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Corporate Services Overview and Scrutiny Committee
11th December 2013

The Council's Procurement Procedures and how

these encourage small businesses to bid for Council Contracts

1.0

1.1

1.2

1.3

1.4

Recommendation

That the Corporate Overview and Scrutiny Committee consider the report
about the continued progress in relation to encouraging small businesses to
bid for Council contracts, asking questions in relation to its content and
making recommendations if considered appropriate.

Key Issues

In December 2012, The Overview & Scrutiny Board received a report
concerning the Council’'s Procurement Procedures and how/if these
encouraged small businesses to bid for Council contracts.

Although there was clear evidence presented that the Council’s procurement
procedures supported small businesses in bidding for Council contracts, a
series of actions was proposed to further encourage and this report is an
update on progress against those proposed activities.

It is worth remembering that although there are benefits to encouraging small
businesses, there are similarly good reasons for the Council to work with a
mixed economy of providers including large companies. These include: -

e The Council having access to the full market in order to drive
competition and innovation

e The actual price benefits available from aggregating expenditure,

e The reduced transaction and contract management costs associated
with maintaining fewer suppliers

e The ability to vary contractual arrangements easily to meet changing
needs

e The scope for Providers to invest financially in bigger contracts for
example the purchase of new vehicle fleet, new ICT solutions etc.

According to the Federation of Small Businesses (FSB) report ‘Local
Procurement — Making the Most of Small Businesses’ (referred to in more
detail later in this report), 62 per cent of local authorities actively record the
amount of spend within their own local authority boundary. On average, local
authorities use nearly 35 per cent of their total procurement spend within their
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2.0

2.1

own local authority boundary and this varies from 20 per cent to over 50 per
cent depending on geographical location.

In order to determine the Council’'s performance compared to this benchmark
the following extracts show the Council’s payment profile over the last 18
months. These figures would suggest that the Council already performs well
in this regard.

Period1/4/12 — 31/3/13

Spend No.
Summary £000 Invoices £%
259,188 51,161 Warks 55%
21,579 5,049 Cov 5%
2,456 530 Sol 1%
184,692 40,007 Other 39%
467,915 96,747 100%

Period1/4/13 — 30/9/13

Spend No.
Summary £000 Invoices £%
136,137 25,167 Warks 53%
10,728 2,329 Cov 4%
1,727 247 Sol 1%
106,708 21,473 Other 42%
255,300 49,216 100%

Options and Proposal

The following table summarises the actions identified in December 2012 and
the progress made against these. Point 2.2 highlights some further initiatives
that have been introduced in support of this agenda.

Issue Action
Contract Standing Simplified Contract Standing Orders were implemented with
Orders review effect from 1* April 2012 and included: -

e For contracts with a value less than £10,000 — a single
quotation that can be received in electronic format.

e For contracts with a value between £10,000 — £50,000,
three written Quotations of which one should be local if
appropriate. Local means has a place of business in
Warwickshire.

The Coventry, The Council has undertaken direct marketing to businesses
Solihull, registered on the Councils previous E Tendering platform

Warwickshire sub asking them to register on the new platform. A series of face
region has to face registration events are currently being coordinated —
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2.2
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implemented a
common E
Tendering platform
— Coventry Solihull
Warwickshire Joint
E Tendering System
(CSW-JETS)
http://www.csw-

jets.co.uk/

Develop the various
systems to create a
platform for local
businesses

Routinely including
SME-friendly
contract conditions
in contracts

the first of these will take place on 14™ January 2014. Links
have been made with the Community teams and infrastructure
organisations and we are using their databases to market
CSW-JETS.

The Councils E Tendering platform CSW-JETS is now fully
operational in Warwickshire (and in 7 other authorities). This
initiative was recently shortlisted as a finalist in the Society of
Procurement Officers (SOPO) annual awards.

Linked to this, a Business to Business (B2B) portal has been
developed to enable not only the Council to trade with small
businesses but also small businesses to trade with each
other. We are now considering the potential of using the portal
to allow prime contractors supplying to the Council to identify
local businesses to form part of their supply chain and to
advertise job and apprenticeship opportunities. The B2B portal
is expected to be launched formally early in 2014.

Several schemes are being implemented to increase the
number of electronic payments being made to suppliers. Once
implemented, this should allow the Council to make various
electronic payment options widely available to suppliers. The
Council’s website is being updated to provide guidance for
suppliers on how to get their bills paid on time and this
guidance will include a Fair Payment Charter (prime
contractors agreeing to pay their supply chains promptly).

In July 2012, the Federation of Small Businesses (FSB) published a report
‘Local Procurement — Making the Most of Small Businesses’ (attached as
Appendix 1). This report identified 16 characteristics that a model
procurement authority should be able to demonstrate — in their words, ‘a best
practice procurement model for local authorities’. Using the ‘best practice
procurement model’ as the template, the Council has developed an action
plan designed to deliver of all of the identified characteristics. The Council is
managing progress against the action plan on a monthly basis at a meeting
between Strategic Procurement, Economic Development and the local FSB.
Progress is being made against all 16 characteristics and some of the
highlights are detailed below: -

2.2.1 The development of a Small Business Friendly Procurement Charter in
conjunction with the local FSB which was formally signed by the Leader
of the Council at the FSB ‘Small Business Engagement’ lunch on 12th
July 2013. At the same event, the Council was presented with the Best
all round ‘Small Business Friendliness’ award.

Since the development of this Charter by the Council and local FSB it
has ‘gone viral’ with other organisations now making the same
commitments including the Eastern Shires Purchasing Organisation
(ESPO) which the Council is a part owner of.
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2.2.2 The Council has made further revisions to its tender documentation in
order to simplify its processes. The size of the Pre-Qualification
Questionnaire (PQQ) has been reduced by 11 pages and the
requirements in relation to financial vetting and Health & Safety
assessment have been simplified to reflect a more risk based
approach. The new PQQ has been considered and endorsed by the
FSB and Warwickshire CAVA and suggestions made to further simplify
are currently being considered

2.2.3 Changes to systems, data capture and data analysis are being
implemented in order that the Council can better understand its supplier
profile with the intention that we will be able to categorise our spend
with micro, small, medium and large organisations. This process will
also provide better information about when potential suppliers drop out
of the procurement process which in turn will enable us to tailor our
training and support to organisations.

224 The complete suite of procurement guidance for managers has been
reviewed and updated and is currently being loaded onto the Intranet.

2.25 Over the past 12 months work has continued to increase the coverage
of the CSW-JETS (sub regional E Tendering portal). It is pleasing to be
able to report that Warwick District Council and North Warwickshire
Borough Council have now joined the initial 6 organisations using the
system and Stratford District Council are due to receive training shortly.
This will mean that all authorities within the CSW sub region will be
using a single platform for tendering which has obvious benefits for
small businesses in being able to access all opportunities across the
sub region via a single platform and a single sign on.

2.2.6 The Council is developing its website to improve the information and
guidance available to potential tenderers. The latest FSB feedback on
content is currently being incorporated and further revised guidance will
be launched shortly.

2.2.7 The Council is trying to maximise the opportunities offered by social
media to market its opportunities to small businesses. Links have been
made between the Procurement, Economic Development and FSB
twitter accounts to ensure maximum exposure to Council business
opportunities.

2.2.8 The Council now has mechanisms in place to publicise its opportunities
or procurement related developments via the FSB communications
media, in particular the weekly FSB E-Zine and their bi-monthly
publication — VOICE.

3.0 Timescales associated with the decision and next steps

3.1  None anticipated
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Attached Appendices
Appendix A — ‘Local Procurement — Making the Most of Small Businesses’
Background papers

1.  The Council's Procurement Procedures and how these encourage small businesses
to bid for Council Contracts. Overview and Scrutiny Board 12" December 2012

2. Economic Development Overview and Scrutiny Committee 16™ March 2006 -
Procurement Policy - Concordat for Local Businesses

3. Cabinet 4" May 2006 - Procurement Policy - Concordat for Local Businesses

Name Contact Information

Report Author Paul White paulwhite @warwickshire.gov.uk
01926 73(6146)

Head of Service John Betts johnbetts@warwickshire.gov.uk
01926 41(2441)

Strategic Director David Carter davidcarter@warwickshire.gov.uk
01926 41(2564)

Portfolio Holder CllIr Alan Cockburn clircockburn@warwickshire.gov.uk
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Foreword

A recent survey by the Federation of Small Businesses (FSB)' of more

than 11,000 members found that the time and cost involved with the public
sector tendering process remains a major barrier to participation, as does
the difficulty in finding and accessing public sector contracts. Too many small
businesses are left bruised by the impenetrable wall of bureaucracy and

the widespread conviction that big is beautiful. Coupled with strict eligibility
criteria, this leaves small businesses unable to compete with larger ones and
locked out of public procurement contracts.

To investigate these long-standing problems, the FSB undertook a survey
of public sector procurers in local government to supplement the small
business view, identify spend and explore the issues and practice from their
perspective. We chose local government for a variety of reasons, but most
pertinently because it is often the area of government with which small
business owners have most contact and to whom they are most likely to
provide goods and services.

The FSB is extremely grateful to all those councils that gave up time to
answer our survey, providing us with the information that formed the bulk of
this work. We intend the survey to become a regular exercise because we
believe it can help strengthen the relationship between councils and their
local business communities by increasing understanding on both sides.

The key theme of the FSB's long running Keep Trade Local campaign is the
belief that money spent with local businesses stays in the local economy,
creating positive knock-on effects for jobs and prosperity in those areas.
Austerity measures mean that procurers must increasingly become more
aware of what they spend and how they spend it, and their impact on the
wider economy. Chief among these procurers are local authorities whose
democratic mandate and accountability mean that they are acutely aware of

1 The UK “Voice of Small Business’ member survey (February 2012) FSB

“Money spent
with local
businesses
stays in the
local economy,
crealing
positive knock-
on effects
for jobs and

prosperity”



Foreword

this challenge. Local authorities can take the lead in stimulating sustainable
growth in their economies by encouraging a greater proportion of local
businesses in their economic development strategy, buying more of their
own goods and services locally, and working with prime contractors to
encourage greater supplier diversity and best practice — for example, in the
case of payment times.

The challenge is to ensure that this economically sustainable approach is
embraced across the public sector. Many councils already do excellent
work in this area. The FSB wants to encourage them to improve further by
identifying trends and communicating the practices that would make things
easier for small businesses.

The recommendations in this report take the agenda forward. Most
important, in our view, is the need for all councils to gain a better
understanding of how their money is spent. This could be achieved
through more accurate recording and by ensuring that this information
properly informs their strategy and decision making in order to embed
an understanding of the links between procurement and local economic
development.

No council is likely to be doing everything we recommend, but we would very
much like to see as many as possible work with their local small businesses
and the FSB to see what can be done to help them with the procurement
process. We strongly urge councils to read this report and collaborate with
us to see what can be improved.

Mike Cherry

\Qco

FSB Policy Chairman




View from the Centre for
Local Economic Strategies:
The importance of procurement

The Centre for Local Economic Strategies (CLES) was delighted when

the FSB asked us to develop a survey as part of this innovative research
study of small business and procurement. Effective and locally responsible
procurement spend should lead to a range of benefits for small business and
local economies. It can:

e Create new jobs and sustain existing ones

e Contribute to tackling issues such as worklessness and deprivation
® Support the creation of new businesses

* Boost spending in local shops and on local services

* Support the development of local labour through apprenticeships

For procurement to be more effectively linked to economic development,
local authorities should be looking to understand levels of spend with

local organisations and small and medium enterprises (SMEs) and embed
economic development considerations into the procurement cycle. Evidence
is the starting point for a more progressive approach to public procurement.
It not only means that local authorities know where their spend is going but
also supports a procurement process that reflects the economic challenges —
worklessness, low skills and small business sustainability — in their locality.

To enable these local economic benefits to be realised, local authorities
should think strategically about procurement and, importantly, should
proactively influence how the supply chain respends the income it receives
through the procurement process.

Strategically, procurement should be based on cross-departmental
relationships, particularly between corporate procurement and
economic development, to enable economic considerations to be fed
more effectively into the procurement decision. Economic, social and
environmental benefit should also be embedded in the Sustainable
Procurement Strategy.



View from the Centre for Local Economic Strategies: The importance of procurement

Supplier networks, engagement with suppliers in areas of deprivation

and gap analysis are methods of passing on economic priorities to
suppliers so that they can enable neighbourhood economic change

through procurement. These are a means of influencing the extent to

which suppliers think about local communities and the unemployed in their
recruitment policies, the extent to which they consider SMEs and local firms
in their own supply chain and the strength of focus on the environmental
costs of purchasing.

This approach to procurement based on place, economic development and
influence is working in particular authorities. Indeed, as a result of cross-
departmental working and supplier engagement, the respend back into the
Manchester economy of Manchester City Council’s suppliers has increased
from 25p to 42p in every pound. Suppliers are also increasingly working to
support long-term unemployed people into employment opportunity through
apprenticeships and job brokerage activities.

The response rate to this research signals a commitment from local
government to understand procurement spend, support SMEs in accessing
opportunities, and enhance local economies through procurement

strategy.

There is, however, much to be done and the recommendations presented in
this publication highlight a key opportunity for local government to become
more effective ‘place stewards’ when it comes to procurement strategy and

purchasing goods and services.

Matthew Jackson

Head of Research, Centre for Local Economic Strategies



Executive summa

This report is the product of the Federation of Small Businesses' (FSB)
long-standing interest in public procurement. It recognises the important
role that local government plays as a local decision maker and as an area of
government with which small businesses deal regularly.

The report draws together the views of small businesses and those of local
authority procurers before going on to recommend what the FSB would like
to see councils do to help improve the experience for small businesses in the
future.

It sets out the barriers that FSB members have been highlighting for some
time — namely, the bureaucracy involved in the process, the difficulties in
identifying opportunities, and the fact that many procurers increasingly set
conditions that favour the use of larger contracts and suppliers rather than
small businesses. It draws comparisons with the views of local procurers,
highlighting that although not universal, there is clear recognition within local
government of the issues small businesses face.

The data collected from the survey points to some interesting patterns in
terms of how procurers approach procurement and the drivers for their
behaviour. It reveals in particular that:

e The procurement spend of many councils is significant and averages £185
million for each local authority responding

® |t is common, but by no means universal, for councils to record where and
with whom they spend their money. A significant proportion of councils do
not record the size or location of the businesses they spend with

e Cost savings are overwhelmingly the biggest driver of procurement policy,
outweighing other factors such as quality of goods and services, and
economic development

e Although the barriers for small businesses are often acknowledged, there
are still a large number of councils that are not aware of them



Executive summary

The report draws on these factors and puts forward an argument for a
greater focus by councils on the role that procurement can play in supporting
local economies — in particular, small businesses. It puts forward a view that
this should be embedded in procurement strategies and in the wider priorities
of every council. The FSB believes that the starting point is for councils to
gain a more informed view of their local economies and their potential supply
chain by actively recording where their procurement spend goes and the
impact it has.

The report makes a series of further recommendations designed to
promote positive outcomes both for small businesses and for councils.

In particular, it calls for immediate work to streamline and standardise
approaches such as pre-qualification, utilising ‘lots’ where possible
(because these are more accessible to small business) and putting in place
initiatives to help small businesses maximise the potential of the local
supply chain. The FSB also calls for the relevant governments in the UK to
take an active role in supporting and monitoring councils so they follow best
practice.

The report concludes with two short sections. The first puts forward what the
FSB believes is a model approach for councils when it come to procurement.
The second is a focus on common procurement myths and misconceptions
that need to be addressed.



Recommendations

Councils to adopt a procurement strategy that recognises the significant benefits of
procuring from local small businesses when tendering for goods and services.

Local authority economic development strategies to take account of the needs of the
existing local economy and inform procurement strategy based on a comprehensive
analysis of spend.

Councils to consider actively how much of each procurement decision should be
assigned to social value considerations.

All authorities to have mechanisms in place to record and analyse where and with
which businesses their money is spent. This should include measuring the size of
enterprise — medium, small or micro.

Councils to make information on spend publicly available and easily accessible, at
least annually.

Councils to monitor and take account of the economic impact of their key spending
decisions.

All authorities to adopt the relevant government-led, streamlined and standardised
pre-qualification questionnaires (PQQ), with further effort made to ensure simplified
processes are in place for smaller procurements below EU thresholds, including
specific approaches for the lowest value contracts.

All councils in the UK to use the relevant national portal to advertise their
procurement opportunities (Contracts Finder, Public Contracts Scotland, Sell2Wales,
Esourcing ND.

Council procurement strategies to set out how they will ensure best practice is
followed and how they will monitor that progress.



Recommendations

Local authorities to ensure their use of selection requirements is proportionate and
based purely on the needs of the contract.

Councils to ensure they have initiatives to support local SMEs with the tender
process and to develop the potential of their local small business supplier base.

Councils to provide detailed, specific and timely feedback to all businesses that
tender unsuccessfully so they are better placed to bid next time.

Councils to break down contracts into smaller lots wherever possible.
Councils to put in place and monitor specific payment policies for small business
suppliers, ideally following the lead of national government pledges to pay within 10

days of receipt.

Councils to use spending power to ensure that prime contractors pass on the
council’s payments terms to their subcontracted suppliers.

Government to support councils in following good practice, including by issuing clear
guidance and taking action to ensure it is followed if necessary.



1. The policy
context in the UK

The changes to procurement policy are taking place in an environment where
councils across the UK face increasingly tight budget constraints.

As with all parts of the public sector, local government is in the middle of
large cut-backs in funding as well as big reforms across a range of policy
areas. The Spending Review of 2010 saw the Chancellor announce that
local government in England would take a cut of 25 per cent in revenue
funding over a four-year period. At the same time, the funding provided by
the UK government to devolved administrations has been cut, with a knock-
on effect for the funding they provide to local government. This level of
spending reduction has had an inevitable behavioural impact on how councils
operate across the spectrum. Reductions in staffing have occurred alongside
increased rationalisation of service delivery and back-office functions,
including procurement. Many authorities are increasingly looking to enter
joint procurement initiatives and in some cases are sharing procurement
functions.

This has created an inevitable challenge as councils seek to find ways to
reduce service costs while retaining service provision. The FSB does not
want to put forward an argument that ignores the current economic reality.
Rather, we aim to show how local authorities can best foster relationships
with local small businesses and learn from effective practice across local
government in a way that benefits small business and the local economy.

There is an argument for saying that the tightening public sector spending
environment has helped to focus the minds of decision makers who, faced
with smaller budgets, are forced to think more carefully about how that
money is spent. As a result there is a growing realisation of the potential
of procurement as a lever to growth in the small business sector and of
the wider economic, social and environmental benefits that procurement
can bring.

10



The policy context in the UK

The FSB believes that public procurement should be viewed and utilised
as a key tool in stimulating business and wider economies. The public
sector spends an estimated £240 billion each year on procuring goods
and services.? Local authorities account for a significant proportion of this,
spending some £68 billion on revenue activities together with a further
£20 billion procuring capital projects.®

While the FSB supports the steps that UK and devolved governments 11 °
are taking to open up the public procurement process, a fundamental The dwamlc
change is needed across the whole public sector for action to benefit between local

SMEs. Increasingly, many public procurers are thinking carefully about the

decisions they make and the impact they can have. Chief among these are authoritjes and

local authorities whose democratic mandate and accountability mean they

are often already acutely aware of this challenge. The dynamic between tllejl‘ buSiHeSS
local authorities and their business communities is a vital one. As local o o .
entities, councils have an important ‘stewardship’ role and can use their Commllnltles 1S
spending and commissioning decisions as one of the few powers available o 99

to shape and influence their area and the services people receive. a Vltal one

There is much excellent work going on within the local government sector,
often in conjunction with local business groups including the FSB. However,
there is clearly also room for improvement in many areas. As a result, the
FSB explored the relationship between small businesses and procurers

in local government, carrying out a survey of local authorities to ascertain
how they spend their money — in particular with small businesses — and the
approach they take to procurement. The intention behind this report is to
ensure that a pro-small-business approach to procurement becomes the
norm within local authorities. By establishing the barriers and identifying
good practice, we can work with local authorities to ensure that small
businesses have the best possible opportunities to access local government
contracts.

The importance of small businesses

The economy is dominated by small businesses. Across the UK, small

firms make up 99.3 per cent of all businesses, contribute 51 per cent of
Gross Domestic Product (GDP) and employ 58 per cent of the private
sector workforce. There is correctly a commonly accepted wisdom among
politicians and decision makers that it is these businesses that will provide
the engine for economic growth. The FSB strongly believes that procurement
policy has a key role to play and that intelligent and creative use of the SME-
friendly portion of the public sector’s huge spending power can stimulate and
support small business growth and innovation.

2 Public Procurement as a Tool to Stimulate Innovation (May 2011) House of Lords Science and
Technology Committee report, p. 26

3 Public expenditure statistical analyses (2011) HM Treasury, p. 98
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Local Procurement

There are numerous reasons why trading with small businesses can provide
advantages and better value. Small businesses:

¢ Are often based locally, meaning:
Money is spent with local businesses and then stays in the local
economy
There is face-to-face contact and a quicker response
Suppliers have a better knowledge of the local area and the needs
of the buyer
There is a lower ‘carbon footprint’

e Give a higher quality of service with a more dedicated and personal
approach and easier access to senior management

* Provide innovative and customised solutions to problems, often much
more quickly than large companies

SME or small business?

This report mostly uses the term ‘small and medium enterprise’, as did the
questions asked of local authorities, because it is the most commonly used
definition in public policy. Nevertheless, most of the businesses in the UK
are in fact small (fewer than 50 employees) rather than medium (50-249
employees) in size.

The terms ‘SME’ and ‘small business’ are often used interchangeably,
particularly within government, but it is important to recognise the difference
between them. A small business is an SME but an SME is not necessarily
a small business. The barriers for a medium-size enterprise with 200
employees are entirely different from those faced by a small business

with 20 employees or a micro firm with just five. It is at the smaller end

of the scale that many of the issues characterised as affecting SMEs are
most pronounced. If a solution works for a micro business it will almost
certainly suit small and medium-size firms too. Although we refer to SMEs
in this report, we firmly believe that the future focus of any reforms and
measurement of success should primarily impact those businesses that are
defined as small or micro.

Devolution

The development and application of public procurement policy in Scotland,
Wales and Northern Ireland is a devolved matter. As a result, although the
issues faced by small businesses and the structure of local government in
those areas are similar, policy has emerged slightly differently and at different
speeds over recent years.

Scotland

Scotland put in place a public procurement reform programme in 2006,
following John McClelland's Review of Public Procurement in Scotland,
with the aim of achieving a more professional and efficient approach. The

12



The policy context in the UK

reform programme has now entered a second phase designed to speed

up the delivery of change. One outcome of reform was the development

of collaborative buying across the public sector, which has led to the
aggregation of contracts. This often makes it harder for small businesses to
compete.

However, a number of initiatives have also been introduced to improve public
procurement for SMEs, including the launch of Public Contracts Scotland,
attempts to standardise the pre-qualification questionnaire (PQQ) process,
and the creation of a single point of enquiry (SPoE) to advise suppliers and
informally resolve any concerns about specific tender exercises.

There are now proposals to introduce a Sustainable Procurement Bill

which will embed community benefit clauses, mandate the use of Public
Contracts Scotland and standard PQQs, and introduce obligations on bodies
to demonstrate consideration of the economic, social and environmental
wellbeing of the area. (A similar focus on an obligation to consider wider
‘wellbeing’ will occur in England and Wales through the recent Public Service
(Social Value) Act.)

Wales

Maximising the economic development potential of procurement spend
has been a priority for successive Welsh governments, with a strong
focus on enabling the public sector to procure locally and allowing local
businesses to bid for contracts. Figures indicate some progress, with
Wales-based companies accounting for 52 per cent of expenditure in 2011
compared with 35 per cent in 2003.# Local government is an important
sector, accounting for around half the public sector procurement spend in
Wales.®

As in Scotland, particular focus has been placed on encouraging wider use
of Sell2Wales for smaller contracts and simplifying the pre-qualification
process. There has also been a drive to create consistency among public
sector bodies by moving towards the use of a common set of questions

in the Supplier Qualification Information Database (SQuID) and the use

of a risk-based approach. Wales has also taken a lead in encouraging

the use of community benefit clauses, with the emphasis on introducing
contractual obligations to use local supply chains and increase social
outcomes.

Following the influential work done by John McClelland, looking at
procurement in Scotland, the Welsh Government has now launched the
McClelland Review as the next step in advancing Welsh Government
procurement objectives.

4 Statement: The Benefits of Public Procurement on the Economy and Local Communities
(21 February 2012) Jane Hutt, Minister for Finance

5 Welsh Local Government Association (WLGA) statistics for the 2007/08 budgetary year
indicate that local government delivers around 53 per cent of Wales’ £4.5 billion public sector
procurement spend

13



Local Procurement

Northern Ireland

Northern Ireland has undertaken a number of reviews of procurement

policy and practices. Most recently, an Assembly Inquiry in 2009 resulted

in a number of FSB’s recommendations for improvement being accepted.
Implementation of the proposals is slow but ongoing and these reviews and
policy changes relate solely to central government and agency procurement.
As with the rest of the UK, Northern Ireland councils are bound by EU
regulations and guidance, and are expected to adopt best practice and take
central government policy and procedure as a model. However, each of the
current 26 councils sets its own procurement policy and there is no formal
overall guidance for local government procurement.

Under the Northern Ireland Assembly’s Review of Public Administration there
will be major changes to the structures and powers of local government in
Northern Ireland, and a reduction in the number of councils from 26 to 11.
The FSB believes this will provide a unique opportunity to ensure that local
government procurement is made efficient, fit for purpose and accessible to
the micro and small businesses that constitute 99.9 per cent of the private
sector in Northern Ireland.

England

The 2008 Glover Review® led to a number of commitments to improve public
procurement and make it easier for SMEs to supply to the public sector.
Following the change in government in 2010, the Coalition continued and
expanded that work, introducing a series of initiatives complemented by

a transparency agenda and an overarching ‘aspiration’ that 25 per cent of
government contracts should be awarded to small and medium-size businesses.
Measures taken include the launch of the Contracts Finder portal; the launch
of an SME Panel and a Mystery Shopper Service to address bad practice; and
reforms to the process, including the launch of a standardised PQQ and a
drive to eliminate the use of PQQs for procurement under £100,000.

One of the key issues to note is that the focus of reforms by the UK
government has so far primarily been on central government departments.
The overarching impression regarding procurement in Scotland, Wales and
Northern Ireland is that although the relevant governments cannot currently
mandate councils to adopt their practices, they take a more hands-on role in
trying to influence public procurement policy and practice at a local level. The
scale and complexity of local government in England and the prominence of
a ‘localism’ agenda within public policy mean the government'’s task is more
difficult than that of the devolved administrations. However, given the huge
scale of public sector spending that sits outside UK central government,
further reform of the wider English public sector will be required to realise

a substantial change that benefits small businesses. Local authorities
themselves have begun to take this challenge on board. Together with
groups such as the Local Government Association, there are promising
moves to establish and share best practice.

6 Accelerating the SME Economic Engine: Through Transparent, Simple and Strategic Procurement
(2008) Glover Report. HM Treasury, London: TSO
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The policy context in the UK

Common issues

Despite procurement policy being devolved and change emerging with
different speeds and approaches, it is clear that the direction of travel is
similar across England, Wales, Scotland and Northern Ireland. The focus is
on transparency, simplifying the process and increasing the awareness of
opportunities. The challenge all procurers face is that they must undertake
their procurement within the boundaries of the EU Directives and Treaty
Principles and in line with a national policy that is EU compliant. As a result,
the context within which councils work is inevitably similar.

It is also clear that the challenges that small businesses face with public
procurement endure up and down the UK. As a result, the FSB believes the
issues raised and recommendations put forward in this report are applicable
to councils wherever they are based and that there is much to be gained in
calling for some consistent change.

15



2. The small business
perspective

The issue of small business access to public sector contracts is a long-
standing one. The FSB has been pushing for reform for some time and staff
and members up and down the UK have been working with government
policy makers and public procurers (such as local authorities and government
departments) to try to improve the process. Research commissioned with
other partners in 2008” demonstrated the substantial barriers to SMEs
winning public sector contracts, indicating that:

® 70 per cent of SMEs rarely or never bid for government procurement
opportunities

* 76 per cent of SMEs felt that there were barriers that prevent SMEs from
being fully aware of public procurement opportunities

e 55 per cent of SMEs felt that the process of bidding for government
contracts required more time and effort/cost than their business could
allow

* The lack of awareness of opportunities was the single most important
reason for an SME not to bid for a public contract

The research also showed that SMEs are generally more successful when
bidding to the private sector than the public sector:

* 51 per cent of SMEs reported a success rate of over 40 per cent when
bidding for private sector opportunities

® 62 per cent had a success rate of 20 per cent or less when bidding for
public sector opportunities

More recently, the FSB has undertaken its own research into the views of
small businesses through the full member survey published in February 2012
and a follow-up panel survey in March 2012. This research indicates that the

7 Evaluating SME Experiences of Government Procurement (2008) Fresh Minds research for the
Scorecard Working Party. The Working Party consisted of the British Venture Capital Association
(BVCA), the FSB and the Confederation of British Industry (CBI)
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same issues continue to arise. Members were asked about public sector
procurement in general rather than specifically about local government.

When asked about their perceptions of barriers, 60 per cent of members
indicated that there were barriers to small firms in bidding for public sector
contracts.® In particular, members indicated the following key problems:

e The tendering process is too long/costly (35%)

e FSB members are not always aware of the public sector contracts
available (28%)

¢ They do not feel able to compete with larger suppliers (28%)

¢ The relevant eligibility criteria (e.g. level of turnover/relevant standards)
tend to exclude them (27 %)

These issues are particularly prominent among micro businesses. Micro
businesses with fewer than 10 employees are significantly less likely to bid
for public sector contracts than small and medium-size businesses. When
they do bid, they are less likely to win. In essence, the smaller the business,
the less accessible the procurement process appears to be.

The full results of the March 2012 panel survey is contained in the Annex. In
summary:

e Over half of members always or almost always request feedback on
unsuccessful public sector bids. Views about the quality of feedback are
mixed

¢ The vast majority of members argue that the private sector procurement
process is more straightforward than the public process

* The majority of members highlight personal contracts/referrals as the
most useful tool to identify public sector opportunities

e The main reason members do not submit public sector bids is lack of
awareness of appropriate contracts or suitable opportunities

e The most common suggestions for actions to tackle barriers are to:

Simplify the process

Proactively encourage use of SMEs

Ensure procurers evaluate tenders based on experience and ability
rather than size

8 The UK ‘Voice of Small Business’ member survey (February 2012) FSB, p. 36
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3. Survey of local
authorities

The purpose of the FSB survey of local authorities was to gain a better
understanding of the extent to which:

* SMEs are successful in accessing local government procurement
opportunities

e |ocal government monitors levels of procurement business with
SMEs

* Local government has strategies and initiatives in place to support
SMEs

e Local government recognises the different scale of SMEs and the
associated barriers to procurement, particularly for small and micro
businesses

The survey was carried out against the backdrop of growing recognition that
well-tailored procurement policies can influence economic growth and deliver
savings for local government, and the ongoing problems that SMEs face
when applying for procurement contracts.

To enable small businesses to take advantage of emerging opportunities in
local government procurement, there is a need to develop an evidence base
that scopes current levels of local authority spend with SMEs (specifically,
small and micro businesses where possible), the means of collecting
information about SME delivery of services, and local government processes
for supporting SMEs to take advantage of procurement opportunities. The
survey of procurement departments therefore sought to question local
government along the following lines of enquiry:

* Level of spend on goods and services

* Whether the level of spend with SMEs is recorded and, if so, whether it is
broken down by micro, small and medium-size enterprise

* Whether the level of spend in the locality is measured and, if so, the
proportion it represents

18



Survey of local authorities

e Perceptions of the barriers faced by councils and small businesses in the
process

e Time taken to process SME invoices

® The priorities and drivers for councils when undertaking procurement

* Whether councils have any initiatives or strategies to improve access to
SMEs and identify examples of best practice

Undertaking the survey

The FSB engaged the Centre for Local Economic Strategies (CLES) to help
design and pilot the survey. The questionnaire used SurveyMonkey software
and was sent electronically to each of the 432 local authorities in England,
Scotland, Wales and Northern Ireland, based on a database compiled and
updated by CLES. The email with the questionnaire link was sent out directly
by CLES on Monday 16 April 2012, closing four weeks later. In order to
maximise response rates and minimise gaps in successful contacts with
councils, this was supplemented by FSB regional members and staff sending
letters to local authorities and following up the survey with procurement
teams. The Local Government Association also helped to promote the
survey among local government procurement professionals.

From the 432 local authorities asked to participate, 148 completed the
questionnaire. This is a response rate of 34 per cent, demonstrating key interest
in the project from local authorities. Responses were received from councils in
Scotland, Wales, Northern Ireland and all regions in England and from county,
district, London borough, metropolitan and unitary authorities (including unitaries
in Scotland and Wales and councils in Northern Ireland). Responses that
contained insufficiently complete answers were excluded from the results.

The results

The survey yielded a large amount of data that provided a very good insight
into the current situation. Annex A presents a full report of these findings and
explores variations by geography and by authority type. It also includes the
survey questions.

Initial observations

One of the key insights this survey brings is recognition of the hugely
important influence of local authority spending decisions. The survey shows
an average annual procurement spend for UK councils surveyed of £185
million, meaning there is a significant flow of money from the public to the
private, voluntary and community sectors. In an environment where the
outsourcing and commissioning of services continues to increase, the
importance of local authority decisions about which businesses will deliver
their contracts continues to grow.

Much of the overall picture is positive. Councils indicate an average

of 49 per cent of total procurement spend with SMEs. To put this in context,
UK central government department spend with SMEs is estimated at
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13.7 per cent for 2011/12°, with an aspiration that eventually 25 per cent
of government contracts should be thus awarded.'® Although not directly
comparable because it incorporates wider Scottish public sector spend,
figures from the Scottish Government indicate around 46 per cent of its
spend went to SMEs in 2011/12."

Many local authorities also indicated a broad awareness of the various
barriers that SMEs face and gave examples of a wide range of actions to
help SMEs in the procurement process. However, it is worth highlighting the
caveat that those that chose to respond to the survey perhaps have a more
positive story to tell than those that did not.

The key headline findings of the survey follow.

Spend

* The average local authority spend on procuring goods and services is
£185 million per annum. In total, the local authorities that responded to
the survey and provided their spend data spent a combined £26.7 billion
per annum procuring goods and services

e On average, local authorities responding to the survey use 26 per cent of
their procurement spend on capital activities and 74 per cent on revenue
activities

® 34 per cent of local authorities spend less than £50 million annually on
procuring goods and services. There are therefore also some very high
spenders with well over a quarter of councils spending more than £250
million per annum

* 62 per cent of local authorities actively record the amount of spend within
their own local authority boundary

* On average, local authorities use nearly 35 per cent of their total
procurement spend within their own local authority boundary.
This varies from 20 per cent to over 50 per cent depending on
geographical location

* 51 per cent of local authorities actively record the amount of spend
with SMEs. Again, this figure is significantly higher in some areas than
others, with almost four in five councils in Scotland and the North West of
England recording SME spend

* On average, local authorities use 49 per cent of their total procurement
spend with SMEs. However, only 49 authorities were willing or able to
provide this information. The average spend varies significantly, ranging
from less than 10 per cent in some council areas to more than 70 per cent
in others

Barriers

® 66 per cent of local authorities feel that SMEs face barriers in accessing
procurement opportunities. The biggest spending authorities (in excess of
£500 million per annum) are more likely to think that SMEs face barriers
(nearly 82% of such authorities)

9 Making Government Business More Accessible to SMEs: One Year On (March 2012) Progress report
on enabling more SMEs to tender for government procurements, Cabinet Office

10 Coalition Agreement, 2010

11 Public Sector Spend in Scotland by Size of Business 2010-11 (2012) Scottish Procurement
Information Hub, The Scottish Government
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Survey of local authorities

® The main barriers that are specific to SMEs were identified as:
The capacity and skills of SMEs to bid for and deliver contracts
effectively
The SME sector’s awareness of potential procurement opportunities
Lack of understanding or knowledge of the operation of local government
Insufficient business maturity, particularly in terms of engagement
with ‘big” business

. i i ifi iti identif : “
The main barriers that are specific to local authorities were identified as: 66 per Cent Of

The bureaucratic nature of local authority procurement practices

A lack of awareness and understanding of SMEs, what they offer, local authorjties
and how to engage with them
The need for procurers to achieve economies of scale in their feel that SMES

procurement practices o
face barriers
Engagement . .
e 94 per cent of local authorities have initiatives to support SMEs in m aCCGSSIHg
tendering. Of those, 68 per cent believe they adopt best practice.
’ PRSP procurement

A number of themes were identified:
Simplifying procurement processes o »
Using specialist and smarter procurement programmes for SMEs Opportunltles
Producing toolkits and guidelines, and using e-procurement
Providing regular training and workshops for SMEs
Streamlining financial appraisal and adopting a ‘lot’ approach
Simplifying quotation requirements to accommodate SMEs
Using partnership working with business networks
Taking a cross-department approach to activities

e 74 per cent of local authorities adopt different processes for tenders
below EU thresholds. Key approaches include advertising locally, reducing
the bureaucracy and speeding up the process

e The vast majority of local authorities use council and regional portals as a
means of advertising tender opportunities. However, use of the relevant
main government-backed portal in each of England, Scotland, Wales
and Northern Ireland varies significantly. Use is universal in Scotland and
Wales but much lower in England and Northern Ireland

Economic, social and environmental benefits

e 86 per cent of local authorities feel their procurement strategy links ‘well’
or ‘very well’ to wider corporate objectives

¢ Overwhelmingly, the most important contemporary issue in the
procurement process for local authorities is achieving cost savings. By
contrast, environmental sustainability and delivering government policy,
although significant, were rarely given the highest score for importance

Payment

e 93 per cent of local authorities have policies in place for the payment of
suppliers

e 72 per cent of local authorities seek to pay suppliers in 28 days or less
(22% in less than 14 days)

® 49 per cent of local authorities ask their main contractors to pass on
payment terms to their subcontractors
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4. Barriers to
participation

The results present a broad insight into the approach and attitudes of local
government procurers in the UK. They add new perspectives to the barriers
that small businesses already say exist. This section highlights some of the
key barriers that the FSB believes cause problems for small businesses in
accessing the public procurement process.

Bureaucratic processes

Small business perceptions of bidding for public contracts are of an overly
bureaucratic and cumbersome process. The tendering process is too long
and costly and this is cited as the number one issue. FSB members also

tell us that this is a significant factor in why many small businesses have
decided not to bid for contracts at all. The key complaint that the FSB hears
from members is about the amount of time and resource required to bid

for contracts, which often prohibits them from competing effectively. This
perception is particularly significant among micro businesses, which are also
less likely to be successful when bidding.

It is not surprising, therefore, that ‘simplifying the tendering process’ is
identified by small businesses as the top action to ensure that SMEs have
the best opportunity to compete effectively.

The feedback from members shows quite clearly that, despite significant
action on SME procurement policy by successive governments, the same
issues and concerns persist and small businesses find accessing public
sector contracts challenging and often prohibitive.

When asked for their views on the public sector procurement process
compared with that of the private sector, only four per cent of FSB members
thought the public sector easier and more straightforward. Significantly,

75 per cent disagreed or strongly disagreed with that view.
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Member case study: a construction business in Scotland

“Our biggest issue in dealing with councils is pre-qualification
questionnaires — they are extremely onerous and time consuming —
they all want the same information - just asked from slightly different
viewpoints. Time spent completing different formats with similar
information is time lost on winning more business. The additional
requirement now as opposed to five years ago means we need double
the amount of administrative staff to deal with the same level of
turnover. It is driving small business away from the public sector
market.”

It was interesting to see that many of the authorities responding to the
survey mentioned the burden of the process, raising issues about the
complex nature of local authority tender documentation, particularly at POQ
stage, including:

e SMEs not having specialist bid writers for local authority procurement
opportunities

® The high costs for SMEs of bidding for local authority procurement
opportunities

e The complex nature of local authority tender documentation and
requirements, particularly at the pre-qualification stage

e SMEs' lack of understanding of local authority procurement processes
and how they operate

A gap in knowledge and understanding

It is undoubtedly true that many small businesses find the process confusing
and inaccessible. For many, the additional requirements of doing business
with the public sector make it extremely difficult to engage effectively.

The answers given by councils about the types of barriers they believe
small businesses face certainly reflect the issues that many small
businesses highlight as problematic. However, it is notable that a significant
proportion of the barriers local authorities refer to are inherent in SMEs as
potential suppliers, not imposed by the procurer. SMEs’ lack of skills and
knowledge about competing effectively for contracts are recurring themes
throughout.

Nevertheless, it is not enough for procurers to say that ‘SMEs do not have
the knowledge or capacity to engage effectively’ because the problem
works both ways. Small businesses have long felt that those working in the
public sector fail to appreciate the way they work and the challenges they
face: 63 per cent of FSB members recently stated that they do not believe
their local authority understands the needs of local businesses. The gap in
understanding within councils is as relevant in procurement functions as in
any other. It is therefore encouraging that some councils responding to the
survey highlighted their lack of understanding of small businesses and their
awareness of their potential.
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This inadequate market intelligence about local SMEs means that councils
do not know which SMEs are available, what goods and services they
could potentially provide and what capacity they have to engage in the
procurement process.

It is clear the knowledge gap on both sides inhibits successful
relationships between buyer and supplier. Addressing this could help
to maximise opportunities for small businesses and ensure buyers take
advantage of the opportunities that a vibrant SME supplier market can
provide.

Figure 1 indicates that almost two thirds of councils responding to the survey
believe SMEs face barriers in accessing procurement opportunities, showing
there is widespread recognition of the problem. However, that still leaves a
third of authorities believing there is no problem to address. This presents a
significant challenge for those seeking improvements and ensuring that the
impact of policies is monitored.

Figure 1: Councils believing that SMEs face barriers in accessing
procurement opportunities

50
(34%)

98
(66%)

Even if local authorities recognise the presence of barriers, it is difficult for
them to know whether actions taken to address them are actually effective.
As the survey reveals, only 51 per cent of councils responding actively
record their spend with SMEs, so the remaining 49 per cent would have no
way of measuring the effectiveness of their actions.

Selection requirements

Although there is the beginning of a change in pre-qualification processes,
unnecessary barriers are still being put in place, often arbitrarily. One
example is the use of disproportionate turnover requirements as a way to
evaluate a bidder’s financial standing. Rather than taking a genuinely risk-
based approach to selection, local authorities sometimes set turnover
requirements at a high blanket level. This immediately bars many small
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businesses from even entering the process. FSB members consistently raise
this issue and the use of financial requirements within the tender process.

It was the biggest single issue reported to the Cabinet Office’s Supplier
Feedback Service in the past year (37% of all complaints received).'?

Similarly, of the 31 per cent of complaints to the Scottish SPoE that focused
on the PQQ process, the main theme was the proportionality of tendering
requirements.'® The European Commission has identified such requirements
as ‘frequently a formidable obstacle to access by SMEs’." Instead, the FSB
believes a more proportionate assessment is needed of the risk levels and
subsequent impact, case-by-case.

This is a perfect example of the procurement process stifling the small
business sector’s potential to act as a catalyst for growth because it
prevents businesses aspiring to something bigger or new. They are unable to
bid for a new government contract, and in the process grow their business,
because their turnover is currently not high enough. How, then, is a small
business that wants to compete in the public sector market expected to push
its business forward?

A second, often quoted, barrier is that of disproportionate insurance
requirements. Small businesses that regularly compete in the private sector
market, with adequate insurance for the type of work they undertake, are
suddenly faced with massively increased requirements for cover that are out
of proportion to the contract in question.

In some cases, simply not having a track record as a public sector provider
can be enough to bar firms from competing. As Cabinet Office Minister
Francis Maude has said, “unless you have shown that you have done almost
exactly this kind of thing before in the public sector you don’t even get on to
the bidding list”.'®

Some of the local authority procurers responding recognise these issues, as
shown in the following list of items identified:

e SMEs do not have sufficient financial capability and resource to deliver
procurement contracts

e SMEs do not have a track record in delivering local authority contracts

* The financial requirements placed on SMEs are an issue in terms of the
need for certain levels of turnover

e There is a lack of preparedness (on the part of the procurer) to take risks
in the procurement process

e There is a greater perceived financial risk in using SMEs to deliver local
authority contracts

12 Annex A SME progress report Making Government Procurement More Accessible to SMEs
(March 2012)

13 Single Point of Enquiry, report on activity, Scottish Procurement and Commercial Directorate
(April 2012)

14 Proposal for Directive of the European Parliament and of the Council on Public Procurement
(December 2011) European Commission, Com(2011) 896 Final, p. 11

15 House of Lords Science and Technology Committee, ‘Public procurement as a tool to stimulate
innovation’, HL Paper 148, May 2011, p26
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What is not clear from the responses is whether procurers view these as
issues for SMEs or procurers to address. The FSB accepts that there will
undoubtedly be instances where the procurer must protect themselves and
the tax payer from undue risk by putting in place requirements that exclude
some businesses. Nevertheless, it should be incumbent on those procurers
to ensure that this only happens in exceptional circumstances and on a case-
by-case basis. Requirements should be strictly proportionate to the needs of
the contract and should not limit competition by acting as a barrier.

Awareness

FSB members perceive lack of awareness or visibility of the public sector
contracts available as the next major barrier (28%). Many businesses would
still not choose to bid for contracts even if they were aware of opportunities,
but there is a clear imperative for public sector procurers to maximise
competition and ensure that potentially innovative and competitive suppliers
are at least aware of the opportunities that arise.

Other than personal contacts and referrals, electronic portals are the primary
tools used by FSB members to identify contract opportunities. The way
councils advertise their opportunities is therefore of vital importance to small
businesses. As Figure 2 shows, the survey of local authorities revealed
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a range of different approaches to advertising tender opportunities, with
the councils’ own website being the most popular route and a further high
number also using ‘regional’ portals.

The FSB strongly believes that simplicity and consistency are the keys to
ensuring that small businesses know exactly where to look for public sector
opportunities. The FSB has continued to support the idea of a single portal
in each of the relevant parts of the UK as ‘one-stop shops’ for contract
opportunities. This has not yet been achieved, most particularly in England
where only 53 of the 119 local authorities that responded use the relevant
government-backed portal (Contracts Finden. Similarly, only three out of
seven councils responding in Northern Ireland use eSourcing Northern
Ireland.

By contrast, Public Contracts Scotland and Sell2Wales are well-established
portals and all councils responding to the survey indicate that they use them

to advertise contract opportunities.

Figure 2: Frequency of use of different types of portal for advertising
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The recent survey of the FSB membership shows that awareness of the
Contracts Finder portal in England is still relatively low (17%). By contrast,
31 per cent of FSB members in Scotland are aware of Public Contracts
Scotland, perhaps because it has been in place for longer and is used more
comprehensively by contracting authorities.

Size

The size of many public sector contracts continues to be a challenge for
many small businesses. As with the rest of the public sector, councils

are increasingly being encouraged to aggregate procurement or procure
jointly with other authorities in the belief that this will bring economies and
efficiencies of scale.
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Many small businesses express concerns that when the value of contracts
is increased in this way, it automatically puts them beyond the reach of small
businesses which are unable even to compete. The FSB believes this is a
very significant issue for small businesses and a major challenge to a policy
of increasing access to contract opportunities for SMEs.

Efficiencies must undoubtedly be an important factor in procurement

policy. However, centralised and/or joint procurement should mean a more
coordinated and efficient approach to getting the best value for any particular
service or product, not simply using a large prime contractor to deliver or
subcontract all those services.

Research into public procurement paints a clear picture of the impact of
contract size on the ability of small businesses to compete for contracts.
The value of a public contract has a major influence — arguably, the greatest
influence — on the extent to which small businesses can access it.'® It

is inevitable that some contracts require a size and scale that will make

it difficult for many small businesses to compete, but a trend towards
aggregating smaller contracts will worsen the ability of small businesses to
take part.

It is revealing that the UK has one of the largest average contract values.
France and Germany both have similar sizes of economy yet have
significantly lower average contract values (less than half the UK's, in
the case of France) and perform far better than the UK in terms of SME
access."’

A recent report by the Office of Fair Trading (OFT)'® also identified the
problem of joint procurement contracts excluding smaller suppliers. OFT
recommend that:

“Joint purchasing projects should therefore review the potential impact

on smaller suppliers’ ability and incentives to compete in the procurement
exercise. Consideration should be given by commissioners and procurers to
dividing these contracts into separate lots to facilitate such entry, or at least
weigh this option against potential economies of scale and scope arising from
joint purchasing”.

There is a risk that freezing out a pluralistic market may negate any cost saving
advantages in the long run. Aggregating contracts and limiting the range of
suppliers in a given market increases the advantages for incumbents. The next
time the contract comes up for renewal, the balance is heavily in favour of

the incumbent supplier and the procurer’s ability to use competition to drive a
good bargain and demand innovative solutions has diminished. In short, initial
advantages to the public sector from this sort of arrangement may simply
result in increased profits for the supplier in the long run.™

16 Evaluation of SMEs’ Access to Public Procurement Markets in the EU (2010) GHK, commissioned by
the European Commission’s Directorate-General Enterprise and Industry, p. 29 (this research focused
on above-EU threshold contracts)

17 Ibid, p. 35
18 Commissioning and Competition in the Public Sector (March 2011) Office of Fair Trading, p. 7

19 Assessing the Impact of Public Sector Procurement on Competition (September 2004) Office of Fair
Trading, Volume 1, p. 109
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The recent OFT report into commissioning identified quite clearly how

lower levels of competition in procurement could be associated with both
‘inefficiency and a lack of innovation’ and ‘incumbency advantages limiting
the dynamism of service’. The OFT strongly links the latter to the fact that
barriers for newer and smaller suppliers increase the risk that ‘contracts

will always be awarded to the same few suppliers, who in turn will not face
sufficient competitive constraints and incentives to improve their offerings’.?°

Local authorities are alert to the challenges of size and identify the following
as potential barriers:

e The increased use of long-term frameworks for major procurements,
particularly in construction

® The sometimes large size and scale of procurement opportunities that
SMEs are unable to bid for and deliver

¢ The increasing aggregation of contracts and sub-regional and regional
expectations in relation to delivery

The counter to some of these concerns is, of course, that there will still be
small businesses involved in the process as subcontractors. It is already
well established that subcontracted SMEs can often find their margins are
squeezed and the flexible and innovative approaches they offer are ignored.
Additionally, they are forced to accept unfavourable terms and conditions
and disproportionate delays in payment.?' The FSB fully accepts that a prime
contractor model is necessary for some goods and services. However, if
local authorities always prefer to contract directly with primes, this brings

its own problems and challenges, particularly in the absence of strong and
active contract management. More creative procurement would work directly
with SMEs, getting them to deliver a better value service.

Instead, there is a risk of moving to a situation where large contractors are
essentially procuring contracts on behalf of the buyer, but without any of the
usual transparency and scrutiny. It then becomes increasingly difficult to see
how much value the prime contractor is securing through the supply chain
and how much of that is being passed back to the public sector or used to
generate excessive profits for the prime contractor.

The importance of cost efficiencies

With the imperative of tight budgets, cost efficiencies are currently the
primary driver for the vast majority of councils in the UK (Figure 3), with
virtually all councils scoring it as a 4 or 5 in terms of importance (5 being
high importance). The problem comes when this pressure overrides other
important long-term considerations such as economic development and the
quality of goods and services.

20 Commissioning and Competition in the Public Sector (March 2011) Office of Fair Trading, p. 29

21 Accelerating the SME Economic Engine: Through Transparent, Simple and Strategic Procurement
(2008) Glover Report. HM Treasury, London: TSO, p. 34
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Figure 3: Extent to which issue is important in procurement process
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Authorities were asked to score issues on a scale of 1 (low importance) to 5 (high importance)

The FSB believes a more balanced approach needs to be adopted to the
issues that drive procurement policy. Cost savings were scored as of
high importance by 76 per cent of councils, while only 37 per cent rated
economic development as of high importance and 44 per cent scored
the quality of goods and services as such. Despite recognition of the
wider context in which procurement decisions should be made, the drive
towards savings is inevitably placing pressure on the balance of this
relationship.

Despite the pressure on councils’ budgets, however, local economic
development remains of significant importance within many authorities. For
example, all councils in the North West of England scored cost savings as of
high importance but 13 of those 14 also scored local economic development
considerations highly.

It is interesting that in Scotland, where there is already a strong policy
push to consider the wider benefits of procurement, cost savings and
economic development were roughly equally balanced. Some councils
— especially the smaller ones with limited resources — do not think this
balance is particularly important, but it is vital it is encouraged and that
councils remain mindful of the impact of their spending decisions.
Policy makers must consider what support can be given to ensure
councils are able to deliver both efficiency savings and a positive
procurement policy in a way that is beneficial to residents and the
business community.

Local authorities can take the lead in stimulating sustainable growth in
their economies by engaging with and encouraging development of local
businesses in their economic development strategy, buying more of their
own goods and services locally, and working with prime contractors to
encourage greater supplier diversity. The FSB's long-running Keep Trade
Local campaign has always had at its heart the recognition that money

“Local councils
have a huge
scope to use
their spending
power in a
positive way to
support local
economies”
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spent with local businesses stays in the local economy, creating what the
New Economics Foundation has termed a positive ‘multiplier effect’.??

By contrast, a large proportion of the money spent with large, often
multinational, businesses flows onto the balance sheets but can then

ebb out of the area. For example, a study by CLES for Manchester City
Council® demonstrated that suppliers based in the Manchester and Greater
Manchester area respent significantly more of every £1 invested by the
council through procurement than those based nationally.

As one of the biggest spenders in any locality, local councils have a huge
scope to use their spending power in a positive way to support local
economies. Economic and social return can come in the form of:

¢ Economic growth through increasing small business delivery of services
and thus output

® Addressing unemployment and worklessness through job creation

® Encouraging innovation and business start-up

® Reducing environmental emissions

The challenge is to turn this rhetoric into a sustainable and progressive reality
at local level, effectively changing the culture of procurement departments.
The FSB wants to work with the sector to identify the sorts of approaches
which can be promoted to councils across the country.

22 The Money Trail: Measuring your Impact on the Local Economy Using LM3 (2002) New Economics
Foundation

23 The Power of Procurement, Towards Progressive Procurement: The Policy and Practice of
Manchester City Council (2010), Centre for Local Economic Strategies
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The FSB believes that councils need a clear vision of what they want to
achieve before they can establish an effective procurement strategy. From
that point, it becomes easier to decide on the action plan that will put the
strategy in place. The FSB believes that a key goal should be to support
small business and reap the benefits in terms of a strong supplier base and
support for the local economy.

This section draws on some of the key information from the local authority
survey, together with the issues FSB members themselves have identified,
to recommend how local authorities should best approach their procurement
policies.

Place economic development at the heart of procurement
strategy and practice

The FSB believes economic development needs to be embedded within
every council’'s approach to procurement, not just as a tool to drive efficiency
but also recognising the benefits it can bring. For this to happen, there needs
to be a detailed understanding of the council’s spending, a commitment

from the top to a holistic procurement policy, and strong links between
procurement and other departments. Procurement departments alone cannot
achieve the balance required.

It is heartening to see the extent to which local authority procurement
professionals believe their procurement strategy links well to the council’s
wider corporate objectives (86% believing it linked ‘well’ or ‘very well).

If this is correct, the goal should be to ensure that the wider corporate
objectives recognise the important role of council spending in supporting
economic development, and to ensure that such an approach is properly
implemented.
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There is also a need for council procurement strategies to recognise the
important role of social value, bringing in wider considerations than cost.
Procurement can provide councils with a secondary route to address
worklessness, youth unemployment and skills development by giving
potential suppliers the opportunity to demonstrate how they could contribute
to these issues if awarded a contract. Social value should already be a
consideration for procurers, but the Public Service (Social Value) Act and

a potential Sustainable Procurement Bill in Scotland should mean that
procurers are increasingly focusing on this dynamic.

e Councils to adopt a procurement strategy that recognises the
significant benefits of procuring from local small businesses when
tendering for goods and services.

* Local authority economic development strategies to take account
of the needs of the existing local economy and inform procurement

strategy based on a comprehensive analysis of spend.

e Councils to consider actively how much of each procurement
decision should be assigned to social value considerations.

Record and publish relevant spend data

The FSB believes local authorities’ responses on measurement of spend
reveal one of the key issues to address in local government procurement.

Figure 4: Proportion of authorities recording local spend
(within authority boundary)

56
(38%)

It was positive to see that 62 per cent of councils can account for where
their money is spent geographically (Figure 4). As set out earlier, the
FSB believes there are huge benefits in procuring locally where possible
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and being able to measure the level of spend must be a vital aspect

of a council’'s procurement strategy. There is widely available software
to analyse spend based on postcode information and the vast majority
of councils in Scotland and Wales, the North West and North East of
England are able to make this assessment. It is therefore disappointing
that the remaining 38 per cent of responding councils are not able to
gauge their local spend — half of the London boroughs and more than
half of the English district councils responding do not actively record this
information.

This is not to say a high proportion of local spend alone should be taken
as a measure of success. It is not unexpected that London borough
councils, for example, have a significantly lower than average local spend
within their boundaries (20%). Their large overall spend combined with a
relatively small geographic area makes it likely they see London

itself as their natural local market and they procure less from within their
immediate boundaries. Nevertheless if, as the FSB believes, procurement
policy should tie closely with local economic development policy, councils
should have a sophisticated understanding of where their spend is

being directed. As argued in this report, there are significant advantages
to directing spend within the local business community wherever
possible.

There is also a need for councils to understand the size of business that
they procure with and it is therefore disappointing that nearly half (49%) of
councils responding do not know the amount of their procurement spend
with SMEs (Figure 5). As with geographic spend, a substantial majority of
councils in Scotland and Wales, and parts of England such as the North
West, record their spend with SMEs. The FSB hopes more councils can be
encouraged to make the effort to record this information, particularly given
that a good proportion of those councils who do record it indicate that over
half their spend goes to SMEs (Figure 6).

Figure 5: Proportion of authorities recording SME spend

73
(49%)

75

(51%)
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Figure 6: Proportion of spend with SMEs
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Also concerning is the extremely small number of councils that break down
the SME category further. The term ‘SME is a broad one, covering anything
from businesses with 250 employees to sole traders. The survey results
reveal that only 22 (29%) councils which record spend with SMEs break this
down further: only 14 provided data for their spend with micro businesses
and 18 for their spend with small businesses. Given that small businesses
make up 99.3 per cent of all business in the UK and employ half the private
sector workforce, this needs to be addressed. The FSB would like to see
procurers gain a more sophisticated understanding by recording how much
they spend with each of the categories within it — medium, small and micro
business — because a more detailed picture will be better able to drive
improvements.

The FSB believes it is absolutely paramount that local authorities are willing
and able to analyse where they spend their money. In particular, the survey
results show:

e Authorities which record their level of spend with SMEs are more likely to
indicate that local economic development is important (scoring it as a 4 or 5)
than those that do not

e Authorities with a more negative view of how well their procurement
strategy links to wider corporate priorities were also more likely not to
record level of spend with SMEs

® Authorities with a payment schedule of less that 14 days are more likely
to record levels of spend with SMEs

e Authorities that actively record levels of spend with SMEs are more likely
to ask their main contractors to pass on payments policies

Transparency is another important issue. The FSB not only believes all
authorities should be able to understand where and how their money is
spent, but also believes this information should be publicly available and
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easily accessible. Of the 75 authorities that said they record SME spend,
only 59 went on to provide the data — meaning only 40 per cent of all the
councils that responded were able or prepared to provide data. Similarly, not
all the councils which record spend within their boundary actually provided
the data (83 out of 92).

Although the FSB is grateful to the authorities that shared their data, it
believes this sort of information should be routinely recorded and publicly
available. Some councils publish data but they are in the minority. The FSB
believes that transparency of spend will help to focus the minds of public
procurers and drive policy change.

Finally, there is scope for councils that can already analyse their spend to
collect and monitor further information about its knock-on or ‘multiplier’
impact on local economies — for example, by exploring the extent to which
key suppliers subcontract and recruit locally.

e All authorities to have mechanisms in place to record and analyse
where and with which businesses their money is spent. This
should include recording the size of enterprise — medium, small or
micro.

¢ Councils to make information on spend publicly available and
easily accessible, at least annually.

e Councils to monitor and take account of the economic impact of
their key spending decisions.

Simplify the process

One of the key ways to ensure the procurement process is accessible for
small businesses is to make it as straightforward as possible and councils
outlined a number of steps they are taking to achieve this.

Some councils provide clear and easily accessible information on how best
suppliers can identify opportunities and most effectively engage with the
process.

The most important action must be to address the pre-qualification process.
Councils mentioned a number of ways that they are tackling this issue,
including:

e Standardising and simplifying POQs and invitations to tender (ITTs)
* Providing examples and case studies of completed PQQs

e Streamlining financial assessment criteria

¢ Removing PQQ requirements
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The FSB fully endorses these approaches and would like to see every
council ensure it has made an active push to examine and improve its

own processes as a matter of priority. We would particularly like to see all
councils in the UK move towards standardised procurement documentation.
This can best be achieved by the relevant UK governments rolling out
standard PQQs and mandating them for use across the wider public sector,
including local authorities.

In addition, the process underway in Wales to develop a SQuID will combine
a standardised question set with a database so that suppliers can store their
PQQ answers and reuse them later. A similar approach to standardisation

is also favoured in Scotland. The FSB believes that this ‘record it once’
approach has considerable merit as a way of reducing the burden and would
like to see work undertaken to ascertain whether it can be implemented
more widely for councils in the UK.

Angus Council: small opportunities

Angus Council has changed how it advertises lower value contract
opportunities to improve access for locally based SMEs. For contracts
below £10,000 for supplies and services, and £20,000 for construction
works the council seeks at least two quotes from locally-based suppliers
and one from a national/non-local supplier where available. Since the
introduction of the new policy SME spend has increased, in the past four
years, by almost 12 per cent. All contracts above those thresholds are
advertised on the Public Contracts Scotland portal.

Figure 7: Proportion of authorities using different processes for tenders
below EU thresholds

38
(26%)

109
(74%)

It is surprising to see that over a quarter of councils say they do not alter
their process for tenders that are below EU thresholds (Figure 7), given
that there is then significantly greater leeway to reduce bureaucracy. All
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councils should be seeking to make procurement for smaller contracts
more straightforward, particularly where the detailed provisions of the

EU rules do not apply. The FSB would also like to see councils implement
specific, simple, straightforward processes for their very low value
contracts.

¢ All authorities to adopt the relevant government-led, streamlined
and standardised PQQ, with further effort made to ensure simplified
processes are in place for smaller procurements below EU thresholds,
including specific approaches for the lowest value contracts.

Make it easier to identify suitable contract opportunities

In order to increase simplicity and reduce confusion, the FSB believes there
is significant merit in providing small businesses across the UK with access
to every relevant public sector contract opportunity free of charge through
one of the four national portals.

Local authorities can achieve this by advertising their contract opportunities
directly on the portal or by linking to it from their existing portals. This need not
exclude other methods and routes for advertising procurement opportunities.

e All councils in the UK to use the relevant national portal to
advertise their procurement opportunities (Contracts Finder, Public
Contracts Scotland, Sell2Wales, Esourcing ND).

Address poor practice and myths

Urgent action is needed to address the prevalence of unnecessary selection
practices such as disproportionate turnover and insurance requirements.
Procurers also need to be familiar with what is and is not permissible within
the procurement procedure.

Some unnecessary approaches seem to become permanently embedded

in the procurement process, resulting in myths and misconceptions about
what is permissible. What starts out as guidance has in some cases become
ingrained so that it is treated as a public procurement rule that cannot be
diverted from. This situation is compounded by the fact that many SMEs also
believe these ‘rules’ and therefore do not participate in the process.

There are number of issues that the FSB believes need to be addressed and

these are set out in more detail in Section 7, ‘Myths and misconceptions to
dispel'.
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e Council procurement strategies to set out how they will ensure
best practice is followed and how they will monitor that progress.

® Local authorities to ensure their use of selection requirements is
proportionate and based purely on the needs of the contract.

Help to support small businesses and maximise their
potential

The capacity of small businesses to engage with the procurement process
was identified as a barrier to competing effectively for contracts. The FSB
believes that procurers themselves have a competitive imperative to address
these gaps within their local business community.

The most basic solution is to ensure that unsuccessful bidders are offered
swift and constructive feedback so they are able to react appropriately in
the future. However, there is more that can be done. A number of councils
identified ways in which they try to help small businesses be more effective
during the procurement process. These included:

¢ ‘Selling to the council’ websites and guides

e Support with developing a consortium

® Pre-procurement working groups with SMEs

e Clear and transparent feedback processes for unsuccessful bidders

* Providing SMEs with support and training in building capacity, including:
Training related to procurement processes
One-to-one tendering support

Work to support small businesses and enhance their effectiveness in bidding
is particularly welcome.

In order to understand their local business community and potential supplier
market better, local authorities should also see what they can do to support
more effective engagement by SMEs.

As has already identified, small businesses have a lot to offer procurers.
However, as some authorities themselves have identified, councils’
understanding of this and of the demands small businesses face is not as
high as it could be. The FSB believes that better engagement between
procurers and their local business community can help. Local authorities
put forward a number of initiatives which the FSB would like to see adopted
more widely:

Market testing with SMEs

® Pre-procurement working groups with SMEs

e Engagement through business forums and networks such as the FSB and
local Chambers of Commerce

‘Meet the buyer’ events
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The FSB believes this type of engagement can help not just to increase the
understanding of small business but also to understand the benefits they can
bring. It should be complemented by councils beginning to monitor local and
small business spend, as set out above.

e Councils to ensure they have initiatives to support local SMEs with
the tender process and to develop the potential of their local small
business supplier base.

e Councils to provide detailed, specific and timely feedback to all
businesses that tender unsuccessfully so that they are better
placed to bid next time.

See our ‘best practice’ procurement model for local authorities in Section 6.

Greater use of lots

Rather than greater aggregation, the FSB would like to see more
consideration of how contracts can be broken up into lots or made
available to consortia of suppliers. Research indicates a clear correlation
between the greater use of lots and the success rate for SMEs. As an EU
commissioned report states, “The mere fact of breaking down a contract
into lots, irrespective of the final value of the single contract, supports
SMEs".#

This issue has been identified by the European Commission which is
proposing changes to the European Procurement Directives that would

mean contracting authorities are invited to divide public contracts into lots

to make them more accessible for SMEs. Where they decide not to do so,
they would be required to provide an explanation. The FSB supports these
proposals but would like to see an immediate change of direction in domestic
procurement policy to take account of this issue. Size alone increasingly
prevents SMEs from competing for procurement opportunities and any
division of the contract often creates lots that are far too large to make the
contract more accessible.

e Councils to break down contracts into smaller lots wherever
possible.

24 Evaluation of SMEs’ Access to Public Procurement Markets in the EU (2010) GHK, commissioned by

the European Commission’s Directorate — General Enterprise and Industry, p. 39
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The FSB would like to see councils commit to reviewing every major contract
that comes up for tender to ensure they have identified maximum opportunity
for use of lots. Where SME-friendly lots are not used for a substantial
proportion of the contract, this should be explicitly justified within the tender
documentation.

There is also potential for small businesses to deliver services collectively
through consortia as a way to combat the issue of contract scale. We would
like to see councils explore this option quickly, in conjunction with local
businesses, and see them support any solutions that emerge.

Develop a clear policy on payment and actively influence
prime contractors

Problems relating to late payment can be particularly significant for small
businesses. The biggest business impacts are reduced profitability and
delayed payment of suppliers, especially where small businesses have tight
margins and cash-flow.

A survey of FSB members in May 2011% showed a quarter of members
experienced late payment and spent three or more hours each week chasing
overdue invoices. Over the previous 12 months, two thirds of members

had written off invoices and a fifth had written off £5,000 or more. It was
interesting to note that more than one in five councils have policies in place
to pay small businesses in less than 14 days. The FSB would like to see

all councils examine how they can establish specific SME-focused prompt
payment policies, as has been actively encouraged in Scotland.

The huge value in many public sector contracts should give the procuring
authority significant leverage with many prime contractors. The FSB would like
to see protections built in as requirements for all council prime contractors

— for example, passing on payment terms to subcontracts — and actively
monitored as part of the contract management. Similarly, unfair practices in
prime contractors’ treatment of smaller suppliers, or breaches of undertakings,
must be dealt with swiftly and robustly when reported to procurers.

e Councils to put in place and monitor specific payment policies
for small business suppliers, ideally following the lead of
national government pledges to pay within 10 days of receipt.

e Councils to use spending power to ensure that prime contractors pass
on the council’s payments terms to their subcontracted suppliers.

See our ‘best practice’ procurement model for local authorities in
Section 6.

25 http://www.fsb.org.uk/policy/assets/march% 20procurement% 20survey% 202012 % 20for% 20web.pdf
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A role for national governments

Although the recommendations in this report are primarily aimed at

councils themselves, the FSB believes there is a clear role for the relevant
governments within the UK. Many of the issues outlined result from low
procurement skill levels in the public sector and this leads to a risk-averse
approach to procurement arrangements. There is scope for the Government
to take a stronger role in setting best practice and raising standards

within public sector procurement. The following actions would improve the
procurement process:

e Require the use of a simplified PQQ standard practice across all bodies
undertaking public procurement

* Require all councils to use the relevant government-backed portals to
advertise contracts

* Encourage all councils to record and publish their spend by locality and
business size
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e |ssue clear guidance on the disproportionate use of blanket policies
such as turnover and insurance requirements which often prevent small
businesses from bidding

e Establish minimum standards for providing feedback to unsuccessful
bidders

e Take an active role in raising the standards of procurement professionals
across the public sector by encouraging training, backed with a set of
universal standards

e Government to support councils in following good practice,
including issuing clear guidance and taking action to ensure it is
followed if necessary.
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6. A ‘best practice’
procurement model
for local authorities

The FSB believes that a model procurement authority:

¢ Has an SME Procurement Policy with clear and identified links to wider
corporate objectives

¢ Has in place a mature supplier database that breaks suppliers down by:

Number of employees (not just by SME but by micro, small and medium)
Location (primary and secondary postcode)

Revenue or capital spend

Type of service/good delivered

¢ Has a close working relationship between procurement and economic
development, with economic development providing market intelligence on local
suppliers and SMEs

* Has a mechanism for regular monitoring and mapping of procurement spend and
the outcomes achieved through that spend

¢ Has an effective understanding of the barriers facing certain organisations in
the procurement process and a menu of appropriate initiatives with which to
respond

e Has clear advice and guidance available for SMEs on how to supply to the
council
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e Has a range of means of advertising and promoting contract opportunities
according to the scale of the contract and the types of good and service on offer,
including:

A clearly accessible dedicated procurement section of the council website
Consistent use of online mechanisms for bidders to register their
organisation’s information and interest in contract opportunities

Use of the relevant national portal in addition to any other methods to
publicise opportunities

e Has effective cross-departmental relations and partnership working with local
business forums and networks

¢ Has transparent mechanisms and a policy for the prompt payment of suppliers
e Has standardised and simplified PQQs

e Has a means of engaging with SMEs from market testing through to contract
award

* Provides a host of tender support activities, including training and workshops
e Actively promotes supplier engagement policies with core contractors

* Provides training for procurement staff in economic, social and environmental
benefits

* Provides timely and detailed feedback to unsuccessful bidders

* Has a clear and simplified process for undertaking procurements below the EU
threshold

® Has put in place steps to ensure future procurements will comply with the
relevant national government legislation and guidance
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7. Myths and

misconceptions to dispel

The FSB regularly hears tales of unnecessary rules causing problems or

EU Directives preventing SME-friendly procurement. It is often not the law
itself that creates barriers to procuring from SMEs, but the way that it is put
into practice. In particular, both procurers and small businesses may believe
commonly accepted assertions that are in fact wrong. Some examples
follow.

* Procurers should use standard minimum turnover and insurance
requirements, which all businesses must meet

Such tests are permitted but not required by law. There are no
regulatory rules on the minimum ‘economic and financial standing'’:
these standards are actually set by the contracting authority and are
often tested by unnecessarily high turnover rules that exclude small
companies.

Contracting authorities should avoid using a mechanistic approach, such

as applying arbitrary minimum turnover levels. Any essential insurance
requirements should be a condition of winning rather than of competing for
a contract. EU rules actually require that any ‘minimum standard’ must be
necessary and proportionate in each case, not set at the same threshold for
each procurement.

Meeting such tests is no guarantee of future results. Many businesses that
cannot meet the given criteria or demonstrate a lengthy financial track record
do not represent a risk. The risk depends on the nature of the contract, the
type of service/good being procured and the ease with which it could be
procured from an alternative supplier. Tenders should be undertaken on this
basis.
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* Procurers cannot divide contracts into smaller parts to make them more
accessible to small businesses

There is nothing in law that stops contracts being divided into smaller lots,
so long as contracting authorities are not doing this deliberately to avoid
procurement legislation. In fact, the European Code of Best Practices (EU
guidance) specifically mentions subdivision into lots as a way of opening
access to small firms. The current proposals for change to the Directives are
looking to strengthen this to make sure it occurs more often.

¢ Aggregating contracts and reducing the supplier base is the best way
to achieve savings

Not necessarily. While it may be perceived as administratively easier, forcing
suppliers to move down the supply chain to work through a prime contractor
may actually increase costs (including the prime’s margin). This approach
can also risk reducing competition, increasing reliance on a small number of
suppliers and forcing out other innovative and useful businesses.

* Procurers must fully adhere to the EU rules in all their procurements to
make sure they are not in breach of any regulations

Contracting authorities must adhere to EU Treaty principles when conducting
their procurements. However, there are a number of instances where the
detailed provisions of the EU procurement rules do not apply, such as for
contracts below the threshold value and those for Part B services. In such
instances, following the detailed procedures set out in the EU procurement
Directives is unnecessary and off-putting for many potential suppliers, and
may simply serve to lock out smaller providers.

Procurers should carefully consider what processes are really necessary in
order to achieve their commercial objectives. This will benefit both suppliers
and the procurer by saving unnecessary resources and avoiding overly
bureaucratic procurement processes.

* Procurers cannot speak to potential suppliers prior to a procurement
process

The rules do not prevent pre-procurement market engagement. Procurement
teams are encouraged to consult freely with the market place before starting
the procurement process to help them select what to buy and how best to
buy it.

Pre-procurement discussions are not about showing favour to a particular
bidder, but rather exploring market capability. Events such as ‘supplier
days’ are an excellent way to meet small businesses as potential suppliers
and see what they have to offer. It is important that all suppliers are treated
equally and no one bidder is given an unfair advantage. For example,
specifications must not be drawn up in such a way as to favour a particular
solution.
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® Procurers are under a duty to find the cheapest price for their contracts

Public contracts should be awarded on the basis of value for money, not
lowest price. Putting too much emphasis on price opens up the procurer to a
range of potential problems, not least the risk that contracts are awarded to
a supplier who has deliberately bid too low or is unable to deliver the contract
with sufficient quality. Procurements should be approached with a sensible
balance of quality and cost.

¢ Procurers cannot lawfully incorporate social value such as
sustainability into procurement

If social or other sustainability requirements are relevant to the subject
matter or performance of the contract, they can be taken into account

during the tendering process. If written into the contract specifications

such considerations must be proportionate and represent value for money.
Provided a sufficient number of potential suppliers are capable of delivering
that requirement, the procurement can still be competitive. Bidders can then
be asked to put forward proposals such as around employment creation and
supply chain engagement for consideration by the contracting authority when
it decides which tender is the ‘'most economically advantageous’.

Once implemented, the Public Services (Social Value) Act will mean that

all public bodies in England and Wales are required to consider how their
services procurement might improve the economic, social and environmental
wellbeing of the area.

49



Annex A

Local government and
procurement survey
results report




Q)

CLES
n C V O Centre for Local

National Council for

Voluntary Organisations E conom i C Strateg i es

June 2012

PROCUREMENT AND SMALL BUSINESS SURVEY - RESULTS
Report prepared by
CLES Consulting
Presented to

Federation of Small Businesses

CLES Consulting is the trading name of CLES European Research Network. A not-for-profit company registered as a
limited company no. 2467769. VAT no 519493812. The Centre for Local Economic Strategies is a company limited by
guarantee no 4242937 with charitable status no 1089503



Procurement and small business survey - results: Report 1

CONTENTS PAGE NO.

EXECUTIVE SUMMARY 3

1 INTRODUCTION 3

1.1  Methodology 3

1.2 Response rate 3

1.3  Report structure 4

2 SPEND 5

2.1 Total spend 5

2.2  Local spend 6

2.3  SME spend 9

3 BARRIERS 14

3.1 Quantitative analysis 14

3.2 Qualitative analysis 15

3.2.1 SME specific barriers 15

3.2.2 Local authority specific barriers 16

4 ENGAGEMENT 18

4.1 Initiatives 18

4.1.1 Types of initiative 18

4.1.2 Best practice initiatives 19

4.2  Below EU threshold practices 21

4.3  Advertising and portals 22

5 ECONOMIC, SOCIAL AND ENVIRONMENTAL BENEFITS 23

5.1 Strategic linkages 23

5.2 Issue importance 23

5.3  Use of purchasing frameworks 25

6 PAYMENT 27

6.1 Payment policies and schedules 27

7 CONCLUDING THOUGHTS 29

7.1  English Districts and Northern Ireland Councils 29

7.2 Scottish and Welsh Unitaries 29

7.3  Counties 29

7.4  English Unitaries and Metropolitans 29

7.5 London Boroughs 30
FIGURES

Figure 1: Number of responses by geographical area 3

Figure 2: Number of responses by authority type 4

Figure 3: Annual spend on procuring goods and services 5

Figure 4: Average total spend by geographical area 5

Figure 5: Average total spend by authority type 6

Figure 6: Proportion of authorities recording local spend 6

Figure 7: Proportion of authorities recording local spend by geographical area 7

Figure 8: Proportion of authorities recording local spend by authority type 7

Figure 9: Proportion of spend with local suppliers 8

Figure 10: Average local spend by geographical area 8

Figure 11: Average local spend by authority type 9

Figure 12: Proportion of authorities recording SME spend 9

Figure 13: Proportion of authorities recording SME spend by geographical area 10

Figure 14: Proportion of authorities recording SME spend by authority type 10

CLES Consulting



Procurement and small business survey - results: Report 2
Figure 15: Proportion of spend with SMEs 11
Figure 16: Average SME spend by geographical area 11
Figure 17: Average SME spend by authority type 12
Figure 18: Proportion of authorities recording micro, small and medium business spend 12
Figure 19: Proportion of spend with micro business 13
Figure 20: Frequency of amount spent with small and medium business 13
Figure 21: Barriers for SMEs 14
Figure 22: Barriers for SMEs by geographical area 14
Figure 23: Barriers for SMEs by authority type 15
Figure 24: Proportion of authorities with initiatives to support SMEs in tendering 18
Figure 25: Proportion of authorities using different processes for below EU threshold tenders 21
Figure 26: Proportion of authorities using different processes for below EU threshold tenders by

authority type 21
Figure 27: Frequency of use of different types of portal for advertising 22
Figure 28: Extent to which procurement strategy links to wider corporate objectives 23
Figure 29: Extent to which issue is important in procurement process 24
Figure 30: Cost saving importance by geographical area 24
Figure 31: Government policy importance by authority type 25
Figure 32: Use of buying/purchasing frameworks 26
Figure 33: Use of payment policies for suppliers 27
Figure 34: Payment schedule of authorities 27
Figure 35: Proportion of authorities asking main contractors to pass on payment policy 28

APPENDIX

1. Copy of survey questions

CLES Consulting



Procurement and small business survey - results: Report 3

1
1.1

1.2

INTRODUCTION

Methodology

To gather the evidence around the relationship between local authority procurement processes and
SMEs, CLES designed a survey in collaboration with the FSB. A number of methodological stages
were utilised before identifying the final questions:

a the FSB originally had nine lines of inquiry for the survey work; CLES took these and linked
them to contemporary policy.

a once the lines of inquiry had been formalised, CLES developed draft questions which were
linked to the associated lines of inquiry;

a the lines of inquiry and draft questions were then discussed at a workshop with FSB Officers
and Development Managers on 8 March 2012;

a following redrafting, the questions were piloted with a small sample of local authorities to
identify whether there were any key challenges with the questions;

a the questions were then finalised and ready for sending out.

The questionnaire was designed using SurveyMonkey software and was sent electronically to each of
the 432 local authorities in England, Scotland, Wales and Northern Ireland. The email with the
questionnaire enclosed was sent out directly by CLES on Monday 16 April 2012, with a three week
deadline provided for completion. The deadline was subsequently extended for a further week and
officially closed on Friday 11 May 2012. FSB Regional staff supported the survey by sending letters
to local authority Chief Executives and following up the survey with procurement teams.

A copy of the final survey is detailed in the Appendix.
Response rate

From the 432 local authorities which were asked to participate in the survey, a total of 148
completed the questionnaire, a response rate of 34%; this is a good response rate and
demonstrates key interest in the project from local authorities. Throughout the report we refer to
responses and analysis by English region, Scotland, Wales and Northern Ireland coined in the term
‘geographical area’.

Figure 1: Number of responses by geographical area
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In terms of these frequencies expressed as a proportion of the total number of local authorities in
the geographical area, the greatest response rate came from the North East where 58.3% of
authorities in the geographical area responded; this was followed by London at 50%. The lowest
proportion of responses came from Yorkshire and Humber, with 27.3% of authorities responding.
Figure 2 highlights the number of responses by local authority type, with 50 being from District
Councils; this was followed by County and English Unitary, each with 18 responses.

Figure 2: Number of responses by authority type
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1.3 Report structure

The following sections of the report highlight the headline findings of the survey and also a series of
cross-tabulations. Analysis closely follows the lines of inquiry for the survey:

Section 2 Spend

Section 3 Barriers

Section 4 Engagement

Section 5 Economic, social and environmental benefits

Section 6 Payment

Section 7 Concluding thoughts
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2 SPEND

Local authorities were asked how much they spend on an annual basis upon procuring goods and
services, and whether they recorded spend in their local authority boundary and with SMEs.

2.1 Total spend

Figure 3 details the ranges which local authority spend upon procuring goods and services fell
within. The ranges identified were deemed to be the best fit, given the relatively high number of
authorities which spend less than £50 million. In total, the local authorities responding to the survey
providing data spend a combined £26.7 billion upon procuring goods and services. The average
annual total spend of authorities was £185 million.

Figure 3: Annual spend on procuring goods and services
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Average spend by geographical area is demonstrated in Figure 4. Authorities in the West Midlands
spend an average of £307 million upon procuring goods and services, with authorities in London
spending an average of £297 million. The lowest spend is in Northern Ireland where authorities
spend an annual average of £18 million.

Figure 4: Average total spend by geographical area
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Variations in average spend by authority type are demonstrated in Figure 5. County authorities
spend an average of £470 million upon procuring goods and services, with Metropolitan authorities
spending an average of £309 million. District Councils spend an average of £26 million.

Figure 5: Average total spend by authority type
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On average, local authorities responding to the survey spent 26% of their procurement spend upon
capital activities with 74% on revenue activities.

2.2 Local spend

Figure 6 details the proportion of local authorities that actively record the amount of annual
procurement spend within their own local authority boundary; 62% of authorities record the amount
spent in their local authority boundary.

Figure 6: Proportion of authorities recording local spend
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There are variations in the recording of local spend by geographical areas. Figure 7 highlights the
proportion of respondents to the survey in each of the geographical areas which actively record the
amount of procurement spend within their own local authority boundary; over 85% of authorities
responding in each of the North East, North West, Scotland and Wales record the amount they
spend in their local authority boundary; 5 authorities (71.4% of responding authorities) in Northern
Ireland do not record local spend.

Figure 7: Proportion of authorities recording local spend by geographical area
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Figure 8 highlights the proportion of respondents to the survey by authority type which actively
record the amount of procurement spend within their own local authority boundary; Welsh Unitary
(87.5%), Scottish Unitary (85.7%) and Metropolitan (80%) authorities are more likely to record
amounts of spend within their local authority boundary; 5 Northern Ireland Councils (71.4% of
responding authorities) do not record local spend; and only 23 District authorities in England (46%
of responding authorities) actively record local spend.

Figure 8: Proportion of authorities recording local spend by authority type
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8

Of the 92 authorities that suggested they record local spend, 83 provided data for the proportion of
their total procurement spend within their local authority boundary. Figure 9 highlights the ranges
within which the proportion of local spend fell within.

Figure 9: Proportion of spend with local suppliers
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There are variations in average levels of local spend by geographical area, as demonstrated in
Figure 10. On average, authorities spent 34.8% of their total procurement spend in their own local

authority area.

Figure 10: Average local spend by geographical area
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There are also variations in average levels of local spend by authority type, as demonstrated in

Figure 11.
Figure 11: Average local spend by authority type
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2.3 SME spend

Figure 12 details the proportion of local authorities which actively record the amount of their
procurement spend with SMEs; 51% of authorities record the amount spent with SMEs.

Figure 12: Proportion of authorities recording SME spend
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Figure 13 highlights the proportion of respondents to the survey in each of the geographical areas
which actively record the amount of procurement spend with SMEs; 11 authorities in each of the
North West and Scotland (78.6% of responding authorities in each geographical area) actively
record levels of spend with SMEs; 10 authorities (71.4% of responding authorities in the East
Midlands) and 5 authorities (71.4% of responding authorities) in Northern Ireland do not record SME
spend.

Figure 13: Proportion of authorities recording SME spend by geographical area
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Figure 14 highlights the proportion of respondents to the survey by authority type which actively
record the amount of procurement spend with SMEs; 11 Scottish Unitary authorities (78.6% of such
responding authorities) actively record levels of spend with SMEs; 5 Northern Ireland Councils
(71.4% of responding authorities) do not record SME spend; and over 60% of English Districts and
London Boroughs do not record SME spend.

Figure 14: Proportion of authorities recording SME spend by authority type
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Of the 75 authorities that suggested they recorded SME spend, 59 provided data for the proportion
of their total procurement spend with SMEs; this means that 40% of authorities responding to the
survey provided real data for levels of spend with SMEs. Figure 15 highlights the ranges within
which the proportion of SME spend fell within; 16 authorities (27%) spent between 51-60% of their
total procurement spend with SMEs, followed by 13 authorities (15%) which spent between 41-50%
with SMEs. On average, authorities spent 49% of their total annual procurement spend with SMEs.

Figure 15: Proportion of spend with SMEs
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Average levels of SME spend by geographical area are as demonstrated in Figure 16.

Figure 16: Average SME spend by geographical area
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Variations in average levels of SME spend by authority type are demonstrated in Figure 17.
Northern Ireland Councils and Metropolitan authorities spend greater proportions of their total
procurement spend with SMEs, at 71% and 54% respectively. The lowest proportion of SME spend
was in London Boroughs where authorities spent on average 27% with SMEs.

Figure 17: Average SME spend by authority type
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Figure 18 details the proportion of local authorities which actively record the amount of their
procurement spend with SMEs, broken down by micro, small and medium business. Of the 75
authorities which stated that they recorded spend with SMEs, 22 (29%) broke this spend down
further by the constituent elements of SME.

Figure 18: Proportion of authorities recording micro, small and medium business spend
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Of the 22 authorities which actively recorded levels of spend with the breakdown of SME, 14
provided data for the extent to which this spend was broken down into micro business, with 18
providing data for the breakdown by small and medium business; this means that only 9% of
authorities responding to the survey provided data for spend with micro business, with 12%
providing data for spend with small and medium business. Figure 19 highlights the ranges within
which the proportion of micro business spend fell within; 6 authorities (36%) spent between 6-10%
of their total procurement spend with micro business. The average spend with micro business by
responding authorities was 9%.

Figure 19: Proportion of spend with micro business
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Figure 20 highlights the ranges within which the proportion of small and medium business spend fell
within; 6 authorities (33%) spent between 11-20% of their total procurement spend with small
business; and 7 authorities (39%) spent between 21-30% of their total procurement spend with
medium business. The average spend with small business was 22% and the average spend with
medium business was 28%.

Figure 20: Frequency of amount spent with small and medium business

Frequency
SN

[ Medium

0-10 11-20 21-30 31-40 41+

Proportion of spend

CLES Consulting



Procurement and small business survey - results: Report 14

3

3.1

BARRIERS

Local authorities were asked whether they felt there were barriers for SMEs in accessing
procurement opportunities, and subsequently what they felt those core barriers were.

Quantitative analysis

Figure 21 details the proportion of local authorities which felt there were barriers for SMEs in
accessing procurement opportunities; 98 authorities (66%) stated that SMEs did face barriers in
accessing procurement opportunities.

Figure 21: Barriers for SMEs
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Figure 22 highlights the proportion of respondents to the survey in each of the geographical areas
which felt SMEs face barriers. All 7 of the authorities responding from Northern Ireland felt that
SMEs faced barriers; 5 authorities (83.3% of responding authorities) from Yorkshire and Humber felt
SMEs faced barriers; and 4 authorities (50% of responding authorities) from Wales felt SMEs faced
barriers in accessing procurement opportunities.

Figure 22: Barriers for SMEs by geographical area
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3.2

3.2.1

Figure 23 highlights the proportion of respondents to the survey by authority type which felt SMEs
do face barriers. All 7 of the Northern Ireland Councils responding felt that SMEs faced barriers; and
15 English Unitary authorities (83.3% of responding authorities) felt SMEs faced barriers.

Figure 23: Barriers for SMEs by authority type
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Spend and SME barriers

Those spending more on procuring goods and services (£500 million to £1 billion) are more likely
to think SMEs face barriers. Indeed, 9 of the authorities (81.8%) spending this amount felt SMEs
faced barriers. In comparison, 32 of the authorities (66.7%) spending less than £50 million felt
SMEs faced barriers in accessing procurement opportunities.

Qualitative analysis

The barriers identified by authorities can be split down into two themes: barriers on the part of the
SME; and barriers on the part of the local authority.

SME specific barriers
The SME specific barriers identified by local authorities can be split into the following themes:

Capacity and skills
Authorities identified a number of barriers in relation to the capacity and skills of SMEs to bid for
procurement opportunities in the first instance, and subsequently deliver those goods and services.

These barriers included:

a SMEs not having the time and capacity to bid for procurement opportunities and lacking the
required skills in tendering;

a SMEs not having sufficient financial capability and resource to deliver procurement contracts;
a SMEs not having specialist bid writers for local authority procurement opportunities;

a the high cost for SMEs of bidding for local authority procurement opportunities;

a SMEs not having a track record in delivering local authority contracts.

Awareness of opportunities
Authorities identified a number of barriers in relation to the SME sector’s awareness of potential

procurement opportunities. These barriers included:
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3.2.2

a SMEs not being able to identify tender opportunities that are relevant to their core areas of
business;

a SMEs having a lack of awareness of potential procurement opportunities;

a SMEs not sufficiently demonstrating business offers to procurers.

Knowledge of local government
Authorities identified a number of barriers in relation to the SME sector’s knowledge of the operation
of local government. These barriers included:

a SMEs having a lack of understanding of local authority procurement processes and how they
operate;

a SMEs having a lack of knowledge of local authority service departments and the types of
goods and services they are looking to procure;

a SMEs having negative perceptions of the bureaucratic nature of the procurement process.

Business maturity
Authorities identified a number of barriers in relation to the SME sector’s maturity when it came to
collaboration and engagement with ‘big’ business. These barriers included:

a SMEs being unwilling to collaborate with similar SMEs to bid jointly for procurement
opportunities;

a SMEs not having an understanding of the scale of the competition in the procurement
process, particularly from big’ business;

a SMEs not having the required technological skills to participate in e-tendering.

Local authority specific barriers

The local authority specific barriers can be split down into the following themes:

Bureaucracy
Authorities identified a number of barriers in relation to the bureaucratic nature of local authority
procurement practices. These barriers included:

a the need for local authorities to adhere to EU procurement law and thus not favour suppliers
on the basis of locality or whether they are small business;

a the complex nature of local authority tender documentation and requirements, particularly at
the pre-qualification questionnaire stage;

a the financial requirements placed upon SMEs in terms of the need for certain levels of
turnover;

a a lack of preparedness to take risks in the procurement process and a negative attitude about
social benefit in procurement.

Awareness
Authorities identified a number of barriers in relation to their awareness of SMEs. These barriers
included:

a a lack of market understanding of SMEs and what types of activities they deliver;

a a lack of awareness on the part of the local authority of the potential of SMEs to deliver
procurement opportunities;

a a lack of communication between buyers in local government and potential suppliers in the
SME sector;

a a lack of registrations of SMEs on procurement portals;
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Q

a lack of process of making SMEs aware of potential sub-contracting opportunities.

Economies of scale
Authorities identified a number of barriers in relation to the need for them to achieve economies of
scale and efficiencies in the procurement process. These barriers included:

Q

Q

the increased use of long term frameworks for major procurements, particularly around
construction;

the sometimes large size and scale of procurement opportunities which SMEs are unable to
bid for and deliver;

the increasing aggregation of contracts and sub-regional and regional expectations around
delivery;

a greater perceived financial risk in using SMEs to deliver local authority contracts;

increasing constraints on local authority spending caused by recession and cuts in public
expenditure.
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4

4.1

4.1.1

ENGAGEMENT

Local authorities were asked to identify the various activities they had in place to support SMEs in
the procurement process, and subsequently whether these were felt to be best practice. They were
also asked about their practices in relation to below EU threshold tenders and advertising.

Initiatives

Figure 24 details the proportion of local authorities which had initiatives in place to support SMEs in
the tendering process and in delivering services; 139 authorities (94%) stated that they had
initiatives in place.

Figure 24: Proportion of authorities with initiatives to support SMEs in tendering
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Of the 9 authorities which did not have initiatives in place, 5 were English District authorities, 2 were
English Unitaries, and 2 were Northern Ireland Councils.

Spend and initiatives to support SMEs

The authorities which did not have initiatives in place also tended to spend less upon procuring
goods and services. 7 of the 9 not having initiatives in place spent less than £50 million upon
procuring goods and services.

Types of initiative

The types of initiatives utilised by local authorities can be broken down by stage of the procurement
process and a nhumber of associated themes of support activities.

Procurement strategy
Authorities identified a number of initiatives which they were utilising in their procurement planning
and strategy making, designed to support SMEs in tendering processes. These initiatives included:

a the development of internal governance arrangements, including:
» cross-departmental priorities to engage SMEs;
» cross-departmental working with SMEs;
» development of sustainable procurement strategy;

a the development of online tools and support, including:
* selling to the Council websites and guides;
* e-tendering platforms;
* contract portals;
* advertising through social media;
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4.1.2

a the development of more SME friendly procurement packages and pre-tendering support,
including:
e SME friendly contract lots;
* market testing with SMEs;
e support around consortium development;
e pre-procurement working groups with SMEs;
* quotation requirements around local suppliers;

a reducing some of the bureaucracy associated with the procurement process for SMEs,
including:
* standardised PQQs and ITTs;
* sample and case study PQQ completion examples;
* simplified PQQs and ITTs;
» streamlining of financial assessment criteria;
* removing PQQ requirements.

Pre-tender initiatives
Authorities identified a number of initiatives which they were utilising during the pre-tender stage of
the procurement process to support SMEs to bid. These initiatives included:

a providing capacity building support and training for SMEs, including:
* training around procurement processes;
* one-to-one tendering support;

a developing partnership approaches to engagement with SMEs, including:
* engagement through business forums and networks (e.g. Chambers and FSB);

a engagement with potential suppliers, including:
* meet the buyer events.

Delivery initiatives
Authorities identified a number of initiatives which they were utilising during the delivery stage of
the procurement process to offer continued support to SMEs. These initiatives included:

a initiatives that support the quicker payment of suppliers, including:
o preferred payment schemes for SMEs;

a initiatives that keep suppliers informed during delivery and which seek to maximise benefit,
including:

e supplier newsletters;

e supplier and buyer forums and networks;
* supplier development programmes;

* clear and transparent feedback processes.

a activities which encourage main contractors to engage with SMEs, including:
 influencing sub-contracting decisions in support of SMEs;

a activities which monitor the effectiveness and impact of procurement spend, including:
* measuring spend with SMEs and adopting practices accordingly.

Best practice initiatives

Local authorities were also asked to identify the components of SME support initiatives which they
felt were best practice; 95 authorities suggested that their SME support initiatives were best practice
(68% of all authorities with initiatives in place). Upon reflection, these initiatives are more likely to
be ‘good practice’ as opposed to ‘best practice’.

The following were identified as key themes of best practice initiatives.

Simplified procurement processes

Authorities identified that one of the key barriers to SME participation in the procurement process
was around the bureaucracy and complexity associated with pre-qualification questionnaires and
invitation to tender documentation; therefore best practice was identified amongst those authorities
which have sought to streamline, simplify and in some cases remove PQQ documents.
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Specialist and smarter procurement programmes for SMEs

As already identified in this research, SMEs experience a range of barriers in the procurement
process, whether that be tendering or delivering opportunities. One of the ways in which authorities
have responded to this has been to introduce specialist and smarter support programmes for SMEs.
Those which have been multi-sectoral, covering the entirety of the public sector and not just the
local authority, are deemed as best practice.

Toolkits, guidelines and e-procurement

A number of authorities identified that they had developed online tools and guides to support SMEs
in the procurement process. Those deemed as best practice were the ones which had involved
engagement of the SME sector in their development, and enabled ease of access to opportunities; e-
procurement and web portals were also identified as effective means of supporting and engaging
SMEs.

Regular training and workshops for SMEs

Authorities responding to the survey suggested that best practice approaches to SME training were
those which offered a rounded focus covering the various stages of the tender process, from
identification of need through to delivery. They also felt that any training had to be applicable to
potential tender opportunities within that locality.

Streamlining financial appraisal and adopting a lot approach

A number of authorities have sought to support SMEs in accessing procurement opportunities by
making contracts more financially accessible; this means introducing contracts of smaller financial
value or splitting contracts down into lots and reducing some of the financial requirements placed on
SMEs.

Quotation requirements around small business

Authorities highlighted that best practice support initiatives for SMEs were the ones that were
prepared to take risks and challenge EU procurement law. A number of authorities have sought to
introduce minimum quotations from SMEs for certain tender opportunities; this however needs to be
linked to market testing and training to ensure that SMEs have the best possible opportunity to win
the work.

Partnership working with business networks

Best practice initiatives for supporting SMEs in the procurement process come when local authorities
work in partnership with business networks such as Chambers of Commerce or FSB Regional Offices
to provide collaborative capacity building and training. The business networks have the knowledge
of the small business sector, with the local authority having the knowledge of their tendering
requirements.

Cross-departmental activities

Procurement processes are deemed more effective when they are a cross-authority function as
opposed to just being delivered by procurement departments. Cross-departmental working enables
market intelligence to be utilised in the procurement process, knowledge of SMEs, and ensures
wider corporate priorities are embedded.
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4.2 Below EU threshold practices

Figure 25 details the proportion of local authorities which adopt different procurement practices for
opportunities below the EU thresholds; 109 authorities (74%) stated that they adopt different
practices.

Figure 25: Proportion of authorities using different processes for below EU threshold
tenders
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Figure 26 highlights the proportion of respondents to the survey by authority type which had
different processes for below EU threshold tenders; 16 County authorities (88.9% of responding
authorities) deployed different processes; and only 4 Welsh Unitary authorities (50% of responding
authorities) deployed different processes.

Figure 26: Proportion of authorities using different processes for below EU threshold
tenders by authority type
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The different processes adopted by local authorities for below EU threshold opportunities can be
themed as follows:

a advertising through more localised means than the Official Journal of the European Union,
including:
* advertising opportunities through a local or regional portal only;
* advertising through local press;

a reducing the bureaucracy of the process of procurement, including:
* not requiring a PQQ on below threshold contracts;
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4.3

* less complex documents and procedures, and greater flexibility;
e shorter timeframes;

a locally specific practices, including:
e approach dependent upon nature of opportunity;
* adopting quotation requirements, such as minimum of three quotes, with one from a local
organisation;
 identifying and selecting companies to bid.

Advertising and portals

Figure 27 highlights the extent to which local authorities utilise various types of portals as a means
of advertising tender opportunities; 110 of the authorities responding to the survey use their own
local authority website or locally specific portal as a means of advertising opportunities; 105
authorities use regional portals, such as the CHEST in the North West; and 78 authorities utilise
government backed national portals, such as Contracts Finder and Sell2Wales.

Figure 27: Frequency of use of different types of portal for advertising
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Type of portal

The likelihood of utilising different types of portal varies by geographical area. All of the 14 local
authorities in Scotland responding to the survey utilised a national portal (Public Contracts Scotland)
and all 8 authorities responding from Wales used Sell2Wales; only 3 of the responding 7 authorities
from Northern Ireland used eSourcing Northern Ireland. Accordingly, authorities in Scotland and
Wales were less likely to use their own local authority specific portals, with only 9 in Scotland and 3
in Wales doing so. Authorities in England are therefore much more likely to utilise local authority
and regional portals to advertise tender opportunities. Indeed, only 53 of 119 authorities in England
responding to the survey utilised a national portal such as Contracts Finder.

Authorities were also asked to identify other ways in which they advertise tender opportunities.
Other means identified included:

through local and regional press;

through business and voluntary and community sector forums;

through social media such as Twitter;

through mail shots from Economic Development and Regeneration Teams.

cooo
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5

5.1

5.2

ECONOMIC, SOCIAL AND ENVIRONMENTAL BENEFITS

Local authorities were asked to identify the extent to which economic, social and environmental
benefits were considered in the procurement process. This included thoughts upon how
procurement strategy linked to wider corporate priorities, and the extent to which issues such as
cost saving and economic development were important in the procurement process.

Strategic linkages

Figure 28 highlights the extent to which local authorities felt their procurement strategy and
processes contributed to wider corporate priorities; 126 authorities (86%) felt their procurement
strategy linked ‘well’ or ‘very well’ to wider corporate objectives.

Figure 28: Extent to which procurement strategy links to wider corporate objectives
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Of the 18 authorities which stated that their procurement strategy linked ‘satisfactorily’ to wider
corporate priorities, 4 were from the South East and 3 were from each of the East of England and
Northern Ireland. All of the authorities in Wales, the West Midlands, and Yorkshire and Humber felt
that their procurement strategy linked ‘very well” or ‘well’ to wider corporate priorities.

Strategic linkages

Those with only satisfactory a linkages also tended to spend less upon procuring goods and
services. Indeed, 12 of the 18 spent less than £50 million annually.

There is a correlation between not recording SME spend and having satisfactory or less than
satisfactory strategic linkages; 14 of the 18 authorities which suggested the link between their
procurement strategy and wider corporate priorities as ‘satisfactory’, ‘not well’ or ‘not at all’ did not
record levels of spend with SMEs.

There is also a correlation between believing SMEs face barriers in the procurement process and
having satisfactory or less than satisfactory strategic linkages; 16 of the 18 authorities which
suggested the link between their procurement strategy and wider corporate priorities as
‘satisfactory’, ‘not well’ or ‘not at all’ felt that SMEs faced barriers in accessing procurement
opportunities.

Issue importance

Figure 29 highlights the extent to which particular issues are important for local authorities in the
procurement process. Authorities were asked to score issues on a scale of 1 (low importance) to 5
(high importance); 113 local authorities suggested that achieving cost savings was of high
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importance (scored 5); 72 authorities suggested that delivering corporate priorities was of high
importance (scored 5). The issues of delivering government policy and environmental sustainability
were deemed less important, with 56 and 55 authorities respectively scoring these issues as 1, 2 or
3 on the importance scale.

Figure 29: Extent to which issue is important in procurement process
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There are variations in the importance of particular issues by geographical area. All 14 of the
authorities responding to the survey from the North West, and all six responding authorities from
Yorkshire and Humber, scored achieving cost savings as 5, as demonstrated in Figure 30. Only 50%
of authorities in Scotland scored achieving cost savings as 5; the second lowest was in the South
East, with 68.2% of authorities scoring it as 5.

Figure 30: Cost saving importance by geographical area
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Delivering the councils wider corporate priorities was also of high importance for authorities in
Yorkshire and Humber, with all six scoring it as 5. Local economic development considerations were
deemed particularly important in the geographical areas of the North West (thirteen out of fourteen
scoring 4 or 5), Scotland (thirteen out of fourteen scoring 4 or 5), Wales (seven out of eight scoring
4 or 5), and Yorkshire and Humber (all six scoring 4 or 5). Improving the quality of goods and
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5.3

services was also important for North West authorities, with 10 out of 14 scoring it 5 on the
importance scale.

It is also possible to cross-tabulate the importance of particular issues by authority type; 88.9%,
86.7% and 87.5% of County, London Borough and Metropolitan authorities respectively deemed
achieving cost savings to be of high importance (scored 5). Only 50% of Scottish authorities scored
this issue of high importance (scored 5); 79.8% of English local authorities deemed achieving cost
savings as of high importance. Local economic development considerations were much more likely
to be deemed of high importance in English Unitaries (66.7% scoring it as 5) and Metropolitan
authorities (53.3% scoring it as 5) than other types of authorities, particularly English Districts
(16.3% scoring it as 5).

Figure 31 highlights the importance of delivering government policy through procurement by
authority type. It is clear that London Boroughs and English Unitaries view it as of high importance,
with 81.3% and 83.8% respectively scoring it as a 4 or 5. Delivering government policy through
procurement is of less importance in County authorities with 55.6% scoring it as a 1, 2 or 3; 50% of
Welsh Unitaries scored delivering government policy as a 3.

Figure 31: Government policy importance by authority type
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Record SME spend and priorities

Those authorities which record levels of spend with SMEs are more likely to score local economic
development as 4 or 5, in terms of the importance of it as a priority; 65 of the 74 authorities
which recorded SME spend also scored local economic development considerations as a 4 or 5 on
the priorities list. This compares to 48 of the 73 authorities which did not record SME spend who
score the priority of local economic development as a 4 or 5.

Use of purchasing frameworks

Figure 32 highlights the extent to which local authorities use buying and purchasing frameworks in
the procurement process; 140 authorities (99%) utilise such frameworks.
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Figure 32: Use of buying/purchasing frameworks
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6

6.1

PAYMENT
Local authorities were asked to detail their policies and schedules around the payment of suppliers.
Payment policies and schedules

Figure 33 highlights the extent to which local authorities have in place policies for the payment of
suppliers; 137 authorities (93%) have in place such a policy.

Figure 33: Use of payment policies for suppliers
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Of the 10 authorities which did not have payment policies, 4 were English Districts. Additionally, 5
had lower values of procurement spend (less than £50 million).

134 of the 137 authorities which suggested that they had in place policies for the payment of
suppliers provided data for the length of time it took to make payment to suppliers. As detailed in
Figure 34, 68 authorities (51%) suggested that they made payment in less than 28 days; this was
followed by 36 authorities (27%) which suggested that they made payment in more than 28 days.
(Note: some authorities indicated they had a policy of payment in 30 rather than 28 days.)

Figure 34: Payment schedule of authorities
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136 of the 137 authorities which suggested they had in place policies for the payment of suppliers
provided an answer for the question of whether they passed their payment policies onto their main
contractors. As detailed in Figure 35, 67 authorities (49%) suggested that they expected their main
contractors to follow the authority’s code of payment.
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Record SME spend and payment schedule

Of the 28 authorities which suggested they had a payment schedule of less than 14 days, 19
(67.9%) were authorities which actively record levels of spend with SMEs; this suggests that those
recording SME spend are more likely to pay suppliers quicker than those which do not.

Figure 35: Proportion of authorities asking main contractors to pass on payment policy
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There are variations in the passing on of payment policies by authority type; 12 of the responding
County authorities (70.6%) actively sought to pass on payment polices to main contractors; only 4
London Boroughs (28.6%) actively passed on payment policies to the supply chain.

Record SME spend and pass on payment policy

Authorities which actively record levels of spend with SMEs are more likely to pass on payment
policies to main contractors. Indeed, 43 of the 73 authorities which record SME spend (58.9%)
pass on payment policies to main contractors; this compares to the figure for all authorities of

49%.
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7

7.1

7.2

7.3

7.4

CONCLUDING THOUGHTS

As a way of concluding the findings of the survey, the following section sets out some of the core
findings and patterns by authority type. Patterns can be grouped as follows:

English Districts and Northern Ireland Councils

These authorities will:

Q

Q
Q
Q
Q

Q

have lower levels of spend upon procuring goods and services;

be less likely to record local spend;

be less likely to record SME spend;

be more likely to think SMEs face barriers in the procurement process;

be less likely to think there are effective links between procurement strategy and council
priorities;

be less likely to have policies in place for the payment of suppliers.

Scottish and Welsh Unitaries

These authorities will:

OO0 0000 O

be more likely to record local spend;

have greater levels of spend in their local authority boundary (Welsh Unitaries);
be more likely to record SME spend;

be less likely to think SMEs face barriers in accessing procurement opportunities;
be less likely to use different processes for below EU threshold tenders;

be more likely to use national portals for advertising tender opportunities;

be less likely to think achieving cost savings is an issue of high importance.

Counties

These authorities will:

O0000DO0D0O0O0O

have higher levels of spend upon procuring goods and services;

be more likely to record local spend;

have greater levels of spend in their local authority boundary;

be more likely to record SME spend;

be more likely to think SMEs face barriers in accessing procurement opportunities;
be more likely to use different processes for below EU threshold tenders;

be more likely to think achieving cost savings is an issue of high importance;

be less likely to think delivering government policy is an issue of high importance;

be more likely to pass on payment policies to main contractors.

English Unitaries and Metropolitans

These authorities will:

Q

Q
Q
Q

have higher levels of spend upon procuring goods and services;
be more likely to record local spend;
be more likely to record SME spend (Metropolitans);

have greater levels of spend with SMEs.
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7.5

London Boroughs

These authorities will:

have higher levels of spend upon procuring goods and services;

be less likely to record local spend;

have lower levels of spend in their local authority boundary;

be less likely to record SME spend;

have lower levels of spend with SMEs;

be more likely to think SMEs face barriers in accessing procurement opportunities;
be less likely to use different processes for below EU threshold tenders;

be more likely to think achieving cost savings is an issue of high importance;

O000O0 000D

be less likely to pass on payment policies to main contractors.
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APPENDIX 1
Copy of survey
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COPY OF SURVEY
Introduction

The Federation of Small Businesses (FSB) is currently working on a project with the Centre for Local
Economic Strategies (CLES) exploring the relationship between small business and procurers in local
government. Through this survey we are interested in understanding the extent to which small and medium
sized enterprises (SMEs) are successful in accessing local government procurement opportunities; the extent
to which local government monitors levels of procurement business with SMEs; and the extent to which it
has strategies and initiatives in place to support this. We will also explore the extent to which local
government recognises the different scale of SMEs and associated barriers to procurement, particularly for
small and micro businesses.

About your local authority

1 What is the name of your local authority?

Procurement spend

2 Approximately how much (£) did the local authority spend in the last financial year (for
which data is available) procuring goods and services?

3 Approximately what proportion (%) of procurement spend in the last financial year (for
which data is available) was the following?

Capital expenditure

Revenue expenditure

Local spend

4 Do you record the amount that you spend with suppliers based within your local
authority boundary?

O Yes
O No
5 If yes, approximately what proportion (%) of your total procurement spend in the last

financial year (for which data is available) was with local suppliers (suppliers based
within your local authority boundary)?

SME spend

6 Do you know which of your suppliers are small and medium sized enterprises (SMEs)?
O Yes
O No
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7 If yes, approximately what proportion (%) of your total procurement spend in the last
financial year (for which data is available) was with SMEs?

8 Do you know which of your suppliers are micro businesses (0-9 employees), small
businesses (10-49 employees), and medium businesses (50-249 employees)?

O Yes
O No
9 If yes, approximately what proportion (%) of your total procurement spend in the last

financial year (for which data is available) was with the following:

Micro business

Small business

Medium business

Barriers
10 Do you think SMEs face barriers in accessing procurement opportunities?
O Yes
O No
11 If yes, what are the main barriers?
Engagement
12 Do you have any processes and initiatives in place to support SMEs in tendering?
O Yes
O No
13 If yes, please provide examples of these processes and initiatives.
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XXXIV

14

15

16

Do you think any of your procurement processes and initiatives are best practice?

®)
O

Yes

No

If yes, please specify:

Do you utilise a different approach to tenders below the EU threshold?

®)
O

Yes

No

If yes, please specify:

Do you use any of the following for advertising tender opportunities?

O
O
O
O

Other ways of advertising (please specify below)

Council’'s own website/portal

Regional portals (collaboration between neighbouring authorities)

Government backed national portals (Contracts Finder, Public Contracts Scotland, Sell2Wales,

eSourcing Northern Ireland)

Other privately provided portals
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Economic, social and environmental benefits

17 To what extent do you think your procurement strategy contributes to wider corporate
objectives in your local authority?

O Very well
O Well
O Satisfactory
O Not well
O Not at all
18 To what extent are the following currently important in your procurement practices?

(1 being low importance and 5 being high importance)

1 2 3 4 5
Achieving cost savings O O O O O
Delivering government policy through procurement O O O O O
Delivering the Council’s wider corporate objectives O O O O O
Local economic development considerations O O O O O
Environmental sustainability O O O O O
Improving quality of goods/services provided O O O O O
19 Do you use joint buying/purchasing organisation frameworks for any elements of your
procurement activity?
O Yes
O No
Payment
20 Do you have a policy stating the number of days it takes to pay suppliers?
O Yes
No

O
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21 If yes, which of the following does your payment schedule for suppliers fit within?

O Less than 7 days
O Less than 14 days
O Less than 28 days

O More than 28 days

22 Do you actively request that the main contractors pass these terms onto their sub-
contractors?

O Yes
O No
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FSB member survey
panel results




FSB “Voice of Small
Business’ Survey Panel

Prepared by Research by Design

Methodology

* Research findings are based on a survey made available to the FSB
‘Voice of Small Business’ Panel during March 2012.

¢ All panel members (7,534) were invited to take part in an online survey
designed and hosted by Research by Design. The survey questions
covered a range of issues including local government, LEPS public
procurement, waste and recycling services

¢ Fieldwork took place between Monday 5 and Friday 16 March 2012.

* Two reminder emails were sent to non-respondents.

* 2,754 responses were received; a 37 per cent response rate.

* National data has been weighted to the membership profile.
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FSB member survey results

How many public sector contracts have you bid for in the last 12 months, if any? Base: 2740
How many of your public sector bids have been successful over the past 12 months? Base: 353 (bidding for

public sector contracts)

Public sector Successful public
contract bids sector contract bids
One @ 3% None 40%
Two @ 3% One
Two

Three to five 4%
Three to five

Sixtoten | 2%
Six to ten

2%
More than 10 o More than 10

Not bid

for any a5%

7 Average number of 2 Average number of
° public sector bids* ° successful bids

*Amongst members bidding for public sector contracts

Just 15 per cent of members have bid for public sector contracts in the past 12 months, among these, the average number of contracts is 7.1 (among all
members, the average is 1.1).

Four in ten members bidding have been unsuccessful. On average, members secure 2.4 contracts.

Which of the following do you find useful in identifying public sector procurement opportunities? Base: 396
(bidding for public sector contracts)

Useful tools to identify public sector procurement opportunities

Personal contacts/referrals 52%

‘Contracts finder’ online portal/Public Contracts Scotland
Other dedicated online procurement portals

Websites of public sector organisations

Direct emails from publicly funded bodies

Other networking events

Public sector networking events
Trade magazines

Other

None of these/Not applicable

The majority of members highlight personal contracts/referrals as the most useful tool to identify public sector opportunities. Less than three in ten
claim dedicated portals and websites as useful.
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Local Procurement

For what reasons, if any, has your business decided not to submit a bid for a public procurement
opportunity in the past 12 months? Base: 2259 (not bidding for a public sector contract)

Reasons for not bidding for a public sector contract

Not aware of any appropriate contracts or suitable opportunities 49%

Process too time consuming/costly

Can’t compete with other suppliers/
Felt there was little chance of winning

Did not meet the eligibility criteria

Bid requirements poorly specified, too rigid or unachievable
Lack of internal skills to write bid

Don’t like working for public sector organisations

Not included on appropriate framework agreements
Contract size too large

Timescales were too short

Other

Not relevant to my business

Lack of awareness of any appropriate contracts or suitable opportunities is the main reason members have not submitted a public sector bid; around
half state this.

Over the past 12 months, what proportion of your business turnover has been generated from work
(a) directly contracted by publically funded bodies (b) indirectly contracted by publically funded bodies?
Base: 130-196 (won a public sector contract)

Proportion of turnover attributed to direct and indirect contracts

51% 51% B Directly contracted

B Indirectly contracted

1% to 20% to 40% to 60% to 80% to 100% Unsure
19% 39% 59% 79% 99%

The majority of members securing public sector contracts attribute up to 20 per cent of their turnover towards them.
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FSB member survey results

How frequently do you ask for feedback on public sector bids that you have not successfully won?
Base: 398 (bidding for public sector contract)
When you ask for feedback on unsuccessful public sector bids how frequently do you receive it? Base: 306

(ask for feedback)

Frequency of requesting and receiving feedback for unsuccessful bids

38%

M Requested feedback
M Received feedback

24%

18%
17%
16% 15% . 15%
l . 10% . .
8%
Always Almost Often Occasionally Rarely Never Unsure Never been
always unsuccessful

Over half of members always or almost always request feedback on unsuccessful public sector bids. Of these around three quarters receive it.

To what extent do you agree or disagree with the following? Base: 268-377 (received feedback)

Review of public sector feedback

Feedback provided
typically states the
reasons why my business
did not win the contract
in a clear manner

The feedback received
helps my business

better understand the |4 29% 28% 21%
public sector
procurement process
Typically, the public sector
procurement process is

easier and more 19% 25%

straightforward than the
private sector process

[l Strongly agree B Neither agree nor B Strongly disagree
W Agree B disagree Unsure/NA

While members’ views are mixed concerning the usefulness of the public sector feedback they receive, there is clarity regarding the public process
when compared to the private sector process; the vast majorily argue the private process is more straightforward.
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Local Procurement

What are the three most important actions public procurement teams need to take to ensure SMEs have the
best opportunity to compete effectively” Base: 2613

Most important actions to ensure SME opportunity

Simplify the tendering process 39%
Actively seek to use small businesses/ 39%
encourage SME consortia where possible
Evaluate tenders on experience and ability 37%

Better promote tender opportunities

Break down contracts into smaller lots

Better understand how SMEs operate
Streamline and standardise pre-qualifications

Understand what suppliers are capable of

Interact more with suppliers
Better understand the required deliverables

Measure contracts going to businesses

Other

Unsure

Simplifying the tendering process, actively seeking to use small businesses and evaluating tenders on experience and ability are the most important
actions public procurement teams need to take to ensure SME’s have the best opportunity to compete effectively.

And which of the following government initiatives are you aware of? Base: 2263 (England, Wales, Northern Ireland)
And which of the following government initiatives are you aware of? Base: 255 (Scotland)

Awareness of government initiatives

The ‘Contracts
Finder’ portal

The ‘Public Contracts
Scotland’ portal

The aspiration that 25%
of government contracts
are awarded to SMEs

The aspiration that 25%
of government contracts
are awarded to SMEs

The ‘Mystery Shopper’
programme

The Single Point
of Enquiry

None of these 69% None of these 65%

Lack of awareness of any appropriate contracts or suitable opportunities is the main reason members have not submitted a public sector bid; around
half state this.
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