nowbudgets this year or next year, the progress we have
are building up reliable data so we will havemade will be reversed and I think that will be very
satisfactory data. On the internal audit point Idetrimental.
accept these figures should be checked by internal
audit and I have instructed that future figures put toQ69 Mr Jenkins: Sir Peter, I understand value for
OGC will be so checked.money, I also understand real life costs. It is a pity

more people in the department do not have
Q77Mr Jenkins:They will be checked and signed oVprocedures in place to evaluate the real life costs.
by an internal auditor?Sir Peter Gershon: I think we have made a lot of
Mr Unwin: They will be, yes, in future.progress.

Q78 Mr Jenkins:When in the future? As of now?Q70 Mr Jenkins:We have made progress, yes.
Mr Unwin:As of the next figureswe put toOGC.WeSir Peter Gershon: We clearly have more to go but
put these figures to OGC on an annual basis, and indecisions aremade on amuchmore holistic value for
future years when we put them they will be checkedmoney basis than they were, particularly in large
and signed oV by internal audit.complex projects.

2 Note by witness: The point I was trying to make was that weQ71MrJenkins: I will talk toMrBelt. You purchase were content with the comments and one of the actions we
equipment; you purchase specialist activities, so why will take on board as a result of the report was to define a

strategy.do you not have a strategy for procurement in place?
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Q79 Mr Jenkins: Mr Smith, so you do not feel left qualifications. There has been a 10% increase in staV
who are going through the CIPS graduate levelout, you are the Department’s commercial director.

How can you ensure value for money has been qualification, so that is a start. We are signalling the
importance of programme and project managementachieved when most procurement spend is not

directly under your control? specialism as a skill and, again, launched a
specialism last year by the Cabinet Secretary, SirMr Smith:DWP, as I suggested before, is a large and

complex business—indeed, a new department with Andrew Turnbull, signalling the importance of
people moving into that discipline and developinglegacy arrangements that have been inherited from

former DSS and Employment Service. A large skill. And, of course, both the Prime Minister
and Sir Andrew Turnbull in launching theamount of our procurement business, for example in

Job Centre Plus, is rightfully and necessarily professionalisation agenda for the Civil Service in
February drew particular attention to thedevolved at a local level. As commercial director in

DWP, I have professional responsibility and importance of having other career routes through
the system so that individuals with these skills andaccountability for all of its expenditure. I have direct

line management for a number of major areas in professional qualifications have the opportunity to
rise to very senior levels. Indeed pushing on the pointhigh levels of expenditure, for example, on estates,

and other high expenditure areas like consultancy that Sir Peter himself has been pushing on for the
past three or four years, registering the need forand print are directly within my line. However, the

Department, part of which I manage, has a serious commercial director level support in the
Department at or around main board level there iscorporate commercial centre; we have a DWP-wide

commercial strategy of the type you have just been another clear route through the organisation, so I
think we are giving a signal that this is a verydiscussing; we have policy; we have best practice set,

owned and managed from the commercial centre important professional area that needs to be
encouraged and pushed hard.that covers all of our expenditure.

Q84 Chairman:One of the relevant tables is on pageQ80MrJenkins:That is fine.You have procurement
43 directly on this point, figure 31, where inoYcers, have you not?
the second block it says for percentage ofMr Smith: We have.
designated staV “With CIPS or other procurement
qualification. All, 23%”, and “Working towardsQ81 Mr Jenkins:What grade are they set at?
CIPS or other procurement qualification. 11%”. It isMr Smith: In Civil Service grades those who enact
very low, is it not?and manage procurement activities range from SCS
Mr Oughton: No.level to an AO and EO level, at various degrees of

responsibility. One of the other things we put in in
Q85 Chairman: You are not happy with that, areline with best practice from OGC is we are rolling
you?out delegated purchasing authority so that I can be
Mr Oughton: Those figures need to be higher andsure and can assure the principal accounting oYcer
that is why one of the main areas of push we have inthat procurement decisions are taken by those who
the organisation is on the whole skills agenda,are trained and qualified to do so.
working together with Cabinet OYce to push it
forward, and with senior level civil servants as well.Q82 Mr Jenkins: “Trained and qualified”. What
Mr Jenkins: And the grade is not suYcient to allowpercentage of your procurement oYcers are trained
people to come in?and qualified?

Mr Smith: In terms of those who have CIPS
Q86 Chairman: Fair comment.qualifications we are currently, and this is after
Mr Oughton: Yes, which is why we are pushing theinformation was provided within the Report, at 49%
skills agenda higher. We need to move that furtherof our designated procurement posts. Designated
forward.procurement posts, those whowill be full time in key

posting activities, are professionally qualified and
Q87Mr Bacon: Sir Peter, congratulations on havingour commercial strategy looks for, and we are
survived four years in government. You are nowtraining towards, a far higher percentage than that.
leaving, I believe. Have you have left? Are you
gracing us with your presence?Q83 Mr Jenkins: Mr Oughton, he has got 49%
Sir Peter Gershon: I am no longer a civil servant. Iqualified in his department. Why is it that the
have been recalled.qualifications are not held in esteem within the

departments, or are not pushing for these
Q88 Mr Jenkins: He still speaks like one!qualifications and so few are qualified?
Sir Peter Gershon: That is as a result of too manyMr Oughton: I think part of that does come back to
appearances in front of this Committee!how this skill and this professionalism has been

viewed in government up to now, but we are making
changes. First of all, we are making changes because Q89 Mr Bacon: I am reading your speech on the

Programme and Project Management specialismwe are placing more emphasis on securing
qualifications, both with the OGC certificate of inaugural conference on Thursday 23 October last

year in which you say, funnily enough, “Isn’t it nicecompetence and by encouraging staV to go for CIPS
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to be able to recognise success for a change instead about certain things with our own experience of the
guidance. We must be able to get the balance rightof being up in front of the PAC trying to explain the

indefensible”. Could you elaborate on which between having to do more about embedding
guidance and making it more digestible but this canparticular projects you had in mind?

Sir Peter Gershon: I have never been up in front of never be a substitute for a sustained focus about
getting the right people into the key jobs—whetherthe PAC on a specific project.
they be commercial directors, programme directors,
or senior responsible owners.Q90 Mr Bacon: You said “instead of being up in

front of the PAC trying to explain the indefensible”.
Q92 Mr Bacon: That raises two further questions.Sir Peter Gershon: I would regard the time I had to
Firstly, concerning Sir Andrew Turnbull’s recentcome here on the Report about the procurement of
announcement about four year posts, I think the firstprofessional services as quite a sticky wicket to bat
time you appeared in front of this Committee youon.
agreed that there is a problem with people in the
Civil Service beingmoved onwhen it is time for them

Q91MrBacon:That bringsme tomy very next point to have another posting, as it were, rather than
because when I first met Mr Oughton 10 years ago necessarily when it is right for the project. How far
when I represented the management consultancy ahead are we for this move to four year posts? Is it
industry—which was itself an enlightening going to become the norm?
experience—Mr Oughton was the head of the Prime Sir Peter Gershon: It is going to become the norm for
Minister’s eYciency unit and was responsible for the the senior Civil Service but people will be able to
scrutiny study on the use of external consultants in argue a case why somebody should not change jobs
government which was, if you like, in some ways a at the four year point. It is not something that is
pre run for the NAO Report that came out that you going to be just blindly applied, but it will become
just referred to. You referred later in your speech to the norm.
the fact that there is plenty of advice out there; it is
not a question of finding good advice, there is a

Q93Mr Bacon:That people will spend longer in jobsshelfload of it; I have lost count of the number of
than they have done?times I have referred to Mr Oughton’s report since I
Sir Peter Gershon: Yes, but very often people willhave been a member of this Committee. Indeed, I
stay there four years. That will be a major stepwas once at a seminar with Mr Oughton where he
forward on what we have seen to date.referred to it as one of the central tomes of western

civilisation, so I know I am quoting an authoritative
source, but one of the striking things about that Q94Mr Bacon:YoumentionedMrGranger, and he

is a widely experienced and respected professional.report is that it is full of, and many of these other
reports are full of, best practice advice and yet the Nonetheless in the National Programme for IT in

the Health Service which he is leading he appears tosame problems recur again and again. Mr Oughton
referred to there being a communication problem. be going directly contrary to the advice of this

Committee and of the NAO in relation first to doingWhat are you doing in government to address this
communication problem? projects incrementally bit by bit rather than in one

large chunk and second, that the IT for anySir Peter Gershon: I do not think it is just a
communication problem. Some of it is about getting particular project should be designed in parallel with

the business process, which is explicitly notconfident, capable, experienced people in the right
jobs because those people do not need a lot of happening in certain respects in relation to the

NPFIT. Indeed, Mr Granger is on record as sayingguidance issued for the OGC or anywhere else
because to them a lot of it is common sense. The that he does not regard the clinicians’ buy-in to his

projects as part of his responsibility. Does that notreality is that guidance can help—it is a reference for
people to look up to confirm what they thought in worry you?

Sir Peter Gershon: If we take the last point first, Mrthe first place, but guidance can never transform
ugly ducklings into swans and we should not kid Bacon, getting the buy-in is not Richard’s

responsibility. The Department has declared that toourselves that that is the case. Guidance cannot
compensate for peoplewho are neither confident nor be the responsibility of the deputy chief medical

oYcer, Aidan Halligan, because it was decided thatcapable nor experienced and what we are trying to
do now through, for example, a much stronger focus it had to be led by somebody who had standing

amongst the professional community, and it wouldon the so-called mission-critical projects of the
government is to be able to get a spotlight as to be very hard with the best will in the world to expect

anyone who was an IT professional to secure buy-inwhether the key people, the key roles on those
projects, meet those sorts of criteria that are and drive out the benefit realisation amongst the

medical professional community. The second pointidentified, and where they do not to try to get
pressure brought to bear to bring about changes and is, I know you have made the comment before about

whether this programme is just ignoring the lessonsto get the right people put in place. Someone like
Richard Granger does not need tomes of guidance that came out of projects like Libra. It has taken into

account the design of business process, both throughfrom the OGC. He occasionally finds it helpful to
talk to me and subsequently to John and one or two the nature of the people they have involved in the

design of the programme and looking at what hadothers around the place to calibrate what he thought
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been successful working designs in various hospitals “Whoops, there’s fraud”, when loads of people had
been telling them that for at least twelvemonths, andthat have adopted new IT systems, so the extent to

which they have done this is in a completely diVerent before it was launched that it was going to have
fraud, because it was susceptible to it.league to what happened or did not happen with

Libra. Sir Peter Gershon: My recollection is that that
particular project was not subject to Gateway
reviews. The simple thing was that if a project getsQ95 Mr Bacon: Can I ask you about Gateway,
consecutive reds that automatically now triggers aalthough I realise Gateway does not apply to the
formal letter from the OGC chief executive to theHealth Service?
Departmental Permanent Secretary to make sureSir Peter Gershon: For the record, it does. The
they are aware of that and the reasons whynational programme is subject to Gateway reviews.
consecutive reds have occurred, to force a formal
response from the principal accounting oYcer thatQ96 Mr Bacon: Is it now?
they have investigated the situation and haveSir Peter Gershon: Both at the programme level and
decided by themselves that the causes for thethe individual component project levels.
underlying consecutive reds have been addressed.
Our view is that if you have a problem where peopleQ97Mr Bacon: I am pleased to hear it. The last time
are wilfully and knowingly driving throughyou appeared before us you said it was not.
consecutive red traYc lights and eventually thatSir Peter Gershon: We will need to check the
project ends up here, I suspect you will have antranscript but I am pretty sure I confirmed that was
absolute field day with the Permanent Secretarythe case.3
because that really will be completely and utterly
indefensible.Q98 Mr Bacon: If it is, I am very glad. Do you think

Gateway should have more teeth than it does at the
moment, frankly, in terms of being able to stop a
project from the centre?
Sir Peter Gershon: No.

Q101 Mr Bacon: And the Permanent Secretary did
Q99 Mr Bacon: The responsibility and not try to defend it. His first words were that he was
accountability should rest with the Department? ashamed of it, but why can we not have a system
Sir Peter Gershon: Yes. where something is done further back along the line

to prevent it getting quite that far?
Q100 Mr Bacon: It would be helpful for you to Sir Peter Gershon: I think you are in an area where
comment on this as well, Mr Oughton, but when I ultimately that would be a completely diVerent
look at a project like the individual learning system of government to what we currently have
accounts, you mentioned in your speech to the today, if you had a mechanism whereby the centre
Programme and Project Management specialism, could make arbitrary decisions to terminate a
“For example, project planning techniques—there project. I personally do not think that is right
are still far too many projects and programmes because it would undermine the whole principle of
reviewed by Gateway teams where, frankly, project departmental accountability.
planning is little better than something on the back Mr Oughton: Perhaps I could comment. One other
of a cigarette packet”. The individual learning point is that the individual learning account
account looked very much like something done on initiative, of course, started a long way back. The
the back of a cigarette packet, and since the Gateway review process itself has been evolving and
responsibility does rest with the Department—I maturing over the period of Sir Peter’s tenure of the
remember asking the Treasury this when they were OGC. It is now absolutely clear that we have
last before us—in relation to the ILA where was the introduced a Gateway nought process right at the
Treasury, and their answerwas that it restedwith the earliest stage of a concept for a major programme or
Department. Your answer is the Gateway units, if project which would ask exactly these questions
you like, rest with the Department. If something is right at the outset. It would ask about governance,
going horribly wrong, as it was with ILAs, and it was it would ask about all of the arrangements that form
not the largest amount of money that has been the basis for launching the project, and if at that
wasted but in terms of lack of structure it was one of stage the project secured a red traYc light then not
the worst we have seen, where in the system is there only would the Department get a signal that there
a process that says “Look, you are making a are issues that it had to address but it would in mostcomplete and utterHorlicks of this, everyone can see respects come back and have a Gateway noughtthat, and it has to stop”? Because it went all the way. again. It would not just keep on going but it wouldIn fact, the only reason it stopped was that after say “I have some things to fix, I have to put thisabout twelve months of allegations of fraud and

programme on a more solid foundation and then Ithings in the News of the World and the police being
am going to re-apply the Gateway nought to testfinally called in, the Department woke up and said
whether that has been achieved”, so the introduction
of a Gateway nought prior to the formality of the3 Note by witness: For confirmation please see evidence given
Gateway process as it was first designed is intendedto the Committee on Purchasing and Managing Software

Licences (Response to Q 57, 29 October 2003). to pick up these issues right from day one.
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Q102 Mr Williams: This Report looks at £15 billion Q107 Mr Williams: That was my impression.
Sir Peter Gershon: As an order of magnitude.annually on goods and services spent by government

departments, but if I read correctly it does not
include health and defence, is that correct? Q108 Mr Williams: So it does seem rather strange
Mr Oughton:That is correct. The formal remit of the when the NHS which works within a fairly
OGC is civil central government excluding health predictable range of purchasing is not included in
and defence. what seems a top priority for saving on unnecessary

expenditure, and that the NHS, which should lend
itself to some structuring of these operations, isQ103 Mr Williams:Why? outside your field. Did it not seem strange to you

Mr Oughton: Because that was the basis on which that health was not in it?
OGC was set up. Sir Peter Gershon: No, because when we started we

did not know how to get traction and engagement
with all the departments in civil central governmentQ104 Mr Williams:Why?
and, if you look at this Report, it indicates there areSir Peter Gershon: Perhaps I could answer that.
clearly areas where we have more to do even withinFirstly ministers decided when they invited me to do
civil central, so I think the danger is, if we had had amy review in 1999 that the remit was civil central
much wider remit, we might never have got oV thegovernment because I think they obviously felt, and
ground.you have to remember this was not long after the

smart acquisition reform programme had got under
Q109 Mr Williams:Why not?way in MoD so they felt there was little point in
Sir Peter Gershon: Because health is enormous. It islooking at defence procurement again at that
very complex; a lot of—particular juncture, and there was a sense that the

measures that had been taken in health at the time
were adequate but there was also this feeling that, Q110 Mr Williams: But there is a lot of money and
despite these three previous attempts at reform in the a lot of savings could be made?
90s, in this area of government nothing really had Sir Peter Gershon: But a lot of what it buys is quite
happened and they wanted to find a way of kick- specialist.
starting it, so when theOGCwas created it was given
this remit, which is still a pretty large remit, andwhat Q111 Mr Williams: It is specialist but within
has happened subsequently is that, although the predictable ranges, and therefore lends itself open
remit was not formally extended, we developed to scrutiny.
collaboration with Health. Health voluntarily Sir Peter Gershon: Yes, but it is also about having
adopted the Gateway review process; theMoD have people in the OGC who have relevant skills and
piloted the Gateway review process and are expertise. We have people who understand about IT
beginning to roll it out, and we did other things in procurement and construction procurement; we do
collaborationwith theMoD.For example one of the not have people who understand anything about
things we have done collaboratively with the NHS is buying medical scanners, pharmaceuticals.
to put a framework agreement in place for
photocopiers which is now available to the whole of Q112 Mr Williams: But if you had been given that
government. Ministers are currently considering remit you would have got them, would you not?
whether OGC’s remit— These people are not unobtainable, are they?

Sir Peter Gershon: No, but if you want to start a
reform programme one of the biggest dangers is toQ105 Mr Williams: My initial question was about
have too wide a remit and you just cannot focus onthe exclusion of these two departments. Now I can
anything.understand the exclusion of defence on the basis of

what you said; it is not much good looking for the
market price of jet fighters and that sort of thing and Q113 Mr Williams: So we cut out half of it. We say

that we will amputate half and concentrate on thethey have their own special systems in relation to
rest, including a lot of areas who spend next totheir deals with their suppliers. I have a question for
nothing, and we will eliminate or ignore the otherthe C&AG.We are dealing with £15 billion worth of
half, the NHS expenditure, which you said is at leastexpenditure here. How much more would be
equivalent to this.covered if the NHS were included?
Sir Peter Gershon:Yes, and what happened is, as theMr Burr: I have not got that figure. It would bemuch
OGC began to develop some success, collaborationbetter for us to find it out for you.
with the NHS has grown, subsequently the
Permanent Secretary of Health who is also the chief

Q106 Mr Williams: You cannot even guess whether of the NHS invited John’s predecessor at the time,
it would be that much again, or half that much? Is it my deputy, to do a review of procurement of health
insignificant? and he accepted the recommendation from the OGC
Mr Burr: It is certainly not insignificant. that Health should appoint a senior commercial
Sir Peter Gershon: It would add at least a similar director, which they have done, which has

strengthened the relationship still further.amount.
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Q114 Mr Williams: Goody, goody, but all this is interesting because it shows the departments that are
most likely to be in touch with market prices. Now,suggesting that in fact there is scope for their

involvement and for them to learn from what you I seem to remember in all the talking of setting up
agencies that the advantage of agencies is that theare doing. It is not your fault; it seems to me there

has been an arbitrary and inexplicable decision to agencies have the ability to attract entrepreneurs
who can bring in non Civil Service practices,exclude such a major sector of expenditure. Is NHS

doing anything comparable to what you are doing? legitimately cut unnecessary corners, and get
enormous benefits from bringing theirSir Peter Gershon: It is importing quite a lot of what

we have done like the Gateway review process. entrepreneurial skills to bear, yet here we find that
78% of departments are most likely to be in touch
with market prices and, when you turn to agenciesQ115 Mr Williams: So it is learning from you?
and this grand entrepreneurial exercise of bringingSir Peter Gershon:Andwe are learning from them in
the real world into the Civil Service, it is only 44%.some areas, and we are doing things collaboratively.
Why?
Sir Peter Gershon: If you go back and look at theQ116 Mr Williams: You cannot be learning from
data in the Report it illustrates that 67% of thethem because they are not doing anything. They
£15 billion was spent in departments, so two thirdshave not got anything set up?
of everything that civil central government buys isSir Peter Gershon: That is not the case. Through
bought by departments and the remaining third isagencies like the Purchasing and Supplies Agency
bought by agencies and NDPBs, so there is thenthey were developing some framework agreements
more concentration on what is bought inwhich we have been able to build on for the benefit
departments and it gets much more thinly spread inof the whole government.
agencies and NDPBs, and you would expect to find
the greater competence then in the big spenders.Q117 Mr Williams: Not the whole of government.

For a bit of it.
Sir Peter Gershon: But wherever possible now, when Q124 Mr Williams: No, you would not.
the OGC puts something in place, it is not just Sir Peter Gershon: Yes, you would.
applicable to civil central government. We try to
construct it in a way that it is applicable to the whole Q125 Mr Williams: After all these are the
of the public sector. entrepreneurial specialist organisations and they

have limited expenditure anyhow, so it should be
Q118 Mr Williams: Including the NHS? relatively easy for them, with all their outside know-
Sir Peter Gershon: Yes. how, to be able to be right on the ball as far as what

is good market value or not, should it not? They are
Q119 Mr Williams: But they are not within your only half as competent as the Department. That
remit? seems to go against the whole ethos of the concept of
Sir Peter Gershon: They are not formally within our having your executive agencies.
remit, no. Sir Peter Gershon: If agencies and NDPBs do not

buy that much why would you expect them to be on
Q120 Mr Williams: Okay. It is clearly an utterly the ball regarding market prices? They can still be
illogical, inexplicable decision which you cannot highly entrepreneurial on what they are delivering
help us with? but, if they are not buying a lot, it would be pretty
Sir Peter Gershon: At the end of the day you would diYcult to be on the ball in respect of the market
have to ask ministers why they made that decision. prices of what they buy. If you take a big department

like DWP Iwould expect somebody likeDave Smith
to be on the ball.Q121 Mr Williams: That is okay. That is a

diVerent matter.
Sir Peter Gershon: But in my view, giving OGC a Q126 Mr Williams:Well, that is your judgment. We
large but finite focus on civil central government will see what the Committee’s judgment is when it
meant it was big enough to give us a lot of challenge makes its report. Finally, in paragraph 2.17 there is
but not so big we were completely daunted by the an interesting reference there, andMrAllan touched
challenge that faced us in 2000. on this paragraph, which deals with the use of a

government procurement card, and it talks about
Q122 Mr Williams: But avoiding waste is the new concerns about maverick spending and abuse of the
buzz phrase, is it not? Everyone is in favour of it— card. On maverick spending there is an example
the Opposition, the Government—but here we have given in Volume 2 of furniture that was bought and
a system where we are all for it but nobody is doing so on so I understand what was meant there, but
anything about the NHS? what is the reservation about abuse of government
Sir Peter Gershon: It is not the case that nothing is procurement cards?
happening about the NHS— Sir Peter Gershon: Despite the fact that the card is

strongly endorsed by the OGC, the Treasury and the
NAO, there is still a perception in some parts of civilQ123 Mr Williams:We are not getting anywhere on

this at all so let us switch to something else, a matter central government that if you give purchasing cards
to people they will go and abuse them. It ignores theof explanation. Figure 34 on page 46 is quite
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fact that you get far better management information gains could be achieved. Notwithstanding the use of
relating to the use of cards about what was bought, this card, what is causing maverick spending, and
how much and where it was bought, which makes generating it?
the detection of abuse far easier than when small Mr Oughton: A lot of this is about lack of
purchases were done using traditional methods. information, Mrs Browning, so the departments are

always aware precisely what spending is taking place
and for what purpose. As the Report explains,Q127 Mr Williams: I am trying to find out what
information is improving; in most departments nowabuse we are talking about. What it says here is that
systems will generate that information. In thereservations centred on concerns about maverick
Department for Education and Skills it does not yetspend and abuse of the card.
but the new accounting system will do that and thatSir Peter Gershon: That is what I mean.
will then improve the information available. In the
case of the procurement card, as Sir Peter hasQ128 Mr Williams: What abuse are we talking
explained, the audit trail is much clearer becauseabout?
monthly statements will show precisely what isSir Peter Gershon: There is still a perception
spent. That then allows the system to get betteramongst an ever diminishing number of
control over what is happening, so the answer isorganisations that if you give people a card they will
better management information and financialuse it not to buy things which are in support of the
information available.business but to buy things for their own personal

use.

Q135 Mrs Browning: But this is expenditure outsideQ129MrWilliams:That is what I was afraid itmight authorised buying arrangements, according to this.mean. Is that just a prejudice or is it based on What are we talking about? Are these things thatexperience?
departments or agencies suddenly decide they wantSir Peter Gershon: No, that is a prejudice.
to buy and they take no notice of the guidelines or
who you recommend they purchase from, or is this

Q130 Mr Williams: No experience at all? non essential purchasing?
Sir Peter Gershon: No, because where people have Mr Oughton: It could mean that purchasers with
sought to do that the management information you absolutely legitimate requirements are going out
get from the use of the card makes it very easy to into the market place without being aware of the
detect where people have been using the card routes in they could use. They may not be as awareinappropriately. You get a much better quality of

as they should be that there are frameworkmanagement information with the card than you get
contracts, that there is an aggregation deal they canwith the old system.
join, or of the techniques they can use to secure best
value for money, so they are getting a sub-optimal

Q131 Mr Williams: You misunderstand me; I am solution. It could be any of those. It does not mean
not doubting that you have that benefit. What I am they are buying items they do not need which are
saying is, is there abuse or is not there abuse and, if outside requirements—that would constitute abuse
there is, the Committee needs to know what it is. and would be dealt with under normal disciplinarySir Peter Gershon:There has been very limited abuse

procedures. It would be money spent for legitimateand where it has been identified the appropriate
purposes but not through the best possible routes.disciplinary action has been taken.
The answer to that is to identify what that spend is
and to raise the awareness and understanding of

Q132 Mr Williams: So, while they have been limited departments of the most advantageous route.
in terms of number of incidents, have any of them
been significant in monetary terms?
Sir Peter Gershon: Not that I am aware of. Q136 Mrs Browning: And is this £300 million made

up of lots of little purchases, or are there significantly
Q133 Mr Williams: Since this is an area obviously sized purchases among it?
that is of particular relevance always to the Public Mr Oughton: I could not answer that but my
Accounts Committee, will you put in a note dealing intuition would tell me it is mostly an aggregation of
in greater detail both with the element of maverick small items.
spending and of abuse?
Mr Oughton: I will arrange to do that,MrWilliams.4

Q137 Mr Allan: Mr Smith, Mrs Browning touched
earlier on on this question of the high transactionalQ134Mrs Browning: I wanted to touch on maverick
costs, and according to paragraph 1.10 page 7 of thespending and one of the items on page 13 under the
Case Studies, “Part of [your] Department’s strategyrecommendations of bringing maverick spending
is to reduce costs by moving to purchasing a largeunder control. The Report tells us that this amounts
proportion of low value, high volume itemsto some £300 million annually and if it was not
electronically.” which presumablymeans stationery,brought under control £11 million savings or money
computer consumables and so on. Have you
commissioned a system to do that?4 Ev 19
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Mr Smith: We are at the final process of a that is what their accounts are based on. One of the
diYculties we are learning about with BuyNet, andprocurement process to implement Oracle solution

to deliver complete purchase to pay, and we are other departments will know this as well, is the need
to make our systems enable suppliers to come in onexpecting the initial roll-out to commence at the end

of 2005. a common platform, whether it is Zanzibar or
others, so we have something that joins up with the
accounting system.Q138 Mr Allan: Mr Unwin already has a system

called BuyNet which he has spent taxpayers’ money
Q142 Mr Allan: And you need it to link to theon. You are not buying his system.
accounting system that does not allow us to knowMr Smith: No. We are buying an oV-the-shelf
withwhich suppliers you spendmost of yourmoney?package which is not customised and therefore not
Mr Unwin: I am pleased to say that we have learnedtailored specifically that is used by other parts of the
from the Report on that particular issue, the issue ofpublic sector successfully, and that has very much
identifying our suppliers, and improvements havebeen part of our rationale to deliver an optimum
been made to the accounting system so we now arevalue for money solution.
able to identify our top twenty suppliers and have
supplied that information to the NAO.Q139 Mr Allan: Mr Unwin, you have had a lot of
Chairman:With reference to BuyNet, if you look atdiYculties with your BuyNet system. If DWP which
Volume 2 on page 13, figure 15, Mr Unwin, right atis much bigger manages to achieve it successfully
the bottom, it says, “By October 2003, only 1,400with their oV-the-shelf solution, will you ditch
orders and 1,300 invoices had been processed onBuyNet in favour of that?
BuyNet, compared to the business plan targets ofMr Unwin: I would not saywe had a lot of diYculties
13,500 orders and 72,000 invoices.”with BuyNet.Wewere behind schedule with BuyNet
Mr Allan: £3 million.and we would regard BuyNet as having been

successfully introduced.Where we see BuyNet going
Q143 Chairman: It is not very satisfactory, is it, Mrthough is through the OGC Zanzibar project which
Unwin?is coming on, and when that comes on in 2005 we see
Mr Unwin:Weare behind schedule because, as I say,BuyNet going into that and then we will have the
of the diYculty of bringing suppliers on to thebenefit of a cross-government system on that basis.
system. We will be reaching targets which will bring
BuyNet into breakeven about a year or two after theQ140 Mr Allan: Does it not seem odd to you that
original business plan assumption, butwewill still beyou were spending taxpayers’ money diVerently in
reaching that breakeven point.two diVerent departments? Your Zanzibar seems a

bit likeXanadu, the promised land. This seems fairly
Q144 Mr Bacon: Could we have a note setting outstraightforward. Buying consumables and
the total expenditure on BuyNet so far, and also thestationery you only need one system, do you not, for
total expenditure per invoice so far?government?
Mr Unwin: So far and—Mr Oughton: Again, diVerent departments start at

diVerent points in terms of timing. If we satisfy
ourselves the Zanzibar project is an investment Q145 Mr Bacon: No, not “and, and, and”. It is a
worthmaking and if we are convinced it will be good question of dividing what you have spent so far by
value for money, it will constitute the the number of invoices processed so far. It is a simple
implementation of the purchase to pay arrangement sum. I think it is £3 million divided by 1300 but can
which a number of departments can join. Something we have that in a note, please?
like a dozen departments have already committed Mr Unwin: We will let you have a note on BuyNet.5
themselves to using the system if we go ahead and
implement it, but we are currently assessing the Q146 Mr Steinberg: I was going to question Mr
business case to satisfy ourselves that it is the most Smith on small purchases and Angela Browning did
robust way forward. it, but the one point which was quite outrageous

which did not come out in the figures is you bought
Q141Mr Allan: In the meantime we are making two less than ninemillion pounds worth of goods and the
very diVerent investments eVectively to achieve the administration costs were £63 million. That is quite
same objective in two departments sitting here outrageous, and you sat there and tried to explain
today, and goodness knows how many others. that that was the norm—well, I do not think that is
Mr Oughton: And it may be that, when we conclude the norm at all. If it is costing £63 million to buy
our consideration of meeting the Zanzibar £93 million worth of goods, you really have to do
requirement of having a purchase-to-pay system, the something about it, because I could spend
right answer will be to go into the market place for £63 million in my constituency quite easily on things
a commercial oV-the-shelf product exactly as DWP people need.
has done, and it may be the same product, but we Mr Smith: I entirely agree that the average
have yet to take those decisions. transactional cost, which I would still maintain is
Mr Unwin: And also you need to take account of very much a wider industry average although some
what computer systems the departments are on. Our
system is on SAP,DWPare going for Oracle because 5 Ev 19–21
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organisations have through e-enablement and other could get into your catalogue and were stubborn
they were able to charge prices for large volumetechniques reduced it, is something we have to tackle

and will, and it was a recommendation of the Report orders that they would not normally be expected to
get. That is why I said a catalogue is a passage toand it is something we have planned to do.

Mr Steinberg: I hope so. windfall profits.
Sir Peter Gershon: No, that is not the case.

Q147 Chairman: Again, there is a reference in the
Q151 Mr Williams: It must be.Report, Mr Smith. If you look at volume 2, page 8,
Sir Peter Gershon: No, it is not the case.paragraph 1.15, it says “the Department deals with

over 12,000 suppliers, most of which are small local
Q152 Mr Williams: If there was a maximum—suppliers used by the Department’s national
Sir Peter Gershon: I am sorry, Mr Williams. Younetwork of local oYces.” That is your problem, is
have asked me a question. Can I answer it?it not?

Mr Smith: That is very much, as I referred to before,
Q153 Mr Williams: I hope you can.the nature of business in Job Centre Plus which is
Sir Peter Gershon: It is possible to run miniaround local procurement actions in terms of
competitions and we would certainly expect anyonefacilitating and enabling job seekers to find
who had a reasonable sized volume and who felt itemployment. Our commercial strategy, which I
appropriate to use GCat to run a mini competitionreferred to before, has a specific action to review our
which by its very nature is largely focused aroundsupplier base and to look at an optimum level of
price for a given specification because the one thingsuppliers for the Department. I would concede
that is fixed within GCat are the commercial terms,12,000 is too many even for a Department our size,
which have already been pre competed, and weand it is inherent within our commercial strategy to
would strongly advise anyone using GCat fortackle that.
anything other than very de minimis purchases to
use some form of mini competition. Secondly, it wasQ148 Mr Steinberg: Could you give us some true in the original S-Cat that rates were fixed. Weexamples of what employees go out and buy for less have introduced more flexibility in the recompetedthan £100? S-Cat arrangements that were put in place from lastMr Smith: I am in danger of straying into a business summer and, again, we encourage the use of miniarea but, for example, to enable job seekers to find competitions where appropriate. This is not aemployment there may be the provision of taxi passport to Heaven for suppliers.arrangements to get them to interviews,maybe to get

them to work—other things that they need to find a Q154 Mr Williams: Then why do you not just make
job interview and be successful in a job interview. it a condition that, in order to be in the catalogue and
That is localised low value purchasing, and what we to have their maximumprices quoted, they also have
are doing to tackle that, and indeed these are areas to show that they are then responsive to large
that are highlighted in the Report— volume orders?

Sir Peter Gershon:The nature of that responsiveness
Q149 Mr Steinberg: So what do they do? Do they is through running a mini competition and for really
hail a taxi in the street? large volume orders you would not use GCat
Mr Smith: No. There are arrangements with local anyway because, given the nature of the order and
taxi firms that are available to facilitate helping job the size, you might find the standard GCat
seekers into employment. That is a local purchase. commercial terms were not appropriate for a project
Chairman: Anyway you are going to try and reduce that demanded a large volume. As I said, you cannot
it. Let us move to the last question. vary the commercial terms and conditions in GCat.

They are fixed.
Q150 Mr Williams: Can I switch back to something Mr Steinberg: I will interpret that as “We wish you
that was touched on earlier, which is the question of to interpret this as you want to”.
the prices in the catalogues? Is it not a fact that in
reality getting a product in the catalogue has become Q155 Chairman: Thank you, gentlemen. I will give
a passport tomakingwindfall profits because, as one you, Sir Peter, the last word. You left this job after
of you said, catalogue prices are based on the fact four years. What advice would you give your
that you cannot predict volume and, as it says, in successor?
paragraph 2.17, they are intended to be “maximum Sir Peter Gershon: The only advice I would give him
prices”. So the prices there are the prices you would publicly is to heed the advice I gave him in private at
expect to pay if you were buying small amounts. But our handover session.
then paragraph 2.17 goes on to say, and you have Mr Oughton: Excellent advice!
agreed to this, “In practice”—although these are
maximum prices and you said they take no account Chairman: You disappoint me, Sir Peter!

Gentleman, thank you very much for what hasof volume—“it was diYcult to negotiate the prices
down” from the catalogue prices, so as long as they proved to be a very interesting session.
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Supplementary memorandum submitted by the OYce of Government Commerce

Questions 13–14 (Mr Steinberg): Note of G-Cat and S-Cat use

S-Cat and G-Cat are catalogue based procurement schemes to provide public sector organisations with
a simplified means of procuring and contracting for a wide range of goods and services.

Because customer needs vary, it is impossible to put a firm price on every requirement. G-Cat and S-Cat
therefore allow a good deal of flexibility around pricing with a number of ceiling prices to protect customers
with small requirements.

As an example with S-Cat, each supplier consultant has a price range—specified as “minimum”, “typical”
and “maximum”. There is also a discount structure for long duration assignments and multiple awards.
These price ranges are used to select suppliers at the award of a framework. If a department then requires
a consultant they have a choice of selecting a consultant from a single firm at one of the pre-negotiated rates
or running a mini-competition between three or four firms within the catalogue—rates in these cases can be
substantially lower that the pre-negotiated ones.

As an example with G-Cat, Ergo has been a supplier of mobile computers to the Home OYce for the past
12 months. Following a G-Cat mini-tender, the department purchased approximately 150 Ergo systems in
addition to other items purchased as a single call oV. The procurement produced an average saving of £85.00
per unit on the published price. Themini competition also allowed theHome OYce to get a superior support
contract and saved considerable time on the procurement.

Those departments that do notmake regular use of our frameworksmay have a variety of reasons for their
approach. These include use of their own arrangements and arrangements made by third party outsourced
providers where they provide better value for money. The use of frameworks is also influenced by the
complexity of the requirement rather than the value of the transaction. Complex requirements are more
likely to require detailed negotiation of terms and conditions and are therefore not suited to standard terms.

25 May 2004

Question 133 (Mr Williams): Government Procurement Card

Abuse and maverick spending are diVerent issues. Fraud constitutes abuse; whereas maverick spending
is spend which is for the benefit of the organisation but where the individual uses a non-approved route to
purchase the goods or service. OGC does not monitor instances of abuse or maverick spend centrally and
the process for using the GPC has been endorsed by the NAO based on the much improved controls and
monitoring tools that are available through the GPC compared to more traditional methods of
procurement.

All organisations that use GPC have free Corporate Waiver Liability insurance which can reimburse for
transactions, which are not to the benefit of the organisation, and which the cardholder has been asked to
make good but where he/she cannot or will not reimburse. Evidence from the number of claims through the
Corporate Liability Waiver indicates very little incidence of abuse. Across all Visa commercial cards,
including GPC, in the whole of Europe 2002–03, there were only 36 claims on insurance out of 471,000,000
transactions, representing an incidence of 0.000007%. Our current rate for GPC is around 2.3 million
transactions per year

With regard to maverick spending, a key strength of the GPC system is the transparency and visibility
that is provided on who is buying what, from whom, when and for how much. Cardholders are aware that
their purchasing activities are captured through Management Information reporting. The GPC, therefore,
provides an excellent tool to monitor compliance to contracts and oVers a much more eVective method for
minimising maverick spend when compared with more traditional forms of purchasing. It is up to each
department to analyse the Management Information to see the level of contract and oV contract spend.

Supplementary memorandum submitted by the OYce of the Deputy Prime Minister

Questions 144 and 145 (Mr Bacon): Note on BuyNet—the total expenditure of BuyNet so far and the total
expenditure per invoice.

BuyNet

1. BuyNet is a web-based system for procuring low value items, such as stationery and IT consumables.
BuyNet’s key benefit is that orders are placed and invoices received electronically, resulting in significant
savings in staV time.

2. The procurement of BuyNet began in 2001 by the then DTLR. It has continued as a joint project
between the two successor departments (ODPM and DfT) and the business case is predicated on both
departments using it.
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3. BuyNet is a cutting edge project leading the way for Government in collaboration with OGC.
Functionality includes on-line catalogues, both in-house and externally hosted, electronic workflow,
electronic orders and invoices (including XML formats), and full integration with the SAP finance system.
Teething problems with supplier integration has delayed its growth, but we are solving the problems and
are on track to increase suppliers from four to 14 by the end of the year.

Costs and Savings

4. BuyNet has been operational since June 2003. Currently there are four catalogues on the system. These
catalogues are for temporary staV, and IT hardware and software, as well as stationery and IT consumables.

5. The total cost of developing BuyNet was £3 million as at 1 July 2003 when it ceased to be an “asset
under construction”, became a fixed asset and went into live production. £2.5 million of this is the capital
cost that will be depreciated. Under Treasury Accounting rules, depreciation is the spread of the cost of a
fixed asset across a period of time. Breakeven for an asset ie the point when total savings start to exceed total
costs can occur anytime in this period, and the estimated breakeven point for BuyNet is in 2007–08.

6. In the case of BuyNet, which is a configuration of the SAP e-procurement module, the depreciation
period ends on the 30 June 2009 when the period of capital depreciation for ODPM’s SAP Finance System
also ends. However, SAP is standard “oV the shelf” software with a documented upgrade path and it is
anticipated that both SAP and BuyNet will continue in production delivering eYciency savings long after
this date.

Costs Per Transaction With Depreciation

7. The following table sets out the estimated cost per transaction (orders and invoices) over this period.
The business case and the NAOReport state that the savings could be achieved if all low value procurement
transactions, both orders and invoices, were carried out on BuyNet. The transactions for 2003–04 are actual,
those for successive years are estimates. Depreciation value includes cost of capital (sums to £2.813 million).

A B C D E F
Year ODPM DfT Total Depreciation Cost per

Transactions Transactions Transactions Value Transaction
per year per year per year (sums to £2.813m) (col E/col D)

2003–04 4,200 2,800 7,000 £381,000 £54.43
2004–05 17,400 14,000 31,400 £495,000 £15.76
2005–06 27,200 18,000 45,200 £480,000 £10.62
2006–07 37,400 21,000 58,400 £465,000 £7.96
2007–08 37,400 21,000 58,400 £450,000 £7.71
2008–09 37,400 21,000 58,400 £435,000 £7.45
2009–10 9,350 5,250 14,600 £107,000 £7.33

Costs per Transaction Without Depreciation

8. The following table sets out the cost per transaction without depreciation.

A B C D E F
Year ODPM DfT Total Cumulative Total Cost per

Transactions Transactions Transactions at Financial Transaction
per year per year per year Year end (£3m/col E)

2003–04 4,200 2,800 7,000 7,000 £428.57
2004–05 17,400 14,000 31,400 38,400 £78.16
2005–06 27,200 18,000 45,200 83,600 £35.89
2006–07 37,400 21,000 58,400 142,000 £21.13
2007–08 37,400 21,000 58,400 200,400 £14.97
2008–09 37,400 21,000 58,400 258,800 £11.59
2009–10 9,350 5,250 14,600 273,400 £10.97

Revised Forecast

9. It was never forecast that BuyNet would achieve payback in the first year. The original business case
forecast was that the total savings would start to exceed the total costs by 2006–07. Because of the delay in
rolling out BuyNet, the latest forecast is that this will occur by 2007–08 and deliver further eYciency savings
year by year after that.
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10. This revised forecast builds on two key developments:

— Improvements to the operation of the SAP accounting system during 2004–05 generally through
the implementation of a 20 point action plan, further staV training and centralisation of
procedures;

— The addition of a further 10 suppliers and their catalogues to BuyNet during 2004–05.

11. In addition, full integration of BuyNet with OGC’s proposed Zanzibar market place in 2005–06
would make links with suppliers more straightforward. Zanzibar, if it goes ahead, would be a web-based
“hub” for Civil Central Government allowing buyer and supplier to trade electronically using standard
formats and interfaces. But the success of BuyNet is not dependent on the Zanzibar project going ahead.

Reasons for the Delayed Roll-Out of BuyNet

12. BuyNet has been rolled out more slowly than forecast primarily because of diYculties with the
interface with suppliers. The problems occurred notwithstanding that assurance was provided from the
outset by OGC chaired Gateways, through the use of specialist external consultants and through
benchmarking against other organisations at the leading edge.

13. The key technical problem concerned the interface between BuyNet and suppliers’ back oYce IT
systems. For it to function fully, Buynet needs to both place orders and receive invoices electronically. But
it emerged that some suppliers were either unable or unwilling to meet the full requirement because of the
cost to them of take-up and in some cases the perception that diVerent parts of government would be using
diVerent software requirements for e-procurement.

14. This problem had not been identified in responses to a survey of ODPM’s top 20 suppliers for low
value items or by follow-up meetings with account managers, e-commerce managers and technical
specialists. Moreover none questioned the requirement as specified in the supplier adoption pack and all
of ODPM’s targeted suppliers signed a memorandum of understanding which indicated that they did not
anticipate the problems that emerged.

15. The short-term solution has been to oVer suppliers more flexible means to trade with us
electronically—for example through self-billing. The longer-term solution may be through Zanzibar, which
if it went ahead would provide suppliers with an incentive to invest in new systems at their end because of
the access it will give them to a market across government. ODPM has agreed to be an early adopter of
Zanzibar.

16. The other problem initially was low user take-up by staV within ODPM. This was because of low
levels of awareness in some parts of the organisation and an inclination in others to continue to use
established procurement channels such as the Government Procurement Card (GPC). This has been
addressed through training andworkshops to increase awareness of BuyNet and improve skills in using SAP
generally.

BuyNet Lessons—Wider Dissemination

17. BuyNet is an innovative solution to meet the Government’s e-Business targets and to streamline
procurement processes. The lessons learned have fed into the e-procurement implementations of other
GovernmentDepartments andAgencies such as DVLA.DVLAhas reduced the costs of implementing their
WebBuyer e-procurement system by using the BuyNet system specification and drawing on lessons learned
from its earlier implementation. The lessons learned are also feeding into OGC’s project for the Zanzibar
Marketplace.

May 2004
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