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List of Abbreviations Used in the Report

the Committee Public Accounts Committee
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NIAO Northern Ireland Audit Office

the Department Department of Finance and Personnel
CPD Central Procurement Directorate
CoPEs Centres of Procurement Expertise
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DFP Department of Finance and Personnel
ESA Education and Skills Authority
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Executive Summary

Executive Summary

Introduction

Public procurement in Northern Ireland accounts for around £2.7 billion of expenditure
each year. It is governed by the Procurement Board which was created in 2002. The Central
Procurement Directorate (CPD) within the Department of Finance and Personnel and seven
Centres of Procurement Expertise (CoPEs)* report to this Board which is responsible to the
Executive and accountable to the Northern Ireland Assembly.

The procurement of common goods and services (for example energy, Information Technology,
facilities management, professional services) in the Northern Ireland public sector (excluding
local councils) is estimated to cost around £900 million per year. In the current climate of
budget cuts, savings will be demanded from procuring more efficiently, without compromising
front-line services. The vast majority of procurement is organised by CPD and the CoPEs.

Collaborative procurement involves public bodies working together to jointly purchase goods
and services. By joining forces, it enables the public sector to achieve economies of scale
and get better deals from suppliers. This presents opportunities to the public sector to make
genuine efficiencies and financial savings.

In taking evidence the Committee examined progress made on:
B the establishment of a collaborative procurement strategy;
®m the quality of management information; and

® the impact of collaborative procurement on small and medium-sized enterprises (SMEs).

Overall Conclusions

The Committee was pleased to hear that the Procurement Board welcome the Audit Office
report and that, in their view, its recommendations offer a good path forward. However it is of
concern that the current procurement structures here are not creating enough opportunities
for smarter procurement. In these austere times, better procurement should be capable of
delivering financial savings without undermining front-line services.

The procurement structures as currently configured are operating without a collaborative
procurement strategy which is a vital blueprint for success in this area. Allied to this, CPD
is not capturing sufficient management information, which is an essential tool in identifying
opportunities to collaborate. The Committee also found that DFP has set unambitious
collaborative procurement savings targets.

The Committee heard that there is not enough collaborative procurement and that many
CoPEs are buying the same common goods and services. The Committee was concerned

to hear that there was not enough price benchmarking or standardisation of specifications
for common goods and services leading to price and specification variations. Disturbingly,
there is evidence of arm’s-length bodies paying several times more than the lowest prices for
common goods like laptops and computer monitors.

The Committee recognises that there is a tension between increased collaboration and the
desire to promote the development of SMEs. CPD needs to do more to encourage SMEs and
micro-businesses to participate in public sector contracts and needs to ensure that main
contractors treat their sub-contractors fairly and pay them promptly.

Roads Service, NI Water, Translink, Health Estates, Procurement and Logistics Service (PaLS) (for Health), Education
and Library Boards (ELBs) and the Northern Ireland Housing Executive (NIHE)
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9. Given the lack of progress in collaboration over the last decade, the Committee is of the
view that it may be timely to review the current procurement structures, examine potential
alternatives and deliver better procurement outcomes.




Summary of Recommendations

Summary of Recommendations

The Establishment of a Collaborative Procurement Strategy

Recommendation 1

The Committee recommends that DFP and the other CoPEs develop a detailed
implementation plan for the new Collaborative Procurement Strategy as soon as possible.
This implementation plan should be complemented with detailed actions, responsibilities,
timescales and stretching savings targets. Outcomes against these plans should be
reported to the Committee on an annual basis.

Recommendation 2

The Committee recommends that, where it is not detrimental to SMEs, Departments
and CoPEs should consult with CPD and if available, utilise CPD contracts when they are
procuring common goods or services. If they do otherwise, their decision will need to be
justified by their accounting officer. Where these contracts are not available, CPD should
work to create them.

The Quality of Management Information

Recommendation 3

The Committee recommends that, as a matter of urgency, CPD develops a system that
enables it to capture accurate, up-to-date and comprehensive procurement information
from all its clients including those bodies that do not use Account NI. This would underpin
the collaborative procurement strategy.

Recommendation 4

The Committee recommends that CPD specifies a common management information
system for CoPEs that will enable the capture and sharing of information including all
education procurement.

Recommendation 5

The Committee recommends that CPD and the CoPEs regularly benchmark the prices of
common goods and services and share this so that they have up-to-date information to
ensure that prices paid represent value for money.

Recommendation 6

The Committee recommends that DFP should encourage public sector bodies to harmonise
specifications for a larger number of common goods and services in order to permit more
collaborative procurement opportunities.

Recommendation 7

The Committee recommends that departments do more to ensure that arm’s length bodies
use the services of CPD and the CoPEs in order to achieve value for money when procuring
common goods and services.

Recommendation 8

The Committee recommends that, given the lack of progress in collaboration over the
last decade, the current procurement structures should be reviewed in order to develop
potential alternative delivery mechanisms.
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The Impact of Collaborative Procurement on SMEs

Recommendation 9

The Committee recommends that CPD and the CoPEs adopt best practice approaches
when dealing with SMEs and, in particular, implement the following aspects:

g.

publish specific, targeted actions aimed to increase business with SMEs generally
and micro-businesses in particular;

set targets for the take-up of public business and report annually on the value of
contract spend awarded to SMEs and micro-businesses; CPD captures the value of
contracts won by micro-businesses and also sets targets for their take-up of public
sector contracts. The Committee would want to see these results reported annually;

strengthen steps to ensure major contractors pay subcontractors at least within 30
days, and preferably within 10 days, as part of contract terms and conditions;

establish and use more open frameworks which do not lock suppliers out of
contracts for long time periods;

simplify pre-qualification questionnaires, tender documentation and financial
assessments;

encourage major contractors to advertise sub-contracting opportunities in the local
press where possible; and

undertake strategic dialogue between CPD/CoPEs and smaller suppliers.

Recommendation 10

The Committee recommends that CPD and the CoPEs implement mechanisms and controls
to monitor departments’ selection process of companies from the Constructionline
database who are offered tender opportunities.




Introduction

Introduction

The Public Accounts Committee (the Committee) met on 5 June 2013 to consider the
Comptroller and Auditor General’s report ‘Department of Finance and Personnel - Collaborative
Procurement and Aggregated Demand (25 September 2012)’. The main witnesses were:

Mr Stephen Peover, Accounting Officer, Department of Finance and Personnel (DFP);
Mr Des Armstrong, Director, Central Procurement Directorate (CPD);

Mr Richard Pengelly, Accounting Officer, Department for Regional Development and
Procurement Board Member;

Mr Kieran Donnelly, Comptroller and Auditor General; and
Ms Fiona Hamill, Treasury Officer of Accounts, Department of Finance and Personnel (DFP).

Current Northern Ireland Public Procurement Policy was established in 2002. This created a
Procurement Board to co-ordinate procurement policy, the Central Procurement Directorate
(CPD) to provide procurement services to the public sector and Centres of Procurement
Expertise (COPEs) to provide specialist procurement advice to relevant public bodies.

CPD has a key role to play in procurement - it is involved in formulating, implementing and
monitoring procurement policy, providing procurement services to government departments,
their agencies and arm'’s length bodies and advising on which procurement body to use in
strategically important procurements (such as major capital works).

Seven other organisations? were granted Centres of Procurement Expertise (CoPE) status

by the Procurement Board to provide a procurement service to bodies throughout the public
sector. Each of these CoPEs have procurement activities which are primarily linked to the area
of activity which they support.

The procurement of common goods and services in the Northern Ireland public sector
(excluding local councils) is estimated to cost around £900 million per year. Procurement

has long been recognised as a source of efficiency savings. There are a number of ways

in which better procurement can lead to financial savings without impacting negatively on
service delivery. One of these includes collaborative procurement — this is the term used

to cover arrangements whereby public bodies work together to jointly purchase goods and
services. Joining forces and aggregating demand enables public bodies to achieve economies
of scale and get better deals from suppliers, as well as offering suppliers more attractive and
sustainable contracts.

In taking evidence the Committee examined progress made on:
B the establishment of a collaborative procurement strategy;
®m the quality of management information; and

m the impact of collaborative procurement on SMEs.

Roads Service, NI Water, Translink, Health Estates, Procurement and Logistics Service (PaLS) (for Health), Education
and Library Boards (ELBs) and the Northern Ireland Housing Executive (NIHE).
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10.

11.

12.

13.

The Establishment of a Collaborative Procurement
Strategy

In May 2002 the Northern Ireland Executive agreed a revised public procurement policy

for Northern Ireland departments, agencies, non-departmental public bodies and public
corporations. The policy was based on a number of guiding principles. One of these was that
greater collaboration should take place between public bodies in order to achieve efficiency
savings from joint procurement.

Although the current structures have been in existence for 11 years, at the time of the
Committee’s hearing, DFP still did not have in place a specific collaborative procurement
strategy. There was no overarching plan outlining how procurement bodies would collaborate
and no detailed actions to promote cooperation across the public sector.

Procurement activity is fragmented across the public sector. CPD and many CoPEs are buying
the same common goods and services and there has been relatively little collaboration
between the respective procurement bodies. The C&AG'’s report also identified that there are
significant price and specification variations and that arm’s length bodies are often paying
much more than departments and agencies.

DFP explained to the Committee that, despite this, they had set a realistic collaborative
procurement savings target of £30 million over the period 2012 to 2015, or 1.1 per cent of
expenditure.

In addition, DFP outlined plans for CPD to work more closely with the respective procurement
bodies in the health and education sectors. Subsequent to the hearing, DFP provided
additional written evidence to the Committee providing further detail on how they intended

to increase collaboration. A collaborative procurement strategy has now been agreed by the
Procurement Board. The strategy vision is to “Centralise the supply of an agreed range of
common supplies and services for CPD’s clients and to maximise opportunities for aggregation
with other CoPEs to achieve best value for money in support of the delivery of better
government services”. The main components of this strategy are:

m after the formation of the Education and Skills Authority (ESA), CPD will be responsible for
the procurement of supplies and services which are currently carried out by the education
sector bodies;

®  CPD will act as the Centre of Procurement Expertise for the Further Education Colleges;

®  the Procurement and Logistics Service (PalLS) is the Centre of Procurement Expertise for
supplies and services to the health and social care organisations. CPD and PaLS have
agreed to work in partnership to identify opportunities for collaboration; and

® the establishment of a Collaborative Contracts Board which will analyse spend and
recommend categories to be taken forward for collaboration.

This revised strategy has the potential to cover £740 million (85 per cent) of current

spend on common goods and services. In addition, CPD has signed a Memorandum of
Understanding with the Government Procurement Service (an executive agency of the Cabinet
Office in Whitehall) which formalises the arrangements for CPD and other CoPEs to use UK
arrangements for centralisation of spend.

While the Committee welcomes these plans, it is clear that there has been very little progress
to date in this area. The public sector has been slow to develop a strategy, and its targets for
savings from collaborative procurement are relatively unambitious. The new strategy is high
level in nature, it lacks a detailed analysis of spend and contracts, it does not identify which
products and categories will be subject to collaboration and it does not contain detailed
actions or targets.




The Establishment of a Collaborative Procurement Strategy

Recommendation 1

The Committee recommends that DFP and the other CoPEs develop a detailed
implementation plan for the new Collaborative Procurement Strategy as soon as possible.
This implementation plan should be complemented with detailed actions, responsibilities,
timescales and stretching savings targets. Outcomes against these plans should be
reported to the Committee on an annual basis.

Recommendation 2

The Committee recommends that, where it is not detrimental to SMEs, departments and
CoPEs should consult with CPD and if available, utilise CPD contracts when they are
procuring common goods or services. If they do otherwise, their decision will need to be
justified by their accounting officer. Where these contracts are not available, CPD should
work to create them.
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14.

15.

16.

17.

The Quality of Management Information

If the new strategy is to promote effective collaboration, it requires accurate, up-to-date and
transparent management information. Currently, CPD has insufficient data and appears to
be unsighted on basics such as annual spend, prices, contract renewal dates and product
specifications across the public sector. This was starkly illustrated to the Committee by
the fact that the Comptroller and Auditor General’s report represented the first attempt at
analysing the basic expenditure information required to facilitate collaboration.

CPD outlined a number of positive developments aimed at improving the quality of
management information. CPD has been working closely with AccountNI (the Civil Service’s
common accounting system) and departments over the last 12 months to improve the
management information available on procurement activity. Improvements in the use

of AccountNI should provide enhanced contract and financial information. CPD is also
undertaking a spend analysis for most of the bodies covered by the NI Procurement Policy
which aims to provide comprehensive contracting and expenditure data. In addition, the
Department of Health Social Services and Public Safety recently awarded a contract for a
finance, procurement and logistics system across all health and social care organisations
which should meet all the procurement management information requirements of CPD.

However it is clear from the oral and written evidence supplied by DFP to the Committee that
there continue to be limitations with current management information systems across the
wider public sector. For example:

m the CoPEs have separate finance systems, many of which are designed as accounting
systems and are therefore very limited in the information available on procurement spend
by category or product.

®  while some CPD clients — the 12 NICS departments and 16 agencies - use AccountNI, the
system holds only 30 per cent of total public expenditure. The rest goes through a range
of other accounting systems. Across the public sector there are 113 bodies using 11
different accounting systems.

m the five Education and Library Boards share a common financial and accounting system,
but a large proportion of the education sector’s procurement is not carried out on the
system®. As a result, full expenditure information is not available and it is not possible
to determine how much procurement is carried out off contract or to effectively enforce
the use of contracts. This current contract runs out in 2016 and ESA intends to procure
a replacement system. However this will not resolve the current management information
difficulties unless it becomes mandatory for schools and other sections to use the new
system for their procurement.

Procurement organisations need to produce accurate, up-to-date management information
on procurement expenditure in order to make evidence based decisions on collaboration
opportunities. Without this basic information, value for money will not be achieved. It is
unacceptable that DFP and the wider public sector do not have ready access to or share the
basic management information necessary to facilitate effective collaboration.

Recommendation 3

The Committee recommends that, as a matter of urgency, CPD develops a system that
enables it to capture accurate, up-to-date and comprehensive procurement information
from all its clients including those bodies that do not use Account NI. This would underpin
the collaborative procurement strategy.

Schools (excluding Voluntary Grammar and Grant Maintained Integrated), Maintenance and Schools meals service.
Two ELB’s use the common accounting system for a proportion of expenditure and one ELB uses almost entirely
paper purchase orders.
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18.

19.

20.

21.

Recommendation 4

The Committee recommends that CPD specifies a common management information
system for CoPE’s that will enable the capture and sharing of information including all
education procurement.

One of the potential advantages of collaborative procurement is that, by working together, the
public sector can share information on the prices of common goods and services. Effective
collaboration can also help public sector purchasers to cooperate in standardising the
specifications of commonly procured products in order to get a better deal from suppliers.
This should lead to aggregated contracts where prices can be reduced and larger elements of
the public sector should be able to participate and benefit from these lower prices.

The procurement bodies do not centrally collate and compare prices of goods and services,
nor do they share information on the specifications of those goods and services which they
are purchasing. This represents a major management information deficit. The C&AG’s report
sought to collate price information on a number of common goods and services. This exercise
raised concerns that:

m there are significant variations in the prices paid for a number of these common goods
and services;

B some of these price variations may have been due to differences in the product
specifications used by the various public sector bodies;

®m there is no evidence that price benchmarking is being undertaken by seven of the eight
CoPEs; and

B arm'’s length bodies in particular were purchasing common goods and services at higher
prices (possibly because of different product specifications).

It is inappropriate for organisations to pay vastly different prices for the same or similar
goods and the Committee was especially concerned to see the level of price variations of
some arm’s length body procurements. Such variations represent a drain on scarce public
finances and cannot be allowed to persist. Much work needs to be done to minimise price
and specification variations and to change the purchasing behaviour of arm’s length bodies.

Recommendation 5

The Committee recommends that CPD and the CoPEs regularly benchmark the prices of
common goods and services and share this so that they have up-to-date information to
ensure that prices paid represent value for money.

Recommendation 6

The Committee recommends that DFP should encourage public sector bodies to harmonise
specifications for a larger number of common goods and services in order to permit more
collaborative procurement opportunities.

Recommendation 7

The Committee recommends that departments ensure that arm’s length bodies use
the services of CPD and the CoPEs in order to achieve value for money when procuring
common goods and services.

The current procurement arrangements have been in place for over a decade. The Audit Office
report has flagged up a number of problems. These include no collaborative procurement
strategy, insufficient management information, inadequate collaboration and little evidence of
price benchmarking or standardisation of specifications and variations in prices.
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22,

In light of this, the Committee is of the view that it may be timely to review the current
procurement structures to examine whether there are alternative ways of delivery that could
minimise the above problems and deliver better procurement outcomes.

Recommendation 8

The Committee recommends that, given the lack of progress in collaboration over the
last decade, the current procurement structures should be reviewed in order to develop
potential alternative delivery mechanisms.

10
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23.

24,

25.

26.

The Impact of Collaborative Procurement on SMEs

Northern Ireland’s private sector economy is dominated by SMEs. Around 98 per cent of all
VAT-registered businesses are SMEs and around 88 per cent of these are micro-businesses
(with fewer than ten employees). SMEs are therefore socially and economically important, and
supporting their access to public procurement opportunities can have a positive impact on
innovation, employment and competition in the local economy.

The Committee recognises that, in an economy dominated by small and very small
businesses, there is a potential tension between the promotion of collaborative procurement
and supporting the development of SMEs. If collaborative procurement results in the
creation of larger contracts, SMEs may be disadvantaged. This is not the Committee’s
intention. Indeed the Committee’s strongly-held view is that CPD and the other CoPEs must
do everything in their power to ensure that local SMEs are not unfairly disadvantaged by
increased collaboration.

In this context, the Committee welcomes DFP’s acknowledgement of the need to strike

a balance between promoting collaborative procurement and supporting SMEs and its
assertion that it does not want to undermine the local economy through this process. The
Committee also acknowledges the work CPD and DFP have carried out to implement many
of the recommendations made in the Finance and Personnel Committee’s report on public
procurement®.

Nevertheless the Committee is concerned that there is evidence to suggest that more needs
to be done to improve the way in which the public sector engages with local SMEs in the field
of procurement. These concerns include the following:

m  CoPEs are not always following best practice - Appendix 3 of the Comptroller and Auditor
General’s report outlined best practice approaches for engaging with SMEs. In a survey of
CoPEs carried out as part of the report, 34 per cent admitted to ‘never’ applying a number
of best practices. For example most CoPEs did not publish specific targeted actions
to increase business with SMEs; identify tendering opportunities especially suitable to
SMEs; or encourage major contractors to advertise sub-contracting opportunities.

m the new collaborative procurement strategy does not address the need to mitigate the
impact on local SMEs - the procurement strategy endorsed by the Procurement Board
makes no specific reference to SMEs and what actions will be taken to ensure that the
process of collaborative procurement does not unfairly disadvantage the small business
sector.

m there is a lack of management information, particularly on micro-businesses - a very
large proportion of Northern Ireland’s SMEs are micro-businesses but CPD does not have
sufficiently detailed management information on procurement expenditure. This means
that CPD is unaware of how much public sector business micro-businesses are winning.
If CPD is to encourage micro-business participation in public sector contracts, it initially
needs to know how many are winning contracts. This information requirement needs to
be built into the specification for CPD’s proposed new management information system.
Secondly, it would be useful to establish a target for micro-businesses take-up of public
sector contracts. This would focus CPD on facilitating micro-businesses participation in
public sector procurement.

m slow payment of sub-contractors is a concern - a potential consequence of more
collaboration is that larger companies, or larger SMEs, will win the work and sub-
contract elements of this work to small companies or micro-businesses. The Committee
acknowledges that CPD has introduced measures to facilitate prompt payment. These

Northern Ireland Assembly Committee for Finance and Personnel Report on the Inquiry into Public Procurement in
Northern Ireland (NIA 13/08/09R) February 2010.

11
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27.

28.

include issuing Certificates of Unsatisfactory Performance to contractors (if they fail

to pay sub-contractors promptly) which excludes them from public contracts for a year.
Project bank accounts have been introduced to larger construction contracts involving sub-
contractors. Here direct payments from the account can be made to all members of the
supply chain. DFP explained that the vast majority of contractors were paid promptly, most
within 30 days of receipt of invoice and many within 10 days. Despite this, the Committee
is aware that in some instances main contractors are not paying sub-contractors promptly,
causing them severe cash-flow problems at a time of reduced economic activity.

B some contracts appear inflexible and are limiting competition - the Committee is
also aware of instances when some contracts have been constructed in such a way as
to be both inflexible and unresponsive to customer needs. One was the requirement
to advertise a rural public sector job vacancy in the three regional papers but not the
newspaper local to the job vacancy. The other was an instance when a school could
procure goods at a fraction of the cost, compared to an existing contract, but was not
allowed to. The Committee would be particularly concerned that framework agreements
are set up in a manner which locks small business out of contracts for prolonged periods
of time.

The Committee recognises that the promotion of collaborative procurement has the potential
to disadvantage SMEs. It is therefore important that CPD and other CoPEs have a formal
strategy in place which reconciles the promotion of collaborative procurement with the

need to support local SMEs, particularly micro-businesses. As a first step, all CoPEs should
assess the extent to which they are complying with the best practice approaches identified in
Appendix 3 of the C&AG’s report.

Recommendation 9

The Committee recommends that CPD and the CoPEs adopt best practice approaches
when dealing with SMEs and, in particular, implement the following aspects:

a. publish specific, targeted actions aimed to increase business with SMEs generally
and micro-businesses in particular;

b. set targets for the take-up of public business and report annually on the value of
contract spend awarded to SMEs and micro-businesses; CPD captures the value of
contracts won by micro-businesses and also sets targets for their take-up of public
sector contracts. The Committee would want to see these results reported annually;

c. strengthen steps to ensure major contractors pay subcontractors at least within 30
days, and preferably within 10 days, as part of contract terms and conditions;

d. establish and use more open frameworks which do not lock suppliers out of
contracts for long time periods;

e. simplify pre-qualification questionnaires, tender documentation and financial
assessments;
f. encourage major contractors to advertise sub-contracting opportunities in the local

press where possible; and
g. undertake strategic dialogue between CPD/CoPEs and smaller suppliers.

An additional area of concern which arose during the hearing was the fact that there appear
to be limited tendering opportunities under Constructionline (a large UK on-line register of
pre-qualified contractors and consultants). The Committee understands that for some public
sector competitions, departments are selecting a small sample of companies to tender from
Constructionline.

12
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29.

30.

31.

DFP provided information to the Committee in this area. They stated that, as a consequence
of the economic downturn, there was considerable over-capacity in the construction sector.
More firms were tendering for low value contracts, increasing the burden on contractors in
preparing bids, with a reduced likelihood of being successful.

The Department explained that CPD recognised this problem and produced simplified
procedures for low value procurements. These required contractors to be registered on
Constructionline (a long established procurement requirement in Northern Ireland, which any
contractor with public sector work experience could achieve). When there is excessive interest
in competitions (defined as more than six contractors), Constructionline includes a process
for the random selection of the six contractors invited to tender.

Notwithstanding this, the Committee is concerned that to select a very small number of
companies in this way (six is much too low for contracts up to £500,000) raises concerns
that the process is not sufficiently transparent or competitive and that legitimate companies
may be unfairly excluded from tender opportunities.

Recommendation 10

The Committee recommends that CPD and the CoPEs implement mechanisms and controls
to monitor Departments’ selection process of companies from the Constructionline
database who are offered tender opportunities.

13
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Minutes of Proceedings of the Committee Relating to the Report

Wednesday, 15 May 2013

Room 29, Parliament Buildings

Present: Mr John Dallat (Deputy Chairperson)

Mr Trevor Clarke

Mr Michael Copeland
Mr Paul Girvan

Mr Chris Hazzard

Mr Ross Hussey

Mr David Mcllveen
Mr Daithi McKay

Mr Sean Rogers

In Attendance: Miss Aoibhinn Treanor (Assembly Clerk)
Mr Phil Pateman (Assistant Assembly Clerk)
Mrs Danielle Saunders (Clerical Supervisor)
Mr Darren Weir (Clerical Officer)

Apologies: Ms Michaela Boyle (Chairperson)
Mr Adrian McQuillan

2:01pm The meeting opened in public session.

2:04pm Mr Girvan entered the meeting.

2:06pm Mr Copeland entered the meeting.

2:10pm Mr McKay entered the meeting.
2:21pm The meeting went into closed session.

2:41pm Mr Copeland left the meeting.

2:52pm Mr Copeland entered the meeting.

Briefing on Northern Ireland Audit Office Report on ‘Collaborative Procurement and

Aggregated Demand’

Mr Kieran Donnelly Comptroller and Auditor General; Mr Eddie Bradley, Assistant Auditor
General; Mr Alan Orme, Audit Manager; and Joe Campbell, Audit Manager briefed the

Committee on the report.

[EXTRACT]
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Wednesday, 22 May 2013
Room 29, Parliament Buildings

Present: Ms Michaela Boyle (Chairperson)
Mr John Dallat (Deputy Chairperson)
Mr Trevor Clarke
Mr Michael Copeland
Mr Paul Girvan
Mr Ross Hussey
Mr David Mcllveen
Mr Adrian McQuillan
Mr Sean Rogers

In Attendance: Miss Aoibhinn Treanor (Assembly Clerk)
Mr Phil Pateman (Assistant Assembly Clerk)
Mr Joe Westland (Clerical Supervisor)
Mr Darren Weir (Clerical Officer)

Apologies: Mr Chris Hazzard
Mr Daithi McKay

2:03pm The meeting opened in public session.

2:05pm The meeting went into closed session.

4. Preparation Session on Northern Ireland Audit Office Report on ‘Collaborative Procurement
and Aggregated Demand’

2:06pm Mr Copeland and Mr Girvan entered the meeting.
2:07pm Mr Clarke entered the meeting.

The Committee explored core issues arising from the Audit Office report in preparation for its
forthcoming evidence session on 12 June 2013.

2:16pm Mr Rogers left the meeting.

2:27pm Mr McQuillan left the meeting.

2:48pm Mr Copeland and Mr Rogers left the meeting.
2:49pm External advisers entered the meeting.
2:53pm Mr Rogers entered the meeting.

2:54pm Mr Copeland left the meeting.

3:25pm Mr Girvan left the meeting.

3:28pm Mr Copeland and Mr Mcllveen left the meeting.

[EXTRACT]
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Wednesday, 5 June 2013
The Senate Chamber, Parliament Buildings

Present: Mr John Dallat (Deputy Chairperson)
Mr Trevor Clarke
Mr Michael Copeland
Mr Paul Girvan
Mr Ross Hussey
Mr Adrian McQuillan

In Attendance: Miss Aoibhinn Treanor (Assembly Clerk)
Mr Oliver Bellew (Assistant Assembly Clerk)
Mr Joe Westland (Clerical Supervisor)
Mr Darren Weir (Clerical Officer)

Apologies: Ms Michaela Boyle (Chairperson)
Mr Chris Hazzard
Mr David Mcllveen
Mr Daithi McKay
Mr Sean Rogers

2:07pm The meeting opened in public session.

Evidence on the inquiry into ‘Department of Finance and Personnel — Collaborative
Procurement and Aggregated Demand’

The Committee took oral evidence on the above inquiry from:
®  Mr Stephen Peover, Accounting Officer, Department of Finance and Personnel
m  Mr Des Armstrong, Central Procurement Directorate

®  Mr Richard Pengelly, Procurement Board

The witnesses answered a number of questions put by the Committee.
2:12pm Mr Clarke and Mr Girvan entered the meeting

2:49pm Mr Copeland left the meeting

3:12pm Mr Copeland re-entered the meeting

3:27pm Mr Hussey and Mr McQuillan left the meeting

3:28pm Mr McQuillan re-entered the meeting

3:31pm Mr Hussey re-entered the meeting

3:38pm Mr Hussey left the meeting

4:10pm Mr Copeland left the meeting

4:11pm Mr Copeland re-entered the meeting

Agreed: The Committee agreed to request further information from the witnesses.
4:11pm The meeting moved to closed session

[EXTRACT]
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Wednesday, 19th June 2013
Rooms 54 and 29, Parliament Buildings

Present: Ms Michaela Boyle (Chairperson)
Mr John Dallat (Deputy Chairperson)
Mr Trevor Clarke
Mr Michael Copeland
Mr Paul Girvan
Mr Chris Hazzard
Mr Ross Hussey
Mr David Mcllveen
Mr Daithi McKay
Mr Adrian McQuillan
Mr Sean Rogers

In Attendance: Miss Aoibhinn Treanor (Assembly Clerk)
Mrs Hilary Bogle (Assistant Assembly Clerk)
Mrs Danielle Saunders (Clerical Supervisor)
Mr Darren Weir (Clerical Officer)

1:42pm Audit Office officials joined the meeting

2:03pm Mr Mcllveen left the meeting.

2:05pm The meeting was adjourned to re-convene in Room 29.
2:12pm The meeting re-convened in public session in Room 29.
2:35pm Mr Mcllveen returned to the meeting.

2:38pm Mr Hussey joined the meeting.

2:55pm The Committee moved into closed session.

3:00pm Mr Copeland and Mr Dallat left the meeting.

3:05pm Mr Dallat returned to the meeting.

3:07pm Mr Copeland returned to the meeting.

4:18pm Mr McQuillan left the meeting.

4:21pm Mr McQuillan returned to the meeting.

7. Inquiry into the Department of Finance and Personnel — Collaborative Procurement and
Aggregated Demand

Members noted the Issues Paper.

The Chairperson invited the C&AG, Mr Alan Orme and Mr Eddie Bradley, NIAO to brief the
Committee on this issue.

Following discussion the members went through the Issues Paper paragraph by paragraph.
Paragraph 1 - read and agreed.

Paragraph 2 - read and agreed as amended.

Paragraph 3 - read and agreed.

Paragraph 4 - read and agreed to reflect SME content from paragraph 3.
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4:40pm Mr Girvan left the meeting.

Agreed: The Committee agreed that the issues paper will contribute to the draft report
on this inquiry.

[EXTRACT]
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Wednesday, 20 November 2013
Room 29, Parliament Buildings

Present: Ms Michaela Boyle (Chairperson)

Mr Trevor Clarke

Mr Michael Copeland

Mr Alex Easton

Mr Paul Girvan

Mr Chris Hazzard

Mr Ross Hussey

Mr Adrian McQuillan

In Attendance: Miss Aoibhinn Treanor (Assembly Clerk)
Mr Trevor Allen (Assistant Assembly Clerk)
Mrs Danielle Saunders (Clerical Supervisor)
Mr Darren Weir (Clerical Officer)
Miss Clare Rice (Bursary Student)

Apologies: Mr John Dallat (Deputy Chairperson)
Mr Daithi McKay
Mr Sean Rogers

2.15 pm The meeting opened in public session

2.35 pm the meeting moved to closed session

2.35 pm Mr Girvan left the meeting

2.40 pm Mr Girvan re-joined the meeting

2.50 pm Mr Hazzard joined the meeting

2.53 pm Mr Copeland left the meeting

2.57 pm Mr Copeland re-joined the meeting

2.58 pm Mr McQuillan left the meeting

2.59 pm the meeting suspended

3.04 pm the meeting resumed with the following Members present

Ms Michaela Boyle (Chairperson)
Mr Michael Copeland

Mr Alex Easton

Mr Paul Girvan

Mr Chris Hazzard

Mr Ross Hussey

3.04 pm the C&AG, Mr Paul Turley and Mr Richard Emerson of the Northern Ireland Audit
Office joined the meeting

3.17 pm Mr McQuillan re-joined the meeting
3.17 pm Mr Clarke re-joined the meeting
3.19 pm Mr Hussey left the meeting

3.29 pm Mr Girvan left the meeting
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3.44 pm Mr Girvan re-joined the meeting
3.47 pm Mr Copeland left the meeting
3.48 pm Mr McQuillan left the meeting

3.53 pm Mr McQuillan re-joined the meeting

Inquiry into DFP: Collaborative Procurement and Aggregated Demand - consideration of
correspondence and draft report

Agreed: Members considered a number of items of correspondence and agreed to
include the correspondence in the appendix to the report.

The Committee considered the draft report on ‘DFP: Collaborative Procurement and
Aggregated Demand’

Paragraphs 1 to 6 read and agreed
Paragraphs 7 to 9 read and agreed
Paragraph 10 read, amended and agreed
Paragraphs 11 to 13 read and agreed
Recommendations 1 & 2 read and agreed
Paragraphs 14 to 15 read and agreed

4.18 pm Mr McQuillan left the meeting
Paragraphs 16 and 17 read and agreed
Recommendations 3 and 4 read and agreed
Paragraph 18 read and agreed

Paragraph 19 read, amended and agreed
Paragraph 20 read and agreed
Recommendations 5 and 6 read and agreed
Recommendation 7 read, amended and agreed
Paragraphs 21 and 22 read and agreed
Recommendation 8 read and agreed
Paragraph 23 read and agreed

4.44pm Mr McQuillan re-joined the meeting
Paragraphs 24 to 27 read and agreed
Recommendation 9 read and agreed
Paragraphs 28 and read and agreed
Paragraphs 29 to 31 read, amended and agreed
Paragraph 32 added and agreed

Agreed: The Committee agreed to seek further information in relation to Constructionline
prior to approving the report.
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Agreed: The Committee further agreed to defer consideration of Recommendation 10,
the Executive Summary and the Summary of recommendations to the meeting
on 27 November 2013.

[EXTRACT]
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Wednesday, 11 December 2013
Room 29, Parliament Buildings

Present: Ms Michaela Boyle (Chairperson)
Mr John Dallat (Deputy Chairperson)
Mr Trevor Clarke
Mr Michael Copeland
Mr Alex Easton
Mr Paul Girvan
Mr Chris Hazzard
Mr Ross Hussey
Mr Daithi McKay
Mr Sean Rogers

In Attendance: Miss Aoibhinn Treanor (Assembly Clerk)
Ms Lucia Wilson (Assembly Clerk)
Mr Trevor Allen (Assistant Assembly Clerk)
Mrs Danielle Saunders (Clerical Supervisor)
Mr Darren Weir (Clerical Officer)
Miss Clare Rice (Bursary Student)

Apologies: Mr Adrian McQuillan
1.46pm The meeting opened in public session
1.50pm Mr Hazzard left the meeting

1.51pm The meeting moved to closed session
2.00pm Mr McKay joined the meeting

2.01pm Mr McKay left the meeting

2.05pm Mr Hazzard re-joined the meeting

2.06pm Mr McKay re-joined the meeting

2.09pm Mr Girvan joined the meeting

2.21pm Mr Girvan left the meeting

2.23pm Mr Girvan re-joined the meeting

2.29pm Mr McKay left the meeting

2.39pm Mr Copeland left the meeting

2.41pm Mr Clarke joined the meeting

2.44pm Mr Copeland re-joined the meeting
2.47pm Mr Clarke and Mr Hazzard left the meeting
2.49pm Mr Clarke and Mr Hazzard re-joined the meeting
3.02pm Mr Copeland left the meeting

3.29pm Mr Hazzard left the meeting

3.30pm Mr Hazzard re-joined the meeting
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3.32pm Mr Girvan left the meeting
3.33pm Mr Girvan re-joined the meeting
3.54pm Mr Girvan left the meeting
3.55pm Mr Clarke left the meeting
3.57pm Mr Hussey left the meeting
4.02pm Mr McKay re-joined the meeting

4.04pm Mr Easton left the meeting

5. Inquiry into Department of Finance and Personnel: Collaborative Procurement and
Aggregated Demand: Consideration of correspondence and draft report

The Committee noted a number of items of correspondence received in relation to the inquiry.

Agreed: Members agreed that the correspondence did not impact on the content of the
draft report and therefore agreed to sideline the correspondence from the report.

4.20pm Mr McKay left the meeting

4.21pm Mr Girvan re-joined the meeting

The Committee continued its consideration of the draft report.

Paragraph 31 read and agreed

Paragraph 32 removed

Recommendation 10 read and agreed

Consideration of the Executive Summary

The Executive Summary was agreed as per the main report.

Agreed: The Committee ordered the report to be printed.

Agreed: The Committee agreed that the report be launched on 22 January 2014.

4.25pm Mr Clarke re-joined the meeting

[EXTRACT]
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5 June 2013

Members present for all or part of the
proceedings:

Mr John Dallat (Deputy Chairperson)
Mr Trevor Clarke

Mr Michael Copeland

Mr Paul Girvan

Mr Ross Hussey

Mr Adrian McQuillan

Witnesses:
Mr Des Armstrong

Mr Richard Pengelly
Mr Stephen Peover

Department of
Finance and
Personnel

In attendance:

Mr Kieran Donnelly

Ms Fiona Hamill

Comptroller and
Auditor General

Treasury Officer of
Accounts

The Deputy Chairperson: | am pleased
that the Comptroller and Auditor General
and his team are in attendance as is
the Treasury Officer of Accounts. Mr
Stephen Peover, accounting officer at the
Department of Finance and Personnel
(DFP), Mr Des Armstrong of the Central
Procurement Directorate (CPD) and
Richard Pengelly of the procurement
board are here to respond to the
Committee. You are all very welcome.
We are considering the Audit Office
report on its inquiry into collaborative
procurement and aggregated demand at
the Department of Finance Personnel.
No member has indicated that they wish
to declare an interest in these matters,
SO we can begin.

Stephen, since 2002, one of the
specific objectives of DFP’s procurement
policy has been to achieve a greater
collaboration between public bodies

to make efficiency gains. However, the
Northern Ireland Audit Office report
says that there has been little progress.
That is worrying in a time of austerity.

Perhaps you will tell me what DFP has
been doing.

Mr Stephen Peover (Department of
Finance and Personnel): We generally
accept and welcome the report and
think that it is helpful; we are happy with
the recommendations, by and large.
Indeed, the procurement board has been
over these issues and has accepted the
need for greater collaboration. There is
rather greater collaborative procurement
than is obvious from some of the
headlines. About 54% of our spend on
common goods and services is on the
basis of collaborative contracts that are
in place. That needs to be increased,
and we welcome the impetus from the
Audit Office to help us to improve. We
are keen to move this agenda forward.

There are a number of things that |
could say by way of general introduction.
First, | will explain CPD’s role. CPD

is a central purchasing body. It does
not itself buy goods and services;

it supports Departments and their
agencies in buying goods and services.
It also works alongside the centres of
procurement expertise (COPEs), which
have unique portfolios in particular
areas of spend. So, there is a history of
CPD providing guidance to Departments
about how they can best spend.

The Deputy Chairperson: Mr Peover, we
are looking for more than guidance, and
we are looking for more than 54%.

Mr Peover: We think that 54% is quite
an achievement. Uniquely in the United
Kingdom, we have had centralised
procurement arrangements for the 10
or 11 years that you mentioned. Others
in the UK are getting to that point now;
Wales, for example, is setting itself a
target of trying to include about 57% of
its spend in collaborative arrangements.
We are already at 54%. That is not to
say that we could not do more; we do
think that we could do more.
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7.

10.

11.

There are a few issues by way of
context, one of which is mandate. CPD
has a mandate from the procurement
board to do certain things. However,
the Executive decided in setting up the
arrangements under the procurement
policy review that CPD would have a
certain role and that alongside it would
be the centres of procurement expertise
and Departments. There is a limit to
what CPD can do in a mandatory way.

The Deputy Chairperson: Are you

telling me, Mr Peover, that bureaucracy,
red tape and the interference of the
Executive are creating problems for you?

Mr Peover: No. The Executive do not
interfere; the Executive tell us what

to do and provide the context within
which we operate. That is something
that we recognise as a policy issue;

it is not a matter for us to determine.
There is a limit to what CPD’s mandate
will allow it to do in supporting
procurement in Northern Ireland. There
are arrangements and discussions
under way. The education system will be
coming into the CPD ambit, and we hope
that there will be collaboration with the
procurement and logistics service of the
health service. That will bring some 84%
or 85% of public sector spending on
those issues into the realm of CPD. That
will be a way of increasing procurement
collaboration and increasing savings.

The last issue, by way of context, is one
that comes up in the report: supporting
local business and small and medium-
sized enterprises in Northern Ireland. As
| understand it, the vast majority of our
businesses are small or medium sized.
Indeed, almost 90% of our businesses
have fewer than 10 employees. There
is a need to strike a balance — as

was recognised by the Committee for
Finance and Personnel in its report on
procurement — between aggregating
contracts and not disadvantaging small
enterprises to enable them to take part
in competitions.

The Deputy Chairperson: | am glad
that you referred to small and medium-
sized businesses. The percentage, |
understand, is about 80%.

12.

13.

14.

15.

16.

17.

18.

Mr Peover: Seventy-eight per cent, |
think.

The Deputy Chairperson: You and |

are not going to argue about 2%. |
would be happier with 80%. Against a
background of austerity and horrendous
unemployment, you have not said
anything really interesting that we could
include in our report, or have | missed
it?

Mr Peover: | think that the figure that
you just quoted — the 78% or 80% —
and the 50% by value of contracts going
to small and medium-sized enterprises
illustrate a way in which we are using
procurement to support local business. |
think that that is important.

The Deputy Chairperson: | am trying to
reflect what the public and, hopefully,
other members of the Committee, might
think. If Government do not set out
proactively to make savings in areas
such as this, the impact will be to cut
front line services. | do not want you to
repeat yourself, and | apologise if | have
been slow in picking it up, but what have
you been doing to promote collaboration
and protect front line services?

Mr Peover: In answer to the second
point, there is an issue about efficiency
of procurement. The procurement board
set itself a target in the last three-year
period of £250 million worth of savings.
We claim to have saved £254 million.
There is also a target at the moment of
a further £30 million, so we have been
seeking to improve the efficiency and
effectiveness of public procurement so
that that money is available for other
uses.

The Deputy Chairperson: One third

— £900 million — of the total public
procurement spend of £2-7 billion every
year is spent on common goods and
services; that is, things that could be
collaboratively procured. | will give you a
break and ask Des. Are you maximising
the potential savings and setting
ambitious savings targets in that area?

Mr Des Armstrong (Department of
Finance and Personnel): The most
recent savings targets are based on
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19.

20.

collaborative procurement opportunities
that we identified at the procurement
board. We have been making the
procurement process more efficient
over a longer period than some other
jurisdictions. We have had a focus in
the past on making sure that we drive
the procurement focus on a commercial
sense. We have also had to look at

the impact that wider aspects of doing
procurement differently might have

on delivering social, economic and
environmental benefits. Procurement

is not always driven by lowest price; it
needs to be a balance between quality
and the impact on sustainability. That
can be a difficult equation to bring
together. Some of the collaborative
arrangements are hampered by the fact
that there are unique requirements in
individual Departments. For example,
you might think that there should be one
fleet contract. However, if someone buys
an ambulance, that is not going to be
used in other parts of the public sector.
You might get down to things such as
two-person vans, which could be used
across a number of public bodies. When
you get into the detail of the categories,
you find that the uniqueness of the
requirements for a Department or arm’s-
length body prevents you from moving
towards a collaborative contract.

The Deputy Chairperson: Perhaps you
could explain what you are doing to
encourage that uniqueness to become
a little bit more generic so that more
people could be put into the bundle for
the procurement exercise. | was hoping
that you would talk me through what
specifically you were doing to improve
the situation, but all | received was

a few generalities and an ambulance
thrown in.

Mr Armstrong: | will be a bit more
specific. CPD has 149 collaborative
contracts in place, and 128 public
bodies draw off them. Forty-five of

the contracts cover nearly all those
public bodies. The issue is that some
of the public bodies do not have a
service level agreement (SLA) with
CPD, so they are not using CPD
through that mechanism to deliver their

21.

22.

23.

24.

25.

26.

procurement. CPD deals with things

in a specific and detailed sense. Each
procurement above £113,000 is tested
as part of our quality management
system to determine whether there

is an opportunity to use an existing
collaborative arrangement or to make
another collaborative arrangement
available so that that service can be
provided. We look at things at quite a
granular level. The issue in the past was
that we may not have had a statement
at a higher strategic level that we will
collaborate first in certain ways.

The procurement board meets tomorrow.
We will put to it a definite proposal
that will put 85% of the spend that you
quoted — the £900 million — into a
collaborative arrangement in which,
between the Central Procurement
Directorate and the Procurement and
Logistics Service (PaLS), which are

the two central purchasing bodies, we
will have a conversation against each
line of procurement expenditure about
whether we can facilitate that by a joint
collaboration with PaLS or, in some
cases, a wider collaboration with the
Government Procurement Service.

The Deputy Chairperson: | will call Mr
Trevor Clarke in a moment. Des, | am
not sure whether you were here when
the Assembly came into being 15 years
ago. One of the first events that was
organised in the Long Gallery was one
by the procurement body. It promoted,
advertised and made public all the
opportunities that would arise for SMEs
in particular. Is this as far as we have
got 15 years on?

Mr Peover: To be fair, we are one of the
better-performing jurisdictions in the
whole of Europe when it comes to SMEs
accessing public contracts. The report
shows that.

The Deputy Chairperson: | am sure
that the Committee would welcome the
evidence that that is true.

Mr Peover: It is in the report; it is
quoted by the Audit Office.

Mr Clarke: That is probably a good point
to lead in on. | apologise for being late.
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27.

28.

29.

30.

31.

32.

33.

34.

If you made a presentation, | missed it. |
want to follow up on something that you
said in response to the Chair. You stated
that not all organisations use CPD. Do
the health trusts use CPD?

Mr Armstrong: No. The policy is that
public procurement has to be delivered
by CPD or another relevant centre of
procurement expertise. The health
trusts are in an SLA or arrangement with
the health COPEs, which is the health
estates investment group or PaLS.

Mr Clarke: So, on no occasions do you
get involved in any of that? | am thinking
particularly of the Northern Trust.

Mr Armstrong: No; we are not involved
in procurement. Occasionally, we have
been asked to deliver a specific project.
We were involved in some of the shared
service arrangements that were put

in place recently in the health sector.
We have expertise in that area, but

we are not involved in the detail of the
procurements in those other COPEs.

Mr Clarke: That is peculiar. | had a
meeting about a year or 18 months ago
with some of your colleagues. CPD was
involved with a contract that was being
looked at by the Northern Trust. | will
maybe look out the details of that one.
| find it peculiar that you are not aware
that you actually do.

Mr Armstrong: As | mentioned, in
general terms, we do not have a service
level agreement that would cover those.

Mr Clarke: So, you are not familiar with
one of the more recent contracts, and

| will not be too specific, Chairperson,
where the Northern Trust was
contracting for the glass and glazing.

| am led to believe that CPD was
involved in that. Are you familiar with
Constructionline?

Mr Armstrong: Yes.

Mr Clarke: Someone had held

the contract for many years.
Constructionline was open for a
particular period of hours, and you
offered it to those who were available
from Constructionline on that day and

35.

36.

37.

38.

39.

did not offer it to everyone who was on
the select list. Was that good value for
money?

Mr Armstrong: | do not know the detail
of that project, but if you give me the
details | will investigate it.

CPD’s general approach to the bodies
for which we provide a service is that
everything above £30,000 will be
advertised openly on the e-sourcing
portal. That is part of our guidance.
One of the things that we have done for
SMEs is bring forward that e-sourcing
tool and make it available so that COPEs
can place all their requirements above
£30,000 on it and make them visible.
That is open competition.

The Deputy Chairperson: Will you
talk us through the process of target
setting for savings from collaborative
procurement?

Mr Armstrong: The procurement board
sets the target for savings. The £250
million target was about 3% of the total
spend at that time. The current savings
target of £30 million is based on a set
of categories of public spending. That
has been baselined on expenditure
against those categories at a particular
time. Those categories include electricity
and fuel, which are increasing in price.
Therefore we felt that the figure of

£30 million over three years was a
reasonable and challenging target to
set, given the categories that were in
that area.

Mr Girvan: | go back to the point about
select lists, and the difficulty we have
with that. The so-called open-tender
process may not be so “open” because
it only applies to certain people. The
specification of what is wanted is written
in the tender document, knowing rightly
that only one person can tend for it. |
will use a very broad example of that.

If you want a bin lorry and state that

it has to have a certain horsepower, a
certain type of gearbox and a certain
type of liftbox, only one person will be
able to supply that. So what is the point
of putting it out to open tender, because
you have written the contract to suit one
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40.

41.

person? That is something that creates
a problem for me.

How are you so sure that you are getting 42.

value for money from a tender when
people give you such varying prices?
For example, when a tender process

for a job starts, a cartel of people who
are going to tender for it get together.
They sit down together at a table not
dissimilar to this one decide that one of
them will win the contract and that they
will all get a wee cut of it. Alternatively,

if someone else wants to win, they work 44

the figure out to suit themselves. How
are we sure that you are getting value
for money if you can buy the same item
or the same service without having to
go out to tender for a quarter of the

price that the winning tender quotes 45,

you? That price wins the tender process
simply because all the others were way
above it, and it means that you are
paying an overinflated price.

Figure 12 of report provides a clear
example of such a situation. For
example, for a “Laser printer black toner
cartridge”, the cheapest price is £2:26
and the highest price is £125-40. Was
that comparing like with like? Perhaps
not, but there you go. Another example
is the “Manila envelope C4”, which
comes in a box of 250. There are
various specifications — 70 g, 80 g and
90 g; the cheapest price is £2-99 and
the highest is £34-07. The guy who was

charging £34-07 obviously did not want 46.

to win the contract. Did he agree to set
his price at that level? That is the sort
of information that is openly available
here. | see a major discrepancy. What
mechanism is used if there is a lack of
co-operation between Departments? If
the CPD does not identify those who are
not working together, the COPE should,
and it should ask why they are paying
that amount when somebody else is
paying an awful lot less. The sharing of
information does not necessarily seem
to be working. What training is given

to ensure that we are getting value for
money from those who are assessing
th contracts? Some of them are just
bean counters who have absolutely no
knowledge of what they are dealing with

43.

in the field that they are involved in.
They have a price, and that is it.

The Deputy Chairperson: Is there a
question there, Paul?

Mr Girvan: There are plenty of
questions. | am looking for an
explanation. | know that | have rambled
on, but | could go on for ever on

this issue. | will give you a couple of
examples later on, but can you answer
some of those points?

The Deputy Chairperson: There will be
an opportunity later on to go into the
minutiae, but | am sure Mr Peover will be
tempted to explain to us how he avoids
cartels.

Mr Peover: We look at benchmarking
prices as part of the contract process.
We would try to ensure that if the
standard price is X, you do not pay 4X
for a piece of equipment. There are
many reasons for variations, and | have
mentioned some of them; there may

be different specifications or different
cartridges; or someone may supply a
laptop with software pre-loaded and
provide support while somebody else
may not. Someone may want a particular
type of laptop to do a particular

activity and it needs to be of a higher
specification than the standard one. We
have other figures, and those variations
need to be scrutinised.

We procure about 260,000 different
product lines across 1,000 suppliers. It
is a major exercise for any organisation
to keep on top of the variations, but we
try to benchmark prices. We participate
in a number of Northern Ireland-wide
national contracts as well, and we look
at the prices paid throughout the UK
for some of those products. However,
there is undoubtedly more to be done,
and more could certainly be done on
standardisation. In the Civil Service,

for example, we have standardised
three types of laptops: a standard
laptop; a slim, ultra-portable laptop;

or a tablet. Those are the three types
that we routinely buy. Others, as you
have seen from the report, buy from
different contracts and buy with different
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47.

48.

49.

specifications. The more we can
standardise the specification, the more
likely it is that we can get best value for
money in procurement.

Mr Girvan: Look at services. Say, for
argument’s sake, one Department
tenders for an electrician to do electrical
maintenance and that contract is won
on a figure of £8:60 an hour, and you
see that there are others who have
tendered at £15 or £16 an hour, that
guy wins the contract. He has it for

two years, and in that time, electrical
maintenance costs them three times the
price it had cost them previously. When
they go back to their original tender

— and this has happened — it halved
again, even though it was £15 an hour.
The fact was that a job that was taking
him four hours was taking other people
one hour, and they would charge £16 or
whatever it was, whereas they ended up
paying £32.

Mr Peover: We look at abnormally

low tenders as part of the contracting
process, and there are arrangements
under which, if you think something

is fishy, it can be excluded from the
competition. If everybody else is coming
in at £15 an hour, and one person is
offering £6 or £8, there is something
odd. We look at issues such as that.

Mr Armstrong: When assessing tenders,
the requirement will need people from
the Department who have responsibility
for the particular service to be involved
in scoping out what they want, but

the commercials are assessed by the
people at the COPEs.The assessment

is carried out in CPD by staff who are
qualified and chartered by the Chartered
Institute of Purchasing and Supply. We
have professional procurement people.
One of the successes of the policy has
been to drive that focus on increasing
the number of professionally qualified
staff in the COPEs. CPD has made some
good progress on that. We would expect
people who are professionally qualified
and focused in that area to be able to
look at rates and identify areas that they
may need to explore.

50.
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53.

Letting contracts on the basis of an
hourly rate can encourage contractors
who might be incentivised to make the
job last longer. Our preference is to
specify quality of service, so it is a case
of saying, “Fix the light and you will be
paid x”, rather than, “Please tell us how
many hours it takes you to fix the light
and we will pay you that amount”. It is
about how you set up the commercial
arrangements and how you manage that
commercial relationship with contractors
and spot the types of things that come

up.

The Deputy Chairperson: Before |

bring in any more members, | will put a
question to Richard, in case he gets the
impression that he is not required. What
exactly are the procurement board and
the centres of procurement expertise
achieving? Do you agree that there is
plenty of infrastructure but no action in
that area?

Mr Richard Pengelly (Department

of Finance and Personnel): There is
plenty of infrastructure, but there is
also action. | will talk in a bit of specific
detail about the centres of procurement
excellence that my Department is
responsible for, which are two of the
largest: Translink and Northern Ireland
Water.

Like Stephen, | very much welcome
the report, and | think that the
recommendations offer us a good

path forward. In the past couple of
months, we have produced detailed
annual procurement plans that set out
our intended procurement over the
coming year. We have shared those with
colleagues in the Central Procurement
Directorate and the plans for each of
our own COPEs to identify opportunities
for collaborative procurement. We are
also putting in place a mechanism in
our Department for the purchase of
any common goods or services. When
existing contracts expire and come up
for renewal, all the COPEs will default
to the CPD to see whether there is a
collaborative contract in place that can
be used unless they can specifically
justify, to my satisfaction, a reason

not to. In some cases, colleagues in
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55.
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57.

the CPD have accepted that that will 58.

not be suitable. For example, Stephen
talked about laptops, and some of my
colleagues in Northern Ireland Water
need what are called Toughbooks. They
are out on site at water and sewage
treatment infrastructure plants and
need a laptop that can survive all the
ravages that they might be subjected
to. Therefore, there are some cases of
exception.

The experience in many areas is that we
in the public sector are sometimes too
quick to define ourselves as unique and
different, and need to go our own way.
That is a particular challenge for us.

Those are some of the immediate
action points that we are addressing

that specifically flow from the 59.

recommendations in the report. That will
take time to unfold. Clearly, all contracts

do not all expire at a certain point in 60.

time and some contractual relationships
last several years. However, as each
and every one of those contracts expire,
we will be adopting the approach that |

outlined. 62.

The Deputy Chairperson: Before | 63.

move on to other members, | will allow
Michael Copeland and Trevor Clarke to
come back in briefly.

Mr Copeland: Thanks, Chair. It is just an
observational point on what Des said
about changing a light. That struck a
chord with me. Knowledge of a contract
from sitting on the Committee for Social
Development revealed that a company
had been paid for changing lights in a
block of flats that ceased to exist 10

years ago. That rather shakes your faith 64.

in the way in which some of these things
are conducted. In all of this, assessing
the way that it works is historical and
information based. As my colleague

to my right said, figure 12 on page 35
of the report includes information that
is very interesting, but, in truth, is of
absolutely no use to Mickey Mouse or
anybody else. It refers to a “Computer
flat screen monitor” — fair enough —
and it lists:

“Size 177, 197, 227, 237, 24" —”

61.

65.

and “widescreen” and “touch screen”
as the variants. That, in some ways,
gives an indication as to why one
monitor might cost £87-43 and another
might cost £499-38. That information,
whilst interesting, is useless for the
purposes that we are considering. In
fact, it is worse than that: it basically
confuses the issue. It is the same
thing with the “Hotel room in London”.
You could understand why the “time of
year”, “location” and “duration of stay”
would vary, as you could understand
the variation between £45 and £165 a
day. However, it is of no use until we get
standardised information as to whether
it is the same computer or the same
hotel. Sometimes the cost of doing all
that can make the operation —

Mr Peover: Thank you for your support.
[Laughter.]

Mr Copeland: | am not here to support
you. | am here to question you.

Mr Peover: | know. These are genuinely
complicated things —

Mr Copeland: | know.

Mr Peover: — and the more that we can
standardise, the better. As Des said, if
we were all buying the same black pen
for the public sector, we would know
what we were getting and would all

buy from the same contractor. In the
Civil Service, we are standardising on

a 19-inch monitor, so we know what we
are getting and what the price is. If you
want something different — if you are an
architect and need a bigger screen —
you will have to make the case for it.

Mr Copeland: So, in reality, it would be
much more useful if, under “Computer
flat screen monitor”, it stated “19
inch” and gave the most expensive and
cheapest prices.

Mr Peover: | am going to make a bit of
a confession. The report has thrown up
that there is insufficient management
information around the system, and that
we could have done more and could be
doing more to try to improve the amount
of information that we have and to try to
push standardisation.
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If you have 260,0000 product lines,
1,000 suppliers and quite a wide range
of organisations — 200 or so — all
involved in buying materials, goods and
services, trying to get a handle on the
amount of information that is flowing
through that system is quite difficult
and will take some investment. Our
counterparts in England and Wales are
spending millions on the procurement
of IT systems to support centralised
procurement.

Mr Copeland: Was the BBC'’s recent
venture worth over £100 million involved
in that?

Mr Peover: | do not know by whom that
failed contact was procured or what
support was given.

| accept the point that the lack of
adequate management information is

a real gap. The report threw that up,

we accept that and we are moving to
improve it. We will have to invest in that.
Des’s people will be putting forward

a business case for investment in a
better system that will allow us to gain
oversight of the product range, and |
think that that will be helpful.

As Des said, if we bring the education
service and PaLS, which supports

the health service, into collaborative
partnership arrangements with CPD, that
will give us 84% of the spend on these
sorts of things. We will then be in the
ambit of a set of organisations that want
to collaborate. Richard has mentioned
that, if those arrangements are set up,
we would expect other organisations to
participate in the contracts unless there
is a reason why they should not do so.
They will have to justify that to Richard
and the other accounting officers.

The Deputy Chairperson: At the end of
the day, you will agree that there is still
loads of room for improvement.

Mr Peover: Absolutely.

The Deputy Chairperson: | encourage
members to phrase their remarks

as questions. | also encourage the
witnesses to answer the questions.

74.

75.

76.

7.

Mr Clarke: Thanks, Chairman. | will

not digress too much. It is interesting
that, since | came in about half an hour
ago, we have heard two confessions.

It strikes me that, if we had a wee box
and they paid every time they confessed
something, we could maybe get out of
the financial trouble that we are in.

Advertising is an interesting subject in
this, even looking at how people source
it. Des, | do not know whether this is
your field or not, and you can correct me
if | am wrong, but there seems to be a
policy of going to large newspapers for
advertising. If there is a small job in

a rural area that is government-linked,
you will advertise it in the ‘Belfast
Telegraph’. Do you think that you

are doing the best that you could on
advertising costs?

Mr Peover: Some time ago, the
Executive decided to centralise
advertising in the Government
advertising unit, which is run from
OFMDFM through the executive
information service. It has to

authorise the method and nature of
the advertising process. The aim of
that was to do exactly what this report
calls for: to bring things together and
allow us to negotiate better with the
agencies, whether newspapers or the
broadcast media, to get better deals.

It is about buying in greater bulk and
putting a bit of a squeeze on providers.
In that sense, there is a collaborative
arrangement under way through the
Government advertising unit. We are
responsible for Civil Service recruitment
advertisements, for example. My
Minister is keen to cut back on the
amount of money we spend on that. The
Executive have set hard-edged ceilings
on the amount that each Department
can spend on advertising.

Mr Clarke: There are two issues. There
is cutting back on advertising, and there
is actually choosing where you advertise.
If you live in Outer Mongolia or Kilrea,
where Adrian and the Chairperson are
from, it is very unlikely that they are
going to buy the ‘Belfast Telegraph’

to look for a job in that general area.
They are going to buy the local paper,
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80.

and advertising is going to be much
more cost effective and possibly more
effective locally in terms of people from
that general area applying for the jobs.
By advertising in the big papers like
the ‘Belfast Telegraph’ and ‘The Irish
News’, which are more expensive, you
are disadvantaging people, so | am
surprised that you still choose a more
expensive method of advertising even
though you are trying to cut back.

Mr Peover: We take our advice from

those who have professional expertise 1.

in managing advertising contracts, and
that is how the system is run. My Minister
is particularly keen to use online channels.
He is persuaded that, these days, more
and more people are accessing job
opportunities not through newspapers
but online, which is very cheap.

Mr Clarke: On that point, you are saying,
Stephen, that you use people with

expertise in advertising, and that it is 82

about finding volume or collaboration
with the big multiples, but is that
necessarily good value? Just because
they have expertise in getting those big
contracts secured, can you measure
that value in terms of people actually
applying for the jobs, given that people
who are Belfast-based are not going

to be travelling to the likes of Kilrea 83.

for jobs at the lower end of the pay
scales? You would assume that people
in that general area would apply for jobs
advertised in their local papers. At the
same time, you would be saving money.

Mr Peover: Recruitment advertising
tends to be bound up with equality
issues as well, so we have traditionally
tended to advertise in the three regional
papers on the basis that we cover both
sides of the community in Northern
Ireland by doing so. We also use the
online channel. To go back to the point,
people are increasingly using online
channels rather than any other form of
advertising. We will certainly look at it. It
is somewhat parallel to the report. When
they originally looked at advertising, they
discovered that different Departments
were paying considerably different sums
to procure the same sort of advertising
space. If | were in the Department of

the Environment (DOE), buying space
for planning notifications, | may have
been paying more than the Department
for Regional Development (DRD) was

to advertise road closures, etc. The
Government advertising unit has brought
that together and created an overall
budget. Authorisation is now required
from the Executive, effectively, for any
advertising campaign, and Departments
are given specific budgets for their total
advertising spend.

The Deputy Chairperson: | feel that,

for the moment, we have exhausted
that issue, although we have not quite
sorted out Outer Mongolia and Kilrea. |
am sure that social media will fill us in
on that. | am going to move on to Adrian
McQuillan, who is going to address
issues around the procurement strategy
and framework. Any supplementary
questions should relate to that.

Mr McQuillan: Adrian McQuillan from
Outer Mongolia. | have a quick question
to follow up the earlier answer to Paul.
You said that you sometimes exclude
very low tenders from the process. How
often does that happen? Can you give
me an example of that from the past
couple of years?

Mr Armstrong: There have been a
number of examples, one of which led
to legal action. The Roads Service, for
example, had an issue whereby it felt
that the prices submitted were sub-
economic, so it ruled those out and
would not take them. We have some
guidance that we use in the centres of
procurement expertise. In construction,
for example, we have seen an issue
because the market has somewhat
collapsed in the private sector, and that
has pushed prices down. The worst
thing you can do is accept a low price
that is not going to deliver the service
that you need. We have been talking

to the industry about that issue, and
the intention is to flag up that we will
proceed with a mechanism whereby,
basically, you put the numbers into

the system and it tells you whether it
looks like a tender is sub-economic and
therefore needs to be fully investigated.
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You sometimes find that contractors will
come back and say that they have a pot
of gold in reserve, and all of that sort
of stuff, and that they will do it for the
stated price, but you really do have to
take a decision on whether to risk going
ahead with that. If you do go ahead, you
have to make sure that the contractor
does not try to push up the price. We
are going to be fairly tough on that,
going forward. There are a number of
examples like that.

Mr McQuillan: That is fair enough. | just
wanted to get my head around that. |
understand that there is a procurement
policy handbook. It does not seem to
mention aggregation. Is there any formal
strategy to outline how procurement
would be aggregated?

Mr Peover: A strategy is maybe pushing
it a bit far. This was originally raised with
the procurement board in June 2011,
and we agreed a way forward. That will
be further refined at the procurement
board meeting tomorrow. In that sense,
there is a policy context within which
collaboration and aggregation is moving
forward. However, it might be pushing it
a bit to say that there is a strategy.

Mr McQuillan: Is there a plan at least?

Mr Armstrong: We have identified a
series of categories that we believe we
can take forward through collaborative
arrangement and push out to as many
public bodies as possible. We have
identified all the public bodies that
might fall within that band of interest,
but, with each of those, we will have to
look at the existing spend, the projected
spend, where the contracts currently

sit and when they close down. It will
take time to bring these things forward,
but it can be done. | will go back to

the example of the computer monitor.
Standardisation on that has been really
successful. In CPD, we have 21-inch PC
screens, but we got those for the price
of 19-inch screens because it suited the
supplier. The supplier will ask whether
you would like a 21-inch screen at the
same price. That is value for money. You
need to look, first, at where the demand
sits, what you are spending, how many

89.

90.

91.

92.

93.

bodies are going to be involved, and,
through a process of iteration and
going back to the market, you can
narrow down your requirement so that
everybody starts to use the same black
pen, figuratively speaking.

Mr McQuillan: So there is a plan, but it
is not down on paper?

Mr Peover: It is evolving. It is not a
static document that we are working to,
but, as we expand the partnership with
the education sector and the health
sector, that will increase the range of
spend that we are covering. It will also
allow Des'’s people to specialise more in
particular areas and categories of spend
so that we will have specialist expertise
to support those who are purchasing.
We have not had that level of spend to
date, so we have had people working

on a hybrid model. In that sense, there
is a direction of movement. There is a
context and a policy framework, and it
will evolve into a strategy as we work in
partnership.

Mr Pengelly: From a practical
standpoint, the rubber hits the road

in respect of what individual COPEs

in individual Departments do. In
respect of the procurement board, the
advice that comes from Des and the
Central Procurement Directorate can
set the vision and direction of travel.

| mentioned the mechanism that | put
in place in my Department, which is
that we must default to a collaborative
approach through CPD or justify the
reasons for doing something different.
That is where we get real traction. That
needs to be done at each departmental
or COPE level, rather than looking to
colleagues in CPD to do it for us.

Mr McQuillan: You need somebody to
enforce that in each Department.

Mr Pengelly: To my mind, that is there
in our accounting officer responsibilities.
We have a responsibility for delivering
value for money. Collaborative
procurement, in many but not all cases,
will enhance the way that we deliver
value for money. The framework is
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there. It is an operational issue for us to
deliver on, rather than a guidance point.

Mr Peover: If | can go back to the
Deputy Chairperson’s point, in a

sense, this is a free good for us. If

we can make savings through better
procurement, it costs nobody, as long
as we protect the interests of small and
medium-sized enterprises. That money
can be redirected to the front line or it
can be used for other purposes. There
is a real incentive to do that. The issue
is getting the process that Richard

has described embedded in all our
operations. “Comply or explain” is quite
a good principle to adopt in this context.

The Deputy Chairperson: Stephen, you
have left me a bit confused again. Why is
it pushing it a bit far to have a strategy?

Mr Peover: We would be pushing it a bit
far if we were to describe what we are
doing as a strategy. It is not that you are
pushing us too far.

The Deputy Chairperson: | will put the
question another way: why not have a
strategy?

Mr Peover: We are evolving a strategy.
You have to look at the history of this —

The Deputy Chairperson: But Stephen,
we addressed this at the beginning of
the meeting. We are really fed up with
history. We want the action.

Mr Peover: The history is important in
this context because we have —

The Deputy Chairperson: | know. It is in
the library.

Mr Peover: We have made significant
savings in procurement by concentrating
on what we thought were the key issues
along the way. The report from the
Committee for Finance and Personnel
had 41 recommendations. We have
been working on an action plan to
address those. It is not that people
have not been doing it; they have been
engaged in a whole range of activity.

We have tried a co-operative approach.
We tried to work with a lead COPE
arrangement, but it did not work. In a
sense, we should have reflected on

103.
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that sooner and got on with it. It is not
that we have not been doing anything;
we have made significant savings. The
report draws comparisons with Great
Britain in that context. One of the things
that we have to bear in mind when
drawing those comparisons is that we
are starting now from a better place
than they are because we have had
these arrangements in place for quite
some considerable time.

Mr McQuillan: Des, paragraph 2.8 of
the report states that CPD carried out a
pilot project with postal services to test
operational issues before implementing
an arrangement across government.
What did you learn from that pilot?

Mr Armstrong: We learned that there

is not good management information
available. Some activities are carried on
by virtue of part of delivering a service.
The costs of those are sometimes not
picked up and recorded. We need to get
better detail around the system. We are
currently engaged in a spend analysis
right across the public bodies. That will
give us quite good detail on what is
being spent right across Departments
and their arm’s-length bodies. That
information will be available later this
year.

As | said, when we ask how much is
spent on a particular service so that
we can centralise it and how much is
the intended spend in the future so
that we can take that to the market,
that is where you start to run into
some difficulties. Once we have the
information more centralised, with
PaLS and ourselves dealing with 85%
of the spend, that information will be
with the category teams in those two
organisations. Category management
will then kick in, which is where that
detailed information will start to reside.

Mr McQuillan: No strategy emerged.
Unless there is something written down
for people to follow, it will be all right
for a wee while, but then they will move
away from it again, back to the old ways.

Mr Armstrong: Tomorrow, we will put
the proposal that the way forward
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be based on a partnership between
CPD and PaLS, bringing it into the
education sector. We will then put in
place an implementation plan to show
the categories of spend that we are
going to address in a certain order and
what the time frame will be to move to
contractual relationships.

Mr McQuillan: Can we get some follow-
up on that later in the year to see how it
is working?

Mr Armstrong: Certainly. We need to get
broad agreement on how we are going
to move forward. Once we do that, we
will work with PaLS to make sure that
we produce a set of programmes for
different types of procurement.

Mr McQuillan: It will be interesting to
see how that works out.

Richard, figure 2 shows that your
Department has the greatest
procurement spend, as you said earlier.
Why do you not maximise savings on
common goods?

Mr Pengelly: We seek to do that. Of
the total £791 million, less than £100
million is common goods and services.
There are two very big issues that we
face: electricity for Northern Ireland
Water, and diesel for Translink. It has
been accepted by all, although one
could argue that electricity and diesel
are common goods and services, that
Northern Ireland Water, because of

the constant demand for electricity in
the water and pumping stations, has

a unique ability to negotiate a good
contract. That has been accepted by a
range of procurement experts. Similarly,
Translink has very significant storage
facilities. It takes over 90% of its orders
in the form of full tanker loads, which

it stores centrally. Other public bodies
could not come under that contract. That
would erode the price.

The analysis that | have been doing
shows that the prize in the Department
for Regional Development is about £60
million. That is the common goods and
services that are procured outwith CPD
at the moment. That is what | want to
focus on. A lot of that, the thick end of

114.
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£300 million per annum, is roads and
capital works, and, again, building a
road or not building one is pretty much
unique to us. So that is the prize for us,
and we are focusing on that.

I mentioned collaboration with CPD.

| do not define collaboration just

within Northern Ireland with CPD.

That is important. We are doing some
collaborative procurement. Northern
Ireland Water collaborates closely with
the Yorkshire procurement organisation
on some water and sewage treatment
spending. We also collaborate with other
procurement bodies in GB, so that is not
collaboration in the way we are defining
it in the context of this report, but it is
collaboration, so we are pursuing that.
However, as | said, that £60 million is

a figure that we want to focus on in the
coming months.

Mr McQuillan: DFP recently set targets
for generating savings. Why was there a
delay in setting savings targets?

Mr Peover: We have been through

a series of phases in the work of

the procurement board and we

have achieved significant savings in
procurement over the years. It is hard to
categorise. We mentioned £254 million
earlier on, and, in some areas, that is
attributed to collaborative procurement
in the report. We think that more could
probably be attributed to it, but it is hard
to classify because it was not being
recorded in that way at the time. If you
get a better deal, it is hard to attribute
that better deal or the components of it
to particular factors. We are now getting
to the point — we should have got to the
point sooner — at which we recognise
that voluntary collaboration was not
really going to work and we needed

a different approach. The “comply or
explain” approach on —

The Deputy Chairperson: Stephen, let
us pin this one down. What are you
doing in the next six months to roll out
a strategic framework that will allow
collaborative procurement to be more
effective?
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Mr Peover: Des has described that. If
we get a procurement board mandate
tomorrow, collaboration and partnership
working with Education and Health will
be the framework within which we roll
out collaborative procurement.

The Deputy Chairperson: Is that it for
the next six months?

Mr Peover: It will take more than six
months. It is a long-term project.

The Deputy Chairperson: But |
specifically asked you what you were
doing in the next six months.

Mr Armstrong: We will produce an
implementation plan that will identify
categories of spend that we want to
collaborate on. We will then use the
spend analysis information to look

at the best way of framing the new
contracts. We will then have information
on the types of suppliers that are
currently involved in providing that type
of service or product. We will look to
see whether there are local small and
medium-sized enterprises involved

in that, and then we will produce a
procurement strategy that balances
bringing everything into a large contract
to squeeze the price against the
possibility of leaving SMEs out of the
competition, because one of the key
inhibitors to SMEs being able to tender
is the body of the contract.

129.

Mr McQuillan: | have just one more
question. The target you set is 1-1%, but
the saving, as | think you said earlier,

is around £30 million. In Wales and
Scotland, it is 5%. Why be so cautious
about the whole approach?

130.

Mr Peover: There are two points to
make. First is the point | made earlier
about where we start from. We are
starting from a better place than Wales
and Scotland; we have already achieved
some of the savings that they are hoping
to achieve. Secondly, we —

Mr McQuillan: We cannot really
measure that.

Mr Peover: It is hard to describe.
We are sceptical, as indeed is the

127.
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National Audit Office, about the ability
of other jurisdictions to achieve the
level of savings that they have set for
themselves. The National Audit Office
regards the Cabinet Office’s target

as unrealistic and incapable of being
delivered. Des was involved in advising
the Welsh on setting up their centralised
procurement arrangements, and it looks
as though they are downgrading their
expected savings to £15 million a year
over the five-year period, which is not
much more than half the level that they
were predicting when they were asked
previously. Reality is beginning to bite
on some of our colleagues. They are
also investing quite heavily in some

of their systems. We could be helped
by additional investment, and Des is
going to make a business case for
improved systems to allow us to get
the management information that we
can use to do the things that you have
described.

Yes; their targets are higher than ours.
However, their targets are regarded

by the National Audit Office as very
ambitious, perhaps overly so, and —

Mr McQuillan: Is there not some point
between our targets and theirs?

Mr Peover: We are trying to set a
realistic target. The procurement board
has set us a target. | am sure that the
procurement board will not complain if
we overachieve on the target. In fact, it
will be delighted. We think that that is
achievable against the background of
where we have come from and what we
have done.

The Deputy Chairperson: We will move
on to the next section on the quality of
basic management information.

Mr Hussey: Chairman, | have done
something very unusual today: | have
not spoken yet. | am holding my pen so
hard that | am surprised that | have not
broken it, because some of the answers
that we are getting are beginning to
irritate me.

The Deputy Chairperson: Now is your
opportunity.
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Mr Hussey: Now is my opportunity. We
started off by asking why we do not buy
the one pen. Years ago, they did buy

the one pen. We had one black pen in
every Department, and everyone thought
that they were great. They could do it 40
years ago. If | had been born in 1970,

| would be 11 years younger than | am
today. The history of this is beginning to
irritate me. The report states:

“A Procurement Policy was established in
2002, but there was little progress in the area
of collaboration until 2011".

Does that mean that you did bugger all
for nine years? Clearly, you are trying to
claim credit back here by saying, “We
are that little bit better because we are
ahead of you”. You are not ahead of me.
The report also states:

“A Procurement Board was established
to develop, monitor and direct public
procurement policy.”

You say that you are ahead of Wales
because you have now done this, that
and the other. For 10 years, you appear
to have done absolutely nothing. You
have made some comments about
insufficient management information.

In 1993, | was a divisional operations
manager for Pearl Assurance, and with
every piece of paper that went past

my desk, | had more information than
you can shake a stick at. | knew where
everybody was and the amount of money
that we paid out. | will start asking you
questions now, but | am not happy with
what | have heard so far. What spend
information does CPD hold or require
procuring bodies to hold? You can tell
me that now, and we can then move on.

Mr Peover: Can | go back to the point |
made earlier?

Mr Hussey: | want that question
answered, and then we will go back to
the points.

Mr Peover: | cannot answer that
question without going back to where |
started. CPD is not a purchasing body; it
does not buy things.

Mr Hussey: CPD does not appear to do
much.
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Mr Peover: CPD is a central procurement
body that oversees procurement. The
purchasing is done by individual bodies,
whether it is arm’s-length bodies, Depart-
ments or through COPEs. Quite a lot has
been done in the 10 years since the
establishment of the procurement board.

Mr Hussey: Tell me what information it
holds.

Mr Peover: CPD holds information

by Department. The Audit Office
acknowledged in the report that we

do not hold information on spend by
COPEs. We hold spend by Departments
because we support Departments.
Departments are the spenders, and they
hold detailed information on what they
spend. The COPEs support their areas,
and they hold detailed information on
what they spend. So there is a lot of
spend information —

Mr Hussey: You have seen that
information? You are aware of that
information?

Mr Peover: Not personally, no.
Mr Hussey: The report says:

“A Procurement Board was established to
develop, monitor and direct”.

If you do not have the information, how
can you monitor?

Mr Armstrong: Since 2002, we have
produced that type of information on
spend by category and by Department.
That has been published and is on our
web page, and we report that to the
procurement board.

Mr Hussey: What information do

you share on prices, the numbers of
contracts, contract renewal dates and
suppliers?

Mr Armstrong: There are two bits to
that. The first is the information on
expenditure, which is what the report
picks up on. Another set of information
is required to satisfy, for example, the
recommendations of the Committee
for Finance and Personnel, and that is
the amount of contracting activity that
goes on. We have dealt with that by
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establishing a single portal, eSourcing
NI, which allows us to track the value
of contracts awarded, where they are
awarded to and what firms are awarded
them. That has been a significant
success. We have one point of contact
for all the COPEs in Northern Ireland,
and at least nine of the councils are
involved in that as well, as are the two
universities. Management information
on the contracting side is quite good
and quite detailed, but with the
expenditure bit, which is what the report
goes on about, we have not procured

a pay system that links in with the
accounting systems right across all the
bodies covered by public procurement
policy.

Mr Hussey: You talk about your forward
plans. What forward plans are in place
in the public sector to identify potential
collaborative procurement? | sat on one
of those committees that dealt with
procurement and collaboration several
years ago when | was a councillor.

Mr Armstrong: We have agreed a list of
categories, with an estimated spend of
around £657 million, and we will start
to look at taking forward those types of
services with the Education Department
and Health Department. That is the
implementation plan. Once we have
sign-off on the broad strategy of working
in that partnership arrangement, we

will start to work our way down through
the sets of categories already identified
for the £657 million, using the spend
analysis information to work out the
best way to contract those services

in order to give the best possible
balance between providing value for
money and making sure that we do not
disadvantage local suppliers.

Mr Hussey: We are on the verge of RPA.
I might be going slightly off target here,
but let us see. You are working with
nine councils, meaning that you are

not working with 17 — you can do the
mental arithmetic. How do you intend to
work with them towards RPA? You will

have RPA shadow councils in a year’s time.

Mr Armstrong: We need to future-proof
the arrangements that we put in place.
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In the next couple of days, we will
hopefully put out the new tender for the
e-sourcing portal. As part of that, we are
making arrangements for councils to be
involved, although, obviously, they will
have to do that on a voluntary basis. |
am not sure what arrangements will be
put in place through RPA to mandate
the use of those systems going forward,
but, when we move forward, we will
want to maximise the opportunities for
collaboration in that way.

Mr Hussey: But, do you have a forward
plan, given that you know that the shadow
councils will be in place in 2014, prior to
full implementation in 20157

Mr Armstrong: We typically make
arrangements going forward. Because

of the legal aspect, you have to clearly
define the type of contract that you want
to put in place and the bodies that might
draw from that.

Mr Hussey: Yes, but | asked you whether
you have a plan in place to meet those
councils. There will be 11 councils. Do
you have a plan in place? Is part of your
work project to have something in place
so that, when the new shadow councils
are up and running, they can be brought
together, and discussions can take place?

Mr Armstrong: We have started some
conversations with councils about how
they might come into our system. That is
how we managed to get nine councils to
use the e-sourcing.

Mr Hussey: The problem, again, is
coming “into your system”. | have a
major problem with the systems, which
we discussed when | was on those
various boards. The Northern Ireland
Assembly has a different system from
the councils, because they will not allow
the one system to operate throughout
Northern Ireland. | personally cannot
see why district councils cannot work
on the same system as the Northern
Ireland Assembly. There is nothing that
secret about this place that you would
be afraid of somebody getting hold of.

Mr Peover: Des mentioned accounting
systems. | think that there are 13
separate accounting systems as well as
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Account NI. That is one of the difficulties
about getting management information
of the type that you describe. In a

single organisation — you described
your role — that information can be
generated from a single source and sent
to whoever in the management chain
needs to look at it. In our system, we
have our own Account NI system and 13
different accounting systems servicing
the various public bodies across
Northern Ireland.

Mr Hussey: That is a fault that you have
identified, and we should, therefore,
have a standardised system. The
accounting for whatever you are dealing
with should be quite simple and is
something that everybody would want
to know. For example, when the Audit
Office goes out, | am sure that it would
be far happier if it turned up and knew
that, on page 3 of an account, it would
find the information that it is looking for.

Mr Peover: The only difficulty is that
with 190-odd bodies, ranging from
those with a handful of people through
to organisations employing tens of
thousands of people, the complexity

of the system you need for the tens of
thousands is vastly greater than the
one you need for a handful. So, we need
to find some way of providing a core of
information that can be drawn from the
systems without requiring every small
organisation to adopt a very complicated
system.

Mr Pengelly: It also goes beyond scale.
Again, taking my example of Northern
Ireland Water, as well as being classified
as a public sector body, it is a regulated
utility and has to produce regulatory
accounts. It is also a limited company,
so it has to produce accounts under
Companies Order requirements, none of
which would be addressed by Account
NI. Given the size of Account NI, to
tweak Account NI to meet Northern
Ireland Water’s requirements would be a
very costly and nugatory exercise, so —

Mr Hussey: | accept that; it is a stand-
alone body. However, in the not-too-
distant future, you will have 11 councils
that will still be paying their staff, |
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hope, as the Northern Ireland Assembly
pays us, we hope. Therefore, there is

a system of pay. | cannot see a major
problem when you have a pay system
because everybody knows what the
top line is; Her Majesty has to get her
payment, then there are a couple of
princes to be paid for, and by the time
it all comes down, there is a net figure
that eventually comes to us. It should
not be that difficult. That is why | asked
whether there is a plan in place.

Mr Peover: One of the issues goes
back to having a mandate. There are
different organisations; some are within
the normal ambit of our operations, and
some, like councils, are outside but may
voluntarily become involved. If there
were a different arrangement whereby
these things were centrally mandated
for everybody — | remember the black
pens; | used to have one of them —

Mr Hussey: Those were the days.
Mr Peover: Those were the days, yes.

The Deputy Chairperson: Ross, | am a
wee bit concerned that we are drifting.

Mr Hussey: We can see clearly that
there are issues that have not been
resolved. | would like to see them
resolved as quickly as possible,
particularly, as you said yourself, the
issue of insufficient management
information. | would like to see that
resolved. Mr Copeland has returned, and
| will let him in.

Mr Copeland: | apologise.

The Deputy Chairperson: Remember
that we are focusing on basic
management information.

Mr Copeland: | understand, Chair. |
touched on some of these things earlier
on. | want to ask about value for money
or best value, and there is a difference
between the two. If your current
information systems do not enable

you to demonstrate value for money
because there is no information, how do
you solve that problem?

Mr Armstrong: The gap that we have
at the moment is that we do not have
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173.

174.

a system that links the procurement

to the payment system. We have been
working with Account NI, since June
2012, to look at how we could use its
accounting system and turn that into

a procure-to-pay system, which is the
terminology we would use, to link that
up. We have made good progress on
that. In the incoming year, we are now
able to look at the amount of spend that
is going through centralised contracts or
contracts that are on the system against
spend that might, for some reason, not
be recorded against those contracts.
That is in place. The detail that you
need to manage and push forward

with collaborative procurement is at

a different level from what | describe
there. You cannot have it at the category
level; you need it at the product level.
We have been working with Account NI
to develop a system that will not only
collect the category information but will
tell you the product information. So, we
might, at some stage, be able to tell you
how much we have spent on black pens.

Mr Copeland: The difficulty that | have,
in some respects, is that a lot of stuff
that goes through your Department
would be technology based: printers,
laptops and software. That changes as
often as the weather in County Down
in February. How do you overcome the
fact that you will always be playing
catch-up? If it takes so long to collect
and collate the information and to turn
it into something that is useful, by the
time you have completed that process,
the technical specifications that are
market-driven will have changed to such
a degree that the information you are
basing your decisions on is useless.

Mr Armstrong: Obviously, you need to
work with the IT specialists who will
give you insight on how the market is
changing. Contracts need to be flexible.
As you draw across the ordering system
for the contracts, that is where you get
the management information. We have
catalogues, for example, on Account NI.
As you place your order for the particular
catalogue item, that management
information goes back into the system
and into the accounts.
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Mr Copeland: The catalogues change
every —

Mr Armstrong: The catalogues will
change as we go to contract. Also, we
have arrangements with the Government
Procurement Service in England, so we
can buy into the type of systems that

it is using. We are working with it quite
closely. It will go out to tender shortly
for what is called an e-marketplace,
which will allow a very effective way

of getting into catalogues. It will allow
organisations to see what they can

buy from contracts that have been
competitively tendered. We will take the
option on that to put in Northern Ireland
prices, where we determine that it is the
best deal for Northern Ireland in terms
of efficiency and SME involvement.

Mr Peover: Although there are bits that
do change fairly rapidly, there are bits
that do not change that often. Fiona is
involved in a negotiation about a banking
contract for large parts of the public
sector. There are fleet requirements —

Mr Copeland: | hope that it is not Ulster
Bank.

Mr Peover: There are elements that
remain fairly stable —

The Deputy Chairperson: It might be
time to bring this to a close. | will bring
in Trevor in a second or two. It might be
useful if you supplied the Committee
with details of how you intend systems
to be embedded throughout the public
service within a given time frame,
particularly given the whole RPA thing,
as Ross referred to. Do members agree
that that would be useful for our report?

Mr Clarke: | just want to pick up on
something that you said, Stephen. It
is something that has challenged me
about the report, and maybe even the
direction that the Department is going.
| do not necessarily buy into the whole
procurement strategy. Have you any
knowledge of the strategy changing in
terms of how we do procurement?

Mr Peover: In what sense?
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Mr Clarke: Even looking at the report,
you can find loads of criticism of COPEs
and CPD as regards how we buy.
Following what you have just said about
contracts and how you can centralise it,
there is a real danger to the really small
to medium-sized enterprises — not the
small and medium-sized enterprises as
we know them — that we depend on in
Northern Ireland. If we continue to try
to make a global supplier for everything
in Northern Ireland, Northern Ireland plc
will lose out.

Mr Peover: | agree entirely.

Mr Clarke: But the strategy and the
direction that we are going in is for
centralised procurement, which | do
not necessarily agree with. Ross wants
to talk about black pens. We could

be getting black pens directly in from
Taiwan, because there is nothing to
prevent us or anyone else actually
bidding for those tenders. There is a real
danger for Northern Ireland plc and the
small companies.

Mr Peover: | could not agree more.
Those are the two things that we need
to balance: the value for money through
better procurement on the one hand,
and supporting local business as

best we can. There are other issues
about social value being generated by
procurement spend. We are very keen
to use the government’s procurement
spend to support local firms, although
we cannot be biased in favour of them.
If we aggregate to too large an extent,
we will find that local firms will be priced
out of the market.

Mr Clarke: Unfortunately, that is the
direction in which we have been going
in the last number of years with some
of the building contracts and how
those have been awarded. You can
see that when you look at people’s
capability to tender and the expertise
that a company needs to produce the
documents that CPD now insists that
it has. Yet, whenever that contract has
been awarded, it is subbed back out at
a lower price to those who do not hold
the expertise to bid for it in the first
instance, which is not fair.
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Mr Peover: Again, | take the point.

We have been trying to work with the
industry, whether it is construction or
goods and services suppliers, to make
life simpler for them, to reduce the
bureaucracy of the documentation and
to create systems. Des mentioned the
eSourcing NI portal, which is available
for anything over £30,000. We have had
something like 1,300 suppliers come

to “meet the buyer” events, where we
can talk to them about the structural
requirements and what is needed to

be engaged with the public sector in
procurement. We are very keen to
support and work with local industry and
local suppliers. There are figures in the
report stating that spend of €300,000
up to €1 million is the sort of range
within which small and medium-sized
businesses get pushed out of the ability
to procure. We think that it is lower
than that, because our businesses

are even smaller. As | said, 89% of

our businesses are microbusinesses
with fewer than 10 staff. If we start
aggregating things too much, they will be
squeezed out. That is what we want to
try to avoid.

Mr Clarke: The other thing that is
naturally squeezing them out — we
hear about this from companies’
experience — is cash flow, when they
do have work with central government,
because government bodies are not
particularly good at paying. A very small
microbusiness cannot afford to wait for
three or four months for payment.

Mr Peover: We have been trying to

get better, and we are better with our
system. | get complaints occasionally
from people who find that particular
parts of the public sector are slow in
paying. The Civil Service pays within 30
days, and we pay the vast majority of
our suppliers within 10 days. We have
targets for that from the Executive, and
we have upped our game. Hopefully, we
support local and small businesses by
making sure that they do not have to
wait excessively long for payment. There
is an issue about main contractors and
subcontractors.
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Mr Clarke: Although you set targets

and the main contractor is paid, the
subcontractor is not. Something has to
be done about that. Building contractors
are going through an horrendous time,
and they are scared to get involved with
some big contractors because they know
that they will not get paid or it will take
a long time for them to be paid. There
is no protection for small businesses.
Although a target is set to pay the main
contractor, there is no encouragement
or default position for them to pass the
payment on to the subcontractors.

Mr Peover: It is not about just the
construction side, and it may be useful
to say a little about that.

Mr Armstrong: We have produced an
approach. We have talked to industry,
and it recognises that as a result of
where it finds itself, it has returned

to subby bashing, if | may use that
expression. Some main contractors

do not treat their subcontractors well.
We want back-to-back arrangements

in place. The good relationship and
partnership working between the main
contractor and client needs to go down
through the supply chain. A lot of the
supply chain is SMEs. The argument
that the industry will put forward is the
multiplier effect: if you put £1 into the
construction industry, you get £2-80 out.
That works only when the money goes
down the supply chain. If it sits with
the main contractor, you do not get that
economic benefit.

The process that should be there is that
the main contractor needs to sign up

to a fair payment charter and we need
to make sure that the subcontractor
payments are being made. We have a
process in CPD to make sure that our
project managers do that. We definitely
have to get cash flow around the
industry.

Mr Clarke: It would be useful, Des, if the
system that you have in place was more
widely publicised. It is not widely known
about by the contractors who are not
getting paid, and there is real frustration
among those individuals. They are not
familiar with the system, who they go
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to or how they get their payment. |
encourage you to publicise that more
widely.

| am a wee bit of a sceptic about
so-called best value in procurement. For
example, an education board has a
select list off which contracts are
awarded. However, when small schools
want to break away from that because
they know that a local supplier could
provide a service more cheaply, they
cannot do that. | gave the Committee the
example of a small piece of carpet for a
play area at the front of a mobile class-
room. That cost £80 from a local supplier
and £400 from someone off the select
list, but the school was told that it could
not break away from the select list.

Mr Armstrong: We have acted to

give a bit of flexibility for lower-value
items by moving amounts of less than
£5,000 outside the full rigour of the
procurement process. We encourage
public bodies to look first of all at the
standard contracts that we have in place
to make sure that their item can be
provided at a good price.

However, if someone is saying that they
are getting charged at that sort of rate,
please send those details to me, and |
will make sure that we investigate how
that has come about. If the contract is
wrong, we will modify it the next time

it runs out or will change the contract
as it sits. We should not be just bound
by the fact that we have a process on
procurement.

Mr Clarke: The danger, Des, is that the
wider population do not understand.

| was involved with that case, and

the school went to the North Eastern
Education and Library Board and

was told that if it broke away from

the contract, it would have to pay the
contractor for lost profit. That was two
years ago, but that is the culture in the
education board. | am sure that it is the
same in other areas. That message has
to get out because it may encourage
more competitiveness among those who
get the contracts, who will also know
that there is a bit of flexibility for others
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to take the contract or the supply of
goods off them.

The Deputy Chairperson: Before | bring
in Paul, | want to point out that two
important issues have emerged in the
past few minutes. One is the payment
of subcontractors, which was borne out
by the collapse of the Patton Group in
Ballymena where small subcontractors
were put out of business. It would be
useful to know what specific plans are
in place to ensure that main contractors
pay subcontractors. The second point
is very interesting, and that is what
flexibility is in contracts or should be in
contracts to avoid the type of situation
that Trevor described in the school
where they could not buy the carpet?

It has been pointed out to me that
there is an existing obligation to pay
subcontractors within 30 days.

Mr Girvan: We are trying to get into the
detail here. At the end of the day, it is
not necessarily to ensure that you are
screwing everybody into the ground here,
but it is to ensure that we get value for
money and proper use of public funds
and that we are not wasting money
elsewhere. | appreciate that like for

like is not included in figure 12, but
there are some very clear variations;

for example, with manila envelopes.

A manila envelope is either a manila
envelope or it is not. Are you aware that
such variations exist on common goods?
Are you aware of variations between
tenders?

Mr Peover: We are not necessarily
aware of them, because, as Des

said, access to the information is

not universal. We would be aware of
them in our own system. We know the
range of prices being paid across our
system. As far as possible, we want

to have common specifications and,
therefore, common prices rather than
wide variations, with the only variations
existing where there is some good
reason for doing something different or
buying something slightly different.

Mr Girvan: In Departments, we have
COPEs that are supposedly dealing with
items such as that. Within those, there
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is the procurement and logistics service,
or PaLS. In one of the health services,
they go out monthly to an independent
group and do a basket test of commonly
used goods. Why is information such as
that not shared for best practice among
COPEs?

We are trying to work out if this is the
right way to do it. Do we have to have

a CPD or do we just use good common
sense, good practice and proper
accounting and let every Department
deal with it? If you look at this, it calls
into question the necessity for a body
to oversee it, if it is not making effective
improvements or collaborating and
using information. We need to have the
statistical information to judge these
things, but we do not have it.

Mr Peover: We have some of it. We
benchmark on our major items of
common spend and try to ensure

that we are not paying excessively

for the stuff that we are procuring in
comparison with Great Britain. There
is an issue about the role of CPD

and what the mandate is; whether it

is a body that oversees procurement
across the public sector or whether

it is something different. As things
stand, and as Des described when

the Chairman asked about where we
are going in the next six months, the
expansion of the engagement of CPD
with the education sector and with PaLS
will bring a lot more information within
our ambit and a lot more scope for
further collaboration. So, the answer is
that we could do more. We do not have
sufficient information. We could have
better information, but there will always
be variation in the system because the
specifications may differ sometimes.

Mr Girvan: What level of expertise does
CPD have to do with the specialist type
of procurement?

Mr Peover: Quite a lot. As Des said, all
his staff, from a fairly junior level
upwards, are members of the Chartered
Institute of Purchasing and Supply.
People go through that system to work
in CPD. The point that | made earlier
was that, as we increase the spend that
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we are involved with, we can increasingly
specialise in particular areas and
develop the category management that
Des referred to earlier. That will allow
people to specialise in areas of spend
and bring greater expertise to procure-
ment in that context. That is an area of
development and part of the strategy,
which the Deputy Chairman talked about
earlier, that we are evolving.

Mr Girvan: Can contracts be written

in such a way that there is flexibility to
allow further instances of the example
that Trevor mentioned earlier? Will there
be a loophole — | am not saying a get-
out clause — to ensure that, if services
with exactly the same specification

and detail can be purchased cheaper
elsewhere, you have the opportunity to
avail yourselves of that?

Mr Peover: | will maybe hand over to
Des on that. Whether it is possible to
write a contract that allows you to opt
out of the £400 carpet and buy the £80
one, | am not sure.

Mr Girvan: Even if it is the same
specification?

Mr Armstrong: If you go with a very
strong view on collaboration, you need
to commit to your demand. Sir Philip
Green, for example, is referenced in the
report. If you buy 100 million shirts over
a certain period, you will get a better
price than if you were buying fewer
shirts. So there is also an element of
having to indicate a certain demand or
usage on a contract to draw the best
response from the supply chain.

| will outline the fundamentals. First, if
there are pricing issues in the system,
we need them to be flagged up. There
should be a contract manager for every
contract, and any instance of our not
getting a good deal on the pricing of a
contract should be flagged up to him
or her. If the whole contract is flawed,
we can close it down, but if a particular
stream or item of a contract is flawed,
that is different. It really depends on
the size of the issue, but we should be
getting the best price.
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Mr Girvan: | appreciate that we should
be getting the best price for the quality
of the item that we have specified.

My other point is one that Trevor touched
on earlier. | know people who will no
longer tender for anything whatsoever
associated with a public sector contract
because of the bureaucracy that they
have gone through. One example of such
bureaucracy concerns the Department
for Regional Development. A contractor
nearly lost his house because of what
happened. This gentleman, who could
have been involved in a significant
fencing contract for a major roads
project in my area, said that he was not
going to bother even tendering for it. He
said that, previously, the Department
became hung up on a £50 or £60
difference on one item. Over that, DRD
tied up a receipt for an invoice that he
had submitted for, | think, in excess of
£30,000. He said that he knew that he
would get the money eventually, but the
Department dragged it out, and it took
three months for a bureaucrat to decide
to sign it off. The Department and the
contractor disagreed about the price of a
certain item, so he told them to subtract
that amount. However, because the item
was on the invoice, the Department
would not remove it. It said that once

on the invoice, the item could not be
removed. The invoice was for over
£30,000, and he was into the bank for
at least that amount, maybe more. He
had commitments to make. It took three
months to resolve that one £50 variance
because of bureaucrats. He will never
tender for any public sector contract
again. That is just the way it is.

Payment has to be made within 30
days of an invoice being signed off, but
there also needs to be a bit of give and
take on both sides. People cannot be
made to hang on. The very same thing
happened with a maintenance group and
the Health Department in the Northern
Trust. One person, who was supposed
to be the clerk of works, decided to go
on holiday. He would not sign off on

an invoice before he left, and, when he
came back, wanted to inspect it. It took
him four months to sign it off. When it
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was signed off, the maintenance group
was paid within a very short time, but
four months is absolutely crazy. There
needs to be a proper link.

The Deputy Chairperson: We need to
stop drifting as well.

Mr Peover: | am sure that there are
such issues in the system. All that |
can say in mitigation is that over 90%
of invoices are paid within 10 days.
That does not mean that somebody
will not go on holiday, be difficult or
whatever. Such instances could and
should be escalated to the head of the
organisation concerned. People being
disadvantaged and having to bear bank
charges as a result of delays in payment
should not occur. The ombudsman is
there for complaints.

Mr Clarke: | feel as though | am
repeating myself, but | want to go back
to something that | asked earlier. |
think that perhaps this is Richard’s role,
so | maybe accused Des wrongly. Is
Constructionline under DFP?

Mr Armstrong: Constructionline is part of
our approach to the construction industry.

Mr Clarke: So is it under the CPD?
Mr Armstrong: Yes.

Mr Clarke: What is your opinion of how
it conducts its business?

Mr Armstrong: Constructionline has
been recognised by the construction
industry here as —

Mr Clarke: No, that is not what | am
asking you, Des. As someone in central
procurement, how do you gauge how it
performs?

Mr Armstrong: We use it to lessen the
burden of tendering. It provides the
financial information that allows us not
to ask the contractors to provide us with
details of their financial accounts. That
system has been used for some time.

Mr Clarke: | gave an example earlier,
which | thought related to DFP | am led
to believe that a sample is taken from
the Constructionline list but that it does
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not include all those available to tender
for the contract.

Mr Armstrong: That is not a
Constructionline issue. That is for
whoever is organising the tender
process. If they are using a restricted,
established or standing list, that is what
they are doing. CPD’s process is that
everything above £30,000 is on the —

Mr Clarke: Does DFP have a say in that,
Richard?

Mr Pengelly: Sorry, | am not from DFP
Mr Clarke: Sorry. | thought that you were.
Mr Pengelly: | am ex-DFP

Mr Peover: Are you asking whether DFP
has a say in the way in which things
operate?

Mr Clarke: Yes. Take the trust example
that I tried to use earlier. Someone had
that contract for many years. There was
no guarantee, nor are they automatically
entitled to it, but they did not get an
opportunity to tender because whoever
was controlling the contract took only the
first six or eight from the Constructionline
list. What is your view in DFP?

Mr Peover: There are different
approaches. We expect a properly open
and competitive process for significant
contracts. Again —

Mr Clarke: That is not happening.
Mr Peover: In the main, it is happening.
Mr Clarke: No.

Mr Peover: There may be areas in which
it is not.

Mr Clarke: In the Northern Trust, a large
contract for glass and glazing was out to
tender. | will use that example because
| am aware of it. | certainly would not
say that it is competitive tendering if
you take only a few people off the list
and ask them to submit a price. Surely
competitive tendering would mean
everyone on the Constructionline list
who met the criteria being entitled and
invited to bid.
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Mr Peover: | need to see the details of
that case. | do not know the background,
so | cannot really comment on it. In the
main, we expect competitive tendering
to go through a [Inaudible.] and we put
information on the social portal.

Mr Clarke: Sorry, you are the permanent
secretary for DFR so you should know
that your sponsoring Departments

are taking a very small sample from a
select list. They are not opening out the
process to a complete tender involving
those on the Constructionline system.

Mr Peover: Do you know what size the
contract was?

Mr Clarke: As it is for the glass and
glazing for the entire trust, | imagine that
it was quite big.

Mr Peover: | really would need to see
the details. | cannot comment without
knowing a bit more about the contract.

Mr Clarke: | will forward that through
the Committee Clerk to factor it into
the report, Chair. If that has been
the practice and you, Stephen, were
obviously not aware that —

Mr Peover: There are different
arrangements. Sometimes, people use
approved lists of contractors and so on
for procuring smallish contracts.

Mr Clarke: Will that get you best value?

Mr Peover: | do not know; | would need
to see the example.

Mr Clarke: No. You said that there are
sometimes arrangements whereby you
can take from a small, select list.

Mr Peover: It depends on the size of
the contract. If you are going out to
tender for a smallish contract, there are
contract costs involved for everybody

in trying to process that. It may be
more sensible to compile a framework
contract and draw off that for specific
projects. There are different ways of
doing this, but it largely depends on how
complicated, complex and sizeable the
contracts are and what the best way of
procuring them is.
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Mr Clarke: | will give you the details of
the example that | mentioned.

Mr Peover: That would be helpful.

Mr Clarke: Will you tell the Committee
how you pick them, what factors you
take into account, what mechanism

you use to decide how few — | do not
believe that that is competitive — will be
selected?

The Deputy Chairperson: | want to
direct a question at Richard, who, | note,
mentioned NI Water in glowing terms.
That is probably justified, as it is not the
same NIW as we knew the last time the
PAC discussed it.

Four of your temporary procurement
experts left NI Water in December. Will
you explain to the Committee how you
propose to ensure continuity in how
you replace them? What model are
you using that could be used by other
organisations with a similar problem?

Mr Pengelly: Do you mean qualified
staff?

The Deputy Chairperson: Yes.

Mr Pengelly: | do not want to seem
overly defensive, but | should say that
Northern Ireland Water is an arm’s-
length body of the Department, so we do
not micromanage it.

Northern Ireland Water does not

have a mandatory requirement for
qualified procurement staff. It has

a number of qualified staff, but its
focus is much more on experience

and ability, particularly the ability

to do the job. So it will continue to
offer training to its staff to enhance
their ability to do the job, and it will
continue to support them through the
professional exams. Obviously, when a
recruitment competition is being run,
having a professional qualification is an
advantage when there are two people
with identical experience, but it is not a
mandatory requirement.

| discussed this issue with Northern
Ireland Water in the past couple of
weeks. | want to return to the issue
and take advice from experts such as
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Des on whether we need to focus on
having an absolute minimum number of
professionally qualified staff at all times.

The Deputy Chairperson: Despite all
the nice things that you have said about
NIW, are you aware that contractors still
complain about the manner in which
they act? Complaints seem to centre

on issues such as NIW being familiar
with what it has currently and not being
willing to look at something else.

Mr Pengelly: | am not familiar with the
details of complaints, because none of
them have come to me. However, | do
not doubt, for one second, that NIW,
like any other public authority, receives
complaints, and | do not say that to
dismiss their validity.

Chair, you said earlier that the important
thing on the back of this report is what we
do in the next six months as opposed to
what we did in the past six months. As a
consequence of the work that | have
done after receiving this report, a very
serious conversation will start with all
the COPEs in DRD, and | suspect that it
will ripple across the system. There are
issues with their accessing CPD central
contracts, stopping that and going off to
do their own thing because they — in
some cases legitimately and in some
cases possibly spuriously — identified a
specific and unique requirement that
required them to do something different.
Those are the very sorts of issues that |
want to explore in detail over the next
six months with NI Water, Translink and
the bit of Roads Service that has COPE
status.

The Deputy Chairperson: Members,
before moving to the final section, | will
give you a last opportunity for questions
on this section.

Mr Clarke: Chair, Richard told you that
Northern Ireland Water is an arm’s-
length body. However, figure 12, and
even the notes relating to it, suggest
that arm’s-length bodies have the
biggest impact on the figures. Given that
all arm’s-length bodies are so bad at
procurement, particularly when you look
at the notes on the prices that we talked

260.

267.

268.

269.

270.

about earlier, what are you, or whoever
is responsible, doing to bring them into
the management information systems

and into line with everybody else?

Mr Pengelly: | think that what we

do will differ for a range of reasons,
and Stephen may want to add to the
generality. Earlier, | mentioned that

the point that Northern Ireland Water
and Translink make is that they are

not in the Account NI environment

and their management information
requirements are slightly different. Both
chief executives concerned feel that
their management information systems
are adequate for their needs. Northern
Ireland Water has an Oracle e-business
solution and is rolling out a procure-to-
pay system on top of that.

On the generalities, if we look at figure
12, we see that some of the lowest
prices paid were by Northern Ireland
Water for 17-inch monitors, and those
were secured by an arm’s-length body.

| do not want to say that one element
of very good practice justifies the many
examples of not-so-great practice that
may lurk beneath the surface.

Mr Clarke: Paragraph 3.25 nearly
draws your attention to the fact that

a higher proportion of the examples
that the Audit Office looked at related
to arm’s-length bodies. Possibly you
are the wrong person to ask, Richard,
because you may have given examples
of better practice. An awful lot of other
arm’s-length bodies and quangos on
that list come under Stephens’ remit.

| am more interested in the quangos
and arm’s-length bodies under Stephen
as opposed to some of the bigger ones
that you cited, Richard.

Mr Peover: Des made the point earlier
that we think that it is inappropriate for
people to pay vastly different prices for
the same goods. There is no question
about that.

Mr Clarke: That is a nice sound bite,
Stephen, but what are we doing about
arm’s-length bodies that basically do
what they wish? They are taking money
from central government.
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Mr Peover: Yes. | go back to the point
that Des made earlier. He said that the
information in this report, which was
gathered specifically for the purposes
of this report, is quite difficult to gather.
What we would like to do — Des is
preparing a business case for it — is
to have a system of management
information that allows us to access
routinely the sort of comparison that
we are talking about and be able to
mandate the purchase of common
goods through a single system on the
basis of comply or explain. So, unless
you had a reason for not buying off the
standard arrangements, you would have
to explain why and justify that to your
accounting officer. Lots of Departments
have arm’s-length bodies.

Mr Clarke: | have listened to what
Richard said, but Northern Ireland Water
and Translink say that they believe

that their management processes are
effective. | do not mean to be rude, but
if you look at the comparison of other
Departments and the arm’s-length
bodies, you see that their management
practices cannot be that effective
because there is such a variation in
prices. Probably a lot more of these will
come under you in DFR Stephen, than
under Richard. What are you doing to
address that imbalance?

It is OK saying that these things are
difficult, but what we really want to know
is how we will tie this down. Quite a lot
of us, certainly on this side of the room,
would like an awful lot of these arm’s-
length bodies to go. We have created a
“quangoland” in Northern Ireland, and
this report highlights that even further.
There is no control mechanism to bring
them back into line with Departments.

Given our financial constraints, DFP
is asking all Departments to find
efficiencies. We cannot say, on one
hand, that the Departments should
find efficiencies but that, if you are in

“quangoland”, you can do what you wish.

Mr Peover: No, | agree.

Mr Clarke: The point is that it looks as
though they can continue to do that.
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Mr Peover: DFP does not really have any
arm’s-length bodies of its own —

Mr Clarke: No, but you have the
chequebook, Stephen.

Mr Peover: — apart from the Utility
Regulator, which we sponsor.

Mr Clarke: You have the chequebook,
Stephen.

Mr Peover: We do.

The Deputy Chairperson: Sorry, | know
that your Department does not have
arm’s-length bodies, but you have the
pot of money. An enormous amount

of public money is poured into NIW,
Translink and other arm’s-length bodies,
and there is a public interest in how you
monitor what they do. This morning, we
got the news that Translink’s pension
fund is short by £89 million. Such
issues affect not only employees but
the general public, who face increased
prices, so please do not duck the
responsibility.

Mr Peover: That is not what | am doing,
Chairman. The point that Richard made
is the right one. All accounting officers
who have arm’s-length bodies under
their control should be challenging them
to procure in an effective and efficient
way. As Richard said, if they have a good
reason for doing something differently
from the standard, they should explain
what that reason is. If they have no good
reason, they should be buying into the
standard contracts.

Mr Clarke: But the point, Stephen,

is that, in terms of what Richard is
saying about what their reason is, for

a layperson or a member of the public,
that is actually not a good reason — just
because they believe that they have
good management practices in place.
There is a bit of protectionism there.
They believe that their 19 in monitor is
better value than the one by the civil
servant who has got one at half the
price or one third of the price. There are
not enough stringent controls to bring
them under control. | am still looking at
you, because you are the man —
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Mr Peover: | am happy to answer. | think
what Richard was saying — excuse me,
Richard, if | am misquoting you — was
that they believe that they have good
management information systems that
generate the sort of information that
they as an organisation need to manage
their business. That is a judgement
that they have to make. It is a company.
Richard has described how complicated
the system it is operating under is, but
it is operating as a business. There is

a separate issue about common goods
and services. To go back to the black
pen that Mr Hussey spoke about, if

we are all buying black pens, and you
want a £20 black pen rather than a

20p black pen, you will have to justify
to your accounting officer why you are
buying a £20 black pen rather than a
20p one. That is the system we want

to set up — comply or explain. That
requires us to have the information, and
we are deficient in information. We need
to strengthen our information systems,
but the point of it is to do exactly what
you are describing — to be able to ask
people why they are paying X when they
could be paying half of X or 10% of X, or
whatever.

297.

Mr Clarke: How are you doing that now?

Mr Peover: That is the whole point of
getting the information up and running.

Mr Clarke: So you are not doing that?

Mr Peover: We are doing it to an extent,
but not to the extent that we want to. In
the systems that we support | think that
is happening reasonably well. We have
the figures that Des talked about earlier
on the number of contracts we have in
place.

The Deputy Chairperson: To move things
on, can we tie this down and hear from
you specifically what you intend to do.

Mr Peover: Des has described that
already, Chairman. We have a meeting
of the procurement board tomorrow to
look at a model. We will work through
the implications of that and bring that
partnership arrangement into being with
the procurement and logistics service
(PALS) and the education system, and
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we will roll the process out over a period
of time.

The Deputy Chairperson: Specific to
what Trevor said, do you accept that it

is equally important that those arm’s-
length bodies — some of them with very
long arms — are equally accountable for
the manner in which they conduct their
procurement exercises?

Mr Peover: Yes.
The Deputy Chairperson: Thank you.

Mr McQuillan: | think it goes straight
back to the question | was asking about
whether you have a strategy or a plan
to roll it out. We were told that there

is a notion of how we are going to do

it, but no strategy or plan. If there was
a strategy and a plan then everybody
could work to the same plan and know
exactly what they were doing, arm’s-
length bodies and all. Somebody looking
in would actually know what they were
doing as well.

Mr Peover: We have committed to
providing the Committee with an outline
of what we intend to do.

The Deputy Chairperson: Colleagues,

| want to move on to the section on
COPEs. It is you again, Stephen. There
are eight centres of procurement
expertise. Might there be too many
chiefs in the procurement world? Maybe
more direction is needed in that area

to make the gains and protect front line
services. Are there too many chiefs?

Mr Peover: You might say that, Chairman.
The policy is that we have CPD and a
number of COPEs, which are supposed
to have a unique portfolio justifying their
existence as COPEs. That does not mean
that they only procure unique things.
They do other things as well. That is the
context within which we operate.

The Deputy Chairperson: As an
individual in a position of great power,
would you consider making collaboration
mandatory and appointing a lead
procurement organisation.

Mr Peover: Unfortunately that is not
within my gift. That is an Executive
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decision. The Executive, in a sense,
have established the arrangements for
procurement within the Northern Ireland
context, and it is as described in the
document.

The Deputy Chairperson: Would
you feel comfortable making such a
recommendation to that august body?

Mr Peover: | might be interested in
making such a recommendation, but it is
a policy decision for the Executive how
they want to organise the structure for
procurement in Northern Ireland. It is
not a matter for civil servants.

Mr Copeland: From listening to all this,
it strikes me that you are involved in an
evolving process. | am curious to know
for how long that has been evolving

and why it seemed to start off so bereft
of the accounting information and the
method of gathering the information that
it required. It strikes me that, until you
get that, you will not be able to do what
you are trying to do.

Mr Peover: Yes; it has been evolving
since 2002.

Mr Copeland: That is a very long
gestation period.

Mr Peover: It is. | do not want to go
back into the history again and annoy
the Deputy Chairman further, but

there were phases where there was a
particular focus on issues. The first
phase was bringing the system into
being and setting up some of the central
policies, the context and the framework.
The second phase focused on how we
can make procurement savings that
would help to offset the pressures on
the system. The third phase was the
response to the Committee, and now we
are moving into —

Mr Copeland: Eleven years.

Mr Peover: It is a big system, spending
£2-6 billion and involving 199, or
whatever it is, different organisations.

| do not want those to sound like
excuses, but it is quite complicated to
get these systems in place.
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Mr Copeland: | do not doubt that it is
complicated. What | am driving at is that
the things that are hamstringing you now
must have been the things that were
hamstringing you at the start.

Mr Peover: | am not sure. Improving
the professionalisation of procurement;
getting policies in place that supported
the system; and establishing
relationships with COPEs and the
Departments — those things have been
moving along, | think, quite successfully
over the years, and | think that we

can point to a track record of some
considerable success. | think that we
could have done more — there is no
point in pretending — on aggregation
and collaborative procurement. What
we need to do — Mr Clarke made this
point earlier — is make sure that that
does not have an undue negative impact
on small- and medium-sized enterprises
in Northern Ireland. We do not want

to undermine our own economy by
excessive aggregation.

The Deputy Chairperson: That gives me
an opportunity to come back in again, if
you do not mind, Michael.

Mr Copeland: No; please.

Mr Dallat: The Audit Office established
that COPEs procure half of all common
goods and services but found only four
examples of COPEs co-operation. What
measures are in place to ensure that
there is a more effective and joined-up
approach by COPEs when advising on
the procurement of common goods and
services?

Mr Peover: | think that that goes back
to Richard’s earlier point about COPEs
buying off collaborative contracts and
being mandated to do that, except
where they can justify not doing it. There
already is a fair bit of procurement

of central contracts. The Audit Office
report points to a number of specific
areas, such as IT services, electricity
and fuel, where there are collaborative
arrangements, but it could be better.

Mr Pengelly: Sorry, Deputy Chairperson,
may | add to that?
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Mr Dallat: Yes.

Mr Pengelly: Maybe this is a

further confession. We talked about
management information and
particularly figure 12. | do not think
that figure 12 is in any way driven by a
paucity of management information. If it
is driven by a problem, | think that it is
a behavioural problem that arm’s-length
bodies are not doing the right thing
often enough.

On the issue of forcing collaboration,
collaboration, as a general direction

of travel, is a good thing, but it will not
be the right thing to do in every set of
circumstances. We talked earlier about
the possible implications for SMEs. If
we are to share procurement plans,

as colleagues in CPD are now helping
us to do, and work with each other, |
think that, fundamentally, we need to
change behaviour more. That is very
much an operational issue that | and
my colleagues need to address with
our centres of procurement expertise.
We know that there is scope for more
collaboration. Better management
information will quantify that precisely,
but, at the moment, we know that there
is a broad number.

The Deputy Chairperson: Do you agree,
Richard, that things have been very
sketchy?

Mr Pengelly: | think that they have been
sketchy, but bear in mind that COPEs are
given COPE status because they have an
expertise in their own area. | would not
want to underestimate the difficulty of
the external challenge.

The Deputy Chairperson: That is a

very important point: we do not want

to underestimate it. The four examples
were worth about £10 million or just
over 1% of total annual spend on
common goods and services. Surely that
suggests that it is very sketchy.

Mr Pengelly: Again, as | tried to point
out in one of the examples that | gave
earlier — maybe this is the management
information point — I think that there

is more collaboration happening than

is recognised, but our systems do
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not capture that. | gave the example

in my area where some of my COPEs
are collaborating with COPEs in GB
rather than locally, but they are still
getting the advantages and benefits

of that. We want to make that a much
more systematic approach. We want to
mandate people to make that their first
port of call. Sorry for the repitition, Chair,
but we need people to get back to the
idea that there is only black pen and
not four types of black pen. Sorry for
overplaying the analogy.

The Deputy Chairperson: We must get
away from that black pen.

Mr Peover: You asked what | would
advise and what the structure for
procurement should be.

The Deputy Chairperson: You told us
that you will recommend mandatory
procurement.

Mr Peover: Right, we have had 11

years of the current structures and the
procurement board. It is timely to review
the role of the board, which will be
discussed tomorrow. It would be helpful
to look at how the system as a whole
operates because nothing stays static
for 10 years or more.

The Deputy Chairperson: We have
had a good hearing. There is just one
last question: the Audit Office report
presents a rich vein of opportunity to
save during a period of austerity — the
word that we used at the beginning.
Members have sought to find an
explanation for the lack of progress
since 2002. Stephen, will you take
this opportunity to stimulate greater
collaboration in procurement?

Mr Peover: Yes.

The Deputy Chairperson: That is an
honest answer, | hope. Following on
from that, when can we expect to see
a more ambitious target for savings?
We quibbled a little about that at the
beginning.

Mr Peover: It depends on whether you
regard the target as ambitious. We think
that it is realistic and we will look at
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it again. | urge the Committee to look
sceptically at what is being claimed for
likely savings at a national UK level. Like
yourselves, we are keen to ensure that
we spend public money sensibly, within
the constraints of support for local
businesses.

342.

So, yes, we will look at whether a more
stretching target is desirable. However,
that is a matter for the procurement
board. If the Committee makes
recommendations, we will take them to
the procurement board for discussion
and agreement.

The Deputy Chairperson: One very last
word from Trevor.

Mr Girvan: Just a very sceptical word.

Mr Clarke: | was born that way. Figure
5 in the report, “Results from survey
questions on collaborative procurement
strategies, plans and proposals”, does
not capture very well how the COPEs
and CPD work together. In answer to
the question “Do have a procurement
business plan?”, 17 said “no”. In
answer to the question “Do you include
proposals to collaborate within annual
procurement plans?”, 12 said “no”.
There is nothing proactive there. Those
survey results are not very encouraging.
What is your take on that, Stephen?

347.

Mr Peover: The answer is “no”.

Mr Clarke: The answer was “no” to
quite a lot of those questions.

Mr Peover: | agree that it would have
been better to have had much more
positive answers and people having a
clearer focus on collaboration.

Mr Clarke: Those people are supposed
to have the expertise but do not want to
share it.

Mr Peover: That is not quite fair to
them. If you look at —

Mr Clarke: If they continually to say
“no”, that means that they do not want
to share.
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Mr Peover: Appendix 2 of the report,
“Analysis of common goods and
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services procured by individual COPEs
(2010-11)”, shows that they are
doing more than they give themselves
credit for. They are unduly harsh on
themselves. They may not have a
formally documented strategy —

Mr Girvan: So, they do not know.
Mr Peover: — but they are doing things.

Mr Clarke: The fourth question in

figure 5 asks, “Does your efficiency
delivery plan include efficiencies from
collaborative procurement?”, and 11
answer “no”. | wish that | has seen that
earlier. There is nothing there to cause
enthusiasm. That is the 2002 position.
We are now in 2013. We are going
through a difficult period in Northern
Ireland. There are, and have been,
opportunities for collaboration but figure
5 clearly does not demonstrate that.

Mr Peover: | think that they undersold
themselves, Mr Clarke. Des, you feel the
same.

Mr Clarke: Well, you have not sold them
either, if have to say, Stephen.

Mr Peover: Appendix 2 shows the sorts
of things that they are involved in on a
collaborative basis and how much spend
is going through collaborative contracts.
They have not given themselves credit
for what they are doing.

Mr Armstrong: It may be an exercise
to look at appendix 2 and indicate to
you some of the lines being delivered,
fully or in part, by collaborative
procurement. For whatever reason,
the information was gathered in a way
that does not show it in the best light.
Some comments in the report on CPD
fall to the fact that CPD does not have
expenditure. So, if you ask CPD about
expenditure, you will get a sad answer.

Mr Clarke: You have just prompted me
to ask you something. Figure 12 shows
that CPD did not actually hold or supply
the information.

Mr Armstrong: It depends what part of
CPD you ask. The figures that the Audit
Office has used come from our annual
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351.

352.

353.

354.

355.

356.

spend analysis. We have lots of pricing
information.

Mr Clarke: Yes, but that suggests to

me that the Audit Office had to get

that information from that source

as opposed to being offered that
information from CPD. It clearly says

in figure 12 that the Audit Office was
not offered the information from CPD.
We are doing a report on procurement.
When it comes to confidence, one of the
Departments could not furnish the Audit
Office with the particular information
that it required.

Mr Armstrong: The overall expenditure
by category is provided by CPD’s policy
division. We provided that information.
The Audit Office’s added value is, |
suppose, the analysis around COPEs.
We have the high-level category
information. Whether or not we have
prices against some of the tables we
have looked at, we have lots and lots of
prices. We get the contracts in. Every
contract that comes in has commercial
information on it. We are overwhelmed
with that type of information. | will hold
my hands up. | cannot understand how
we got into the situation where the
report says that we did not pass on
information. We co-operate fully with the
Audit Office. If that had not happened —

Mr Clarke: | think if | give you a shovel,
you will keep digging. You have just

said that you are holding loads of
information. Why is the information on
pricing not held centrally, whether there
are sensitivities around it or not? If you
had passed that on to the Audit Office, it
could have used that so-called sensitive
information. That you cannot put your
hand on that suggests to me that there
is no central information system in CPD.

Mr Armstrong: That is the bit of work
that we have been doing with Account NI.

Mr Clarke: It is disappointing that you
have not got that in place, given the role
that you play.

Mr Armstrong: The accounting system
was only in a state at which we could
start to turn it into a procure to pay
system about a year and a bit ago. As
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soon as that became available to us, we
worked with Account NI to turn it into the
system that we now have in place. Our
focus before that — just to dig myself
back out of this hole — was that we

had been working on the contracting
information through the e-sourcing
portal. | want to assure the Committee —

Mr Clarke: How long has CPD been in
existence?

Mr Armstrong: Since 2002, when the
policy came through.

Mr Clarke: Since 2002, until one year
ago, by your own admission you still had
no system to gather the information as
it came in. | think that that is an awful
indictment on you in the first instance.

Mr Peover: To be fair to Des, and
without wanting to stop him from
defending himself, he did mention the
point about Account NI. Its availability
was not there for a large part of the
period between 2002 and 2008 or
2009 when it was fully rolled out. It

is still being rolled out, because the
Department of Justice is just coming
on to it now. That is the first bit. The
second is that Account NI covers only
about 30% of the spend. Another 70%
of the spend goes through the 13 other
accounting systems that | mentioned
earlier. Capturing that information
across 13 accounting systems is going
to be a difficult thing for us. To go back
to the point | made earlier, | think that
the system has sold itself short. Maybe
the best thing to do would be to let the
Committee have some commentary on
appendix 2 so that we can point out
the areas where collaboration has been
happening, in our view, effectively.

Mr Clarke: You would not be suggesting
dressing it up slightly, would you?

Mr Peover: No.

Mr Dallat: | am going to call a halt
there. [Laughter.] This is not a debating
society.

We will now collect the evidence,
plus any additional evidence that we
may ask you for. It remains for me to
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thank you, very sincerely, on behalf

of my colleagues, for the hearing,
which | believe has been very useful
and constructive. | thank Hansard

for covering the session. You will be
pleased to know that we are now going
into private session, so you may go.
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Chairperson’s Letter of 10 June 2013 to
Mr Stephen Peover

Public Accounts Committee
Room 371
Parliament Buildings

Ballymiscaw
BELFAST BT4 3XX

Tel: (028) 9052 1208
Fax: (028) 9052 0366
E: pac.committee@niassembly.gov.uk

Stephen Peover
Accounting Officer
Department of Finance and Personnel 10 June 2013

Dear Stephen,

PAC inquiry into Collaborative Procurement and Aggregated Demand

Thank you for your participation in our meeting on 5 June 2013.

At this meeting you agreed to provide some further detail in writing. Please provide the
following information:

The proposals put to the Procurement Board iro review for collaborative potential of 95%
of the budget;

The decisions and next steps flowing from this review;
A flowchart setting out the target-setting process for collaboration in procurement;

An overview of the plans for converging the Procurement and Logistics Service (PALS)
and the Education and Library Boards, with indicative completion dates and informed
estimates of anticipated savings;

A detailed assessment of the management information systems, their implementation
plans and the indicative timetable for implementation, you propose to use to marshall and
supplement existing procurement data to enable benchmarking, monitoring and review;

A copy of the review of the role of the Procurement Board;

An overview of how benchmarking information, such as prices and contract terms, is
currently gathered and how this is analysed;

Commentary on appendix 2 to give CPD’s perspective on the adequacy of the information
it holds;

current monitoring, sampling and review arrangements in CPD to evaluate the work of
Constructionline.
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I will write to you again when | have received additional information on the individual
Constructionline case referred to by Mr Clarke MLA.

| should be grateful if you could provide this information by 24 June 2013.

Yours sincerely,

ek 46

Michaela Boyle

Chairperson
Public Accounts Committee
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Correspondence of 3 July 2013 from
Mr Stephen Peover

From The Permanent Secretary
Stephen Peover

Rathgael House

Balloo Road

BANGOR, BT19 7NA

Tel No: 028 91277601
Fax No: 028 9185 8184

Ms Michaela Boyle

Chairperson

Public Accounts Committee

Northern Ireland Assembly

Parliament Buildings

Ballymiscaw

BELFAST BT4 3XX 3 July 2013

Dear Michaela

PAC Inquiry into DFP Collaborative Procurement and Aggregated Demand — Request for
Further Information Following PAC Hearing 5 June 2013.

| refer to your letter of 10 June 2013 requesting further information for the Public Accounts
Committee following the hearing on DFP Collaborative Procurement and Aggregated Demand
on 5 June 2013.

For ease of reference | have attached the information following the format outlined in your
correspondence.

Yours sincerely

gt

Stephen Peover
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Further Detail Following The Public Accounts
Committee Hearing 5 June 2013

1. The proposals put to the Procurement Board iro review for collaborative potential of 95% of
the budget;

CPD Response: The revised proposal for collaboration approved by the Procurement Board
on 6 June 2013 aims to influence approximately 85% of the expenditure on common goods
and services by all bodies covered by NI Public Procurement Policy!. The Procurement Board
Paper, which is attached at Annex A, is based on close collaboration between CPD (to include
procurement on behalf of the Education and Library Boards (ELBs) and Further Education
Colleges (FEC)) and Procurement and Logistics Service (PaLS). Northern Ireland Housing
Executive (NIHE), NI Water and Translink are required to collaborate with CPD/PaLS on a
‘comply or explain’ basis. Where appropriate, CPD will also use UK arrangements through
Government Procurement Service (GPS) and their delivery partners.

2. The decisions and next steps flowing from this review;

CPD Response: Following the Procurement Board approval of the proposal, CPD has
developed an implementation plan for collaborative procurement, this includes:

® completion of a spend analysis by 31 August 2013;

® review of the contracts which fall under the collaborative categories within other CoPEs to
capture information on the expiry dates, future requirements and demands;

B amendments to the existing Service Level Agreements with CPD Clients to incorporate a
stronger mandate for the use of CPD collaborative arrangements;

m establishment of a task and finish group to develop a procurement pipeline of
collaborative arrangements and systems and processes for benchmarking; and

®  development of a Collaborative Contracts Board which will provide appropriate governance
and controls to ensure and enable the implementation of collaborative procurement
arrangements and, where appropriate, access to suitable national arrangements.

3. A flowchart setting out the target-setting process for collaboration in procurement;
CPD Response: A flowchart is attached at Annex B.

4. An overview of the plans for converging PaLS and the ELBs, with indicative completion dates
and informed estimates of anticipated savings;

CPD Response: There are separate plans in place to increase CPD collaboration with PaLS
and the ELBs:

i. PalLS: A Collaborative Contracts Board will be established where CPD and PaLS will
agree the common categories for collaboration. These categories will be finalised when
the spend analysis and market impact assessment have been completed later this
year. Proposals will be submitted to the respective Boards for approval to proceed.

ii. ELBs: With the impending establishment of the Education and Skills Authority (ESA) it
has been agreed that ESA will establish a Project Board to manage the transfer of their
procurement activity to CPD. The Board will be established in July 2013 and a plan to
transfer the procurement of goods and services from ELBs to CPD will be agreed to
coincide with the formation of ESA. The date for the establishment of ESA has not yet
been agreed therefore CPD cannot confirm a completion date for the transfer. However

1 Source of information for data: NIAO 2012 Report DFP Collaborative Procurement and Aggregated Demand’ http://
www.niauditoffice.gov.uk/index/publications/report_archive_home/2012/niao_procurement.pdf
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CPD will use its experience of managing the transfer of DOJ procurement to CPD in
2010 to ensure a smooth transition of ESA’s procurement function. This will include
working closely with ESA on the following activities:

a. appointment of a project Senior Responsible Owner (SRO) from ESA;
b. establishment of a Project Board;

C. appointment of a ESA Project Manager; and

d. establishment of a key stakeholder group.

Potential savings from collaborative procurement cannot be confirmed until the categories for
collaboration have been agreed following the spend analysis and market impact assessment.

A detailed assessment of the management information systems, their implementation
plans and the indicative timetable for implementation, you propose to use to marshall and
supplement existing procurement data to enable benchmarking, monitoring and review;

CPD Response: An assessment of the management information systems is attached at
Annex C. CPD recognise the need for a further review of the management information
requirements to enable effective collaboration across all departments, their agencies and
their Non-Departmental Public Bodies. The spend analysis which is scheduled to report
before the end of August 2013 will show the current gaps in the management information
available including benchmarking data. The information gathered from the spend analysis will
help inform the business case for the future management information systems required to
capture procurement and contract information to enable accurate benchmarking, monitoring
and reporting against contract compliance. This business case will review the options to
achieving timely, relevant and accurate management information and will assess the costs
and benefits in establishing common systems against the committed investment in existing
technology by organisations covered by NI Public Procurement Policy.

A copy of the review of the role of the Procurement Board;

CPD Response: It is proposed that the review will be undertaken in the autumn of 2013. A
copy of the review report will be provided to the Committee following consideration by the
Procurement Board.

An overview of how benchmarking information, such as prices and contract terms, is currently
gathered and how this is analysed;

CPD Response: CPD use the principle of competitive supply as a means of achieving Value
for Money (VFM). CPD accept this is an area that needs focus and intends to establish a task
and finish group to investigate the viability of benchmarking with other CoPEs against the
categories identified in the NIAO report.

PaLS use in three distinct areas; price performance, logistics efficiency and organisational
performance. Price benchmarking takes place on a shopping basket of goods on a monthly
basis through an independent third party service provider. The goods benchmarked cover a
diverse range of consumable products common to organisations in Health and Social Care

in Northern Ireland including, but not restricted to, medical and surgical products, food and
stationery items the majority of which are supplied through the PaLS’ central distribution
centre. The annual value of the shopping basket is approximately £10m. Prices are
benchmarked against 3 distinct peer groups, Health Agencies (covering strategic procurement
organisations in health in Wales and Scotland), Health Group (covering all health clients of
the 3rd Party provider including NHS organisations within Wales, Scotland and England) and
“All User” group which covers all clients of the 3rd party provider benchmarking those goods.
This information is used to measure PaLS performance in achieving competitive pricing as
well as evidence of managing prices over time. Tracking of price performance also takes place
against key indices including Retail Price Index and Health Supplies Cost Index (HSCI).
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8.

Commentary on appendix 2 to give CPD’s perspective on the adequacy of the information it
holds;

CPD Response: Departments provide an annual return to CPD on procurement activity
against the range of categories shown in appendix 2 of the NIAO report. CPD did not have
access to expenditure data and it is recognised that the high level information provided by
departments lacks the detail required to identify the potential opportunities for collaboration.
The inadequacy of the information will be addressed under the revised strategy for
collaboration which was agreed by the Procurement Board on 6 June 2013. It is anticipated
that the information provided by the spend analysis will show the granularity of detail required
to identify collaborative opportunities.

Current monitoring, sampling and review arrangements in CPD to evaluate the work of
Constructionline.

CPD Response: Constructionline is the United Kingdom’s preferred certification scheme used
in the pre-qualification of construction-related contractors, consultants and material suppliers.
In order to register with Constructionline suppliers must demonstrate that they are financially
viable and that they are unlikely to expose a buyer to undue risk of financial failure if they are
invited to tender.

As Constructionline is owned by the Department for Business Innovation and Skills, CPD is
not responsible for monitoring, sampling or evaluating the work of Constructionline.

However, CPD and the other Construction Centres of Procurement Expertise (CoPESs) liaise
with Constructionline directly to resolve issues relating to supplier registration that may arise
during the course of their procurements.

In addition, CPD facilitate quarterly review meetings held between Constructionline and the
other CoPEs. These meetings provide the opportunity for CoPEs to present common issues,
experienced during the course of their procurements, to Constructionline.

CPD also facilitate meetings of the Northern Ireland Constructionline Advisory Committee. The
committee comprises members of CPD, Constructionline and the Construction Industry Group
For Northern Ireland (CIGNI). These meetings allow the local construction industry to discuss
specific issues with Constructionline. The last meeting was held on the 10 October 2012.

Annex A: Procurement Board Paper.
Annex B: Collaboration Target-Setting Process Flowchart.

Annex C: Assessment of Management Information Systems.
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Annex A

Procurement Board Meeting — 6 June 2013

Subject: Strategy for Collaborative Procurement of Common Supplies and
Services (With DRD Admendments 7 June 2013)

Recommendation: The Procurement Board is asked to:

i. note the developments in relation to the collaborative
procurement of common supplies and services; and

ii. endorse the revised strategy and governance arrangements.

Purpose
The purpose of this paper is to:

B update the Procurement Board on the progress made since November 2012 in relation to
collaborative procurement;

® outline the revised strategy for the provision of common supplies and services as
recommended in the Northern Ireland Audit Office (NIAO) report; and

® highlight the revised governance arrangements for collaborative procurement.

Update on Developments

Transfer of educational bodies’ procurement to CPD

It has been agreed that Central Procurement Directorate (CPD) will be responsible for the
procurement of supplies and services which are currently carried out by education sector
bodies after the formation of the Education and Skills Authority. The procurement portfolio for
the education sector equates to an annual value of circa £235m.

Further Education Colleges are now classified as Non Departmental Public Bodies (NDPB’s)
under the Department of Learning (DEL) and, as such, their procurement activities are
subject to NI Public Procurement Policy. It has been agreed that CPD will act as the Centre of
Procurement Expertise (CoPE) for the Further Education Colleges.

The aggregated spend on common supplies and services, identified in the NIAO report
‘Collaborative Procurement and Aggregated Demand in Northern Ireland’, for current CPD
clients and the educational sector is £590 million per annum. This represents 67% of the
total spend for bodies covered by NI Public Procurement Policy.

CPD/PaLS Collaboration

The Procurement and Logistics Service (PalLS) is the CoPE for supplies and services to the
Health and Social Care organisations. According to the NIAO report, the common supplies
and services procured through PalLS represent 18% of the total spend on these categories.

In recognition of the synergies between CPD and PalLS as Central Purchasing Bodies? for their
respective client bases and the potential for savings through aggregation of demand, CPD
and PaLS have agreed to work in partnership to identify opportunities for collaboration within
the limits of the Health and Social Care NI (HSCNI) enabling legislation.

“Central Purchasing Body” is defined in the Public Contracts Regulations 2006 (as Amended). Such bodies acquire
goods or services and award public contracts for one or more contracting authorities.
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7.

10.

11.

12.

13.

14.

15.

The annual aggregated spend on the common supplies and services identified in the NIAO
report for PaLS and CPD (including the educational sector) equates to some £740 million
which accounts for 85% of the total spend on the common spend categories. This leaves
15% of the total supplies and services spend with Translink, NI Water and Northern Ireland
Housing Executive (NIHE).

CPD/Government Procurement Service Memorandum of Understanding

The Cabinet Office Efficiency Reform Group’s strategy for the centralisation of nine

key categories of spend across Central Government has increased the opportunity

for collaboration within the NI Public Sector. The procurement for these pan-national
arrangements is carried out by the Government Procurement Service (GPS), an executive
agency of the Cabinet Office. All Whitehall Departments have a mandate to use the central
contracts arranged by GPS.

Early indications show that the arrangements are delivering savings through reduced
transaction costs, standardisation and better pricing through committed volumes. These
arrangements are open to devolved administrations and the wider public sector on a
voluntary basis.

A Memorandum of Understanding (MOU) was agreed between GPS and CPD on 22 October
2012. The MOU formalises the arrangements for the use of appropriate UK arrangements by
CPD and other CoPEs.

The relationship between CPD and GPS has been strengthened to improve the potential for
better value for money, when to do so will not have an adverse affect on the ability of local
SMEs to compete for the tenders.

NIAO Report: DFP Collaborative Procurement and Aggregated Demand

The NIAO report includes 14 recommendations, the first of which is that a ‘collaborative
procurement strategy should be devised and underpinned by a detailed action plan to
aggregate demand for common goods and services across all CoPEs’.

Revised Collaborative Strategy for Common Supplies and Services

The NIAO report refers to ‘pan-government’ collaborative procurement (section 2.9). However,
to date CPD has not been able to secure agreement on collaboration across all CoPEs. The
revised strategy will therefore be mandatory for CPD’s clients only (including the educational
sector post January 2014). Collaboration with PaLS will be on a Service Level Agreement
(SLA) covering identified categories of spend. There will be a presumption in favour of
Translink, NI Water and NIHE using these collaborative arrangements for specified common
services and supplies on a comply or explain basis. The relevant Accounting Officer will put
in place arrangements to record a reasoned case for departures which will be subject to
periodic monitoring by the parent Department. Where this is the case Translink, NI Water and
NIHE will be required to provide CPD with details of any arrangements they put in place, for
benchmarking purposes.

The vision of the revised Collaborative Strategy is to:

Centralise the supply of an agreed range of common supplies and services for CPD’s clients
and to maximise opportunities for aggregation with other CoPEs to achieve best value for
money in support of the delivery of better government services.

The revised strategy on collaborative procurement will:

B maximise the potential for aggregation by CPD and its clients and will be delivered by the
practice of category management;

m  explore opportunities for collaboration with PaLS on an agreed range of supplies and
services. These will be offered to Translink, NI Water and NIHE;
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16.

17.

18.

19.

20.

m allow CPD to benchmark prices across CoPEs; and

B benefit from aggregated arrangements established by GPS or its partners, when appropriate.

Governance Arrangements

Paper PB (2011)20 was presented to the Procurement Board in November 2011 outlining the
proposals for the governance, structure and implementation of a strategy for collaboration.

As a result a Central Contracts Board was established in March 2012 with representation
from all of the CoPEs. It is now proposed to stand down the Central Contracts Board and
replace it with the Collaborative Contracts Board (CCB). The membership of the new CCB will
be as follows:

m  Director, CPD (Chair);

m  Divisional Director, Supplies and Services Division CPD;
® Director, PaLS;

® DRD Finance Director or Senior Finance Director;

B A representative from AccountNI; and

m Director, GPS.

The CCB will meet every two months and report progress to the Procurement Board on a six
monthly basis. The first report will be issued to the Procurement Board in November 2013
and will:

® provide details of a spend analysis/benchmarking exercise and market impact
assessment on the selected collaborative procurement categories;

® recommend the categories to be taken forward and the sourcing strategy (ie: whether it is
procured through CPD or a GPS arrangement); and

® outline the structure and funding necessary to implement the strategy.

The primary governance arrangements for collaborative procurement are:
® SLAs between CPD and its clients;

® SLA between CPD and PaLS; and

® MOU between CPD and GPS.

CPD SLAs
To ensure commitment to the collaborative arrangements the SLAs for CPD clients will:
B mandate the use of the arrangements established through the CCB;

® allow CPD access to the client’s financial systems for spend analysis and benchmarking
purposes;

B jdentify a single point of contact for collaboration within each department to assist in
the collection of data on future demands and requirements within designated areas of
common spend;

B require clients to report annually to the Procurement Board on non-compliant expenditure
by their department or arms length bodies outside the common procurement categories; and

B require disputes that cannot be resolved between parties to be escalated to the relevant
Permanent Secretary and DFP Permanent Secretary.
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22,

23.

Conclusion

The proposed revised strategy will allow CPD to progress collaboration for departments
and their sponsored bodies in partnership with PaLS. Whilst not fully ‘pan-government’ as
recommended in the NIAO Report, the revised strategy has the potential to influence in
excess of 85% of spend and represents a pragmatic way of moving forward.

CPD and PaLS will continue to collaborate with GPS to maximise the potential for savings
through aggregated arrangements across the UK public sector.

Recommendation

The Procurement Board is asked to:

i. note the developments in relation to the collaborative procurement of common
supplies and services; and

ii. endorse the revised strategy and governance arrangements.
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Annex B

Collaboration Target-Setting Process Flowchart
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Annex C

Assessment of Management Information Systems

1. There are two main sources of management information for procurement activity:
l. Contracting Information; and

Il Information on expenditure.

Contracting Information

2. Over the last five years there has been a major improvement in the contracting information
available as all bodies covered by NI Public Procurement Policy are required to use a common
portal (eSourcingNI) to advertise tenders over £30,000 and register contract award activity.
This allows Central Procurement Directorate (CPD) to provide reports on competitions
tendered, contracts awarded and the profile of suppliers tendering and winning government

contracts.

3. A retendering competition has been initiated to replace the eSourcingNI portal. It is
anticipated that the reporting functionality will further improve the contracting information
available.

Information on expenditure
4. There are currently 8 Centres of Procurement Expertise (CoPEs). These are:
m  CPD (Supplies and Services Division and Construction Division);
B Roads Service (works procurement);
B Procurement and Logistics Service;
® NI Water;
®  Northern Ireland Housing Executive;
® Health Estates;
®  Education and Library Boards; and

®  Translink.

5. Each of the CoPEs have separate finance systems many of which are designed as accounting
systems and therefore are very limited in the transactional information available on
procurement spend by category or product. The range of systems used by the CoPEs and
their clients are shown in Table 1.

Table 1
Accounting System No of Bodies
AccountNI (Oracle based solution) 28
Oracle Financials software 25
Agresso 8
Integra 4
SAGE 30
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Accounting System No of Bodies

TASK 2
Pegasus 3
CODA Financials 1
Sun Systems 8
Exchequer 1
Bespoke Excel spreadsheet based 3

Details of the systems used by CPD Clients, Education and Library Boards and PALs is
provided below.

CPD Clients

CPD clients include the 12 departments, their agencies and a range of Non Departmental
Public Bodies and Arms Length Bodies. The 12 departments use an Oracle based accounting
system (AccountNl), this system is also used by 16 agencies. A list is provided at Appendix
A. CPD provide services to an additional 50+ agencies and Non-Departmental Public Bodies
(NDPBs) who do not use AccountNI. There are varying degrees of management information
available from these systems.

When CPD awards a contract for a department or agency who do use AccountNI, it provides
contract award details (including contract value, supplier details, procurement coding and the
contract start and end dates) on a Purchase Agreement Form to Account NI staff who enter
the contract information into the purchasing module in Oracle.

CPD has worked closely with AccountNI and departments over the last 12 months to improve
the management information available on contract linked expenditure and product coding.
Recent improvement activities include:

1. A data cleansing exercise to ensure accuracy if contract information held by each
department;
2. Contract Compliance Reports have been issued to departments monthly from April

2012 as a means of analysing purchase order spend behaviours and identifying

areas for improvement in contract compliance as recorded on the Account NI system.
Contract compliance allows departments and CPD to analyse spend patterns to identify
further opportunities for collaboration and aggregation of demand; and

3. Coding for all procurement activity has been changed to United Nations Standard
Product and Services Codes (UNSPSC) from February 2013. This common coding
will identify areas where VFM can be improved by identifying inconsistency in pricing
for similar goods or services and will also help with collaboration across common
categories.

The improvements in the use of AccountNI will provide departments and CPD with enhanced
contract and expenditure information for the financial year 13/14.

Education and Library Board Systems

The five Education and Library Boards (ELBs) share a common Financial and Accounting
system. This is provided under a PFI contract and includes the Oracle procurement and
Accounts payable modules in the Oracle financials suite.

75



Report on Department of Finance and Personnel — Collaborative Procurement and Aggregated Demand

10.

11.

12.

13.

14.

15.

Procurement carried out on the system enables full information of all items ordered and
whether these are included in an agreed contract.

However, a large proportion of the procurement is not carried out on the system. The table
below shows the various areas of procurement and how these are managed within the ELBs.

Sector Methods used

Schools (except Under Local Management of Schools, schools are given a delegated budget.
Voluntary Grammars Although ELBs encourage schools to use Board contracts, schools do not
(VGS) and Grant always do so.

Maintained All orders related to schools’ delegated budgets are placed through the
integrated) individual school’s C2K financial system. The approved invoices are sent
to the Board for payment, but no detail of the individual items ordered is
entered onto the Board system. It is therefore not possible to determine
from the system any information in relation to individual items ordered or
whether or not an ELB contract has been used. No accruals information is
available.

Schools sometimes order goods from budgets other than their delegated
budget (e.g. earmarked funds held centrally, initial equipment for a new
school). These normally are processed through the ELB system

Maintenance There is a separate system that records maintenance orders. Details of
maintenance work and whether or not it is carried out through an agreed
contract are therefore not available on the main finance system

School meals service 3 of the ELBs use a system provided by Unitas to manage school meals
expenditure. None of the ELBs use the procurement module for this
expenditure, with invoices being keyed directly and not matched to purchase
orders

Other sections In 2 ELBs use of the procurement system is mandatory. 2 other ELBs use
the system for a proportion of their expenditure. One ELB uses almost
entirely paper purchase orders

As can be seen from the above, the information gathered by the main financial system is
limited. This results in the following difficulties:

a. Full information on items of expenditure is not available. This makes it difficult to
provide volumetric information when letting contracts and ELBs sometimes have to rely
on information from current suppliers; and

b. It is not possible to determine how much procurement is carried out off contract or to
effectively enforce the use of contracts

Education and Skills Authority (ESA) system

The ESA system has been implemented in preparation for the establishment of ESA. It is
based on the existing ELB contract and includes the Oracle i-procurement module. This opens
up the option of using the system for schools procurement and, although this is not part of
the current implementation, it is being actively explored.

The current ESA implementation does not therefore address the procurement issues inherent
in the ELB system.

ESA replacement system

The current ELB contract, which will be novated to ESA, runs out on 31st March 2016,
although there is an option for a further one year extension to 31st March 2017.
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16.

17.

18.

19.

20.

It is intended to procure a replacement system which will include Finance, HR/Payroll, Estates
Management and Transport. At this stage, it is not determined whether the procurement will
be in relation to a fully integrated system, separate systems with clearly defined integration
points that will be managed by an external systems integrator or separate systems with the
integration managed by the ESA.

It is intended that the schools (with the exception of VGS and GMI) will utilise the ESA
financial system for all of their procurement and financial management.

Although the detail of any replacement ESA system cannot be determined at this stage,

it is anticipated that the replacement system will address the limitations of the current
environment. However, it must be recognised that these limitations relate not to the current
system, but rather to the way it is utilised. Unless it becomes mandatory for schools and
other sections to use the ELB/ESA system for their procurement, the current issues will
continue to be a problem with any replacement system.

The current plan is that the replacement financial system, together with replacement HR/
Payroll system will be implemented by 31st March 2016. Integration of replacement Estates
Management system and Transport systems is likely to be a later phase of the project.
However, these plans are being placed under threat by the delays to the implementation of
the ESA itself, as the team responsible for the ESA system are currently required to maintain
both the ELB and the ESA systems and have been unable to focus on the work required to
move forward the procurement of a replacement system.

PaLS Finance Procurement and Logistics Systems

The Department of Health, Social Services, and Public Safety (DHSSPS) recently awarded a
contract for a Finance, Procurement, and Logistics system, across all Health and Social Care
organisations. Functionalities of the new system includes:

a. To deliver a solution which consolidates HSC Procurement (defined as Sourcing and
Purchase-to-Pay) and Logistics & Inventory Management (defined as Warehousing and
Distribution) activity;

b. To provide the ability for the customer to request and obtain goods and services within
agreed financial authorisation and procurement frameworks;

C. To manage automated authorisation and approval workflows in accordance with each
HSC organisation’s Standing Financial Instructions and procurement policies;

d. To facilitate routing of customer demand to appropriate provider (i.e. PaLS Logistics,
PaLS Procurement or external supplier);

e. To create and maintain electronic customer catalogues;

f. Provide links and traceability between requisition and order;

g. To produce purchase orders for transmission to suppliers in agreed formats;

h. To enable receipt of goods, by customer and/or by Receipt and Distribution points;

i. Matching of order/receipt/invoice;
j. Create instruction to pay;
k. Management of Customer relationships and queries;

I To provide a comprehensive and flexible reporting capability through which the system
can be interrogated to provide a range of standard and bespoke reports which will
provide meaningful information in relation to procurement and logistics activity;
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21.

22,

23.

24,

m. Reporting capability re. Product Traceability for Patient Safety, Hazard Notices, and
product recalls etc; and

n. Specific reporting capability for savings tracking and spend analysis.

Management Information Reports

On an annual basis departments must collate procurement information on behalf of their
NDPBs or Arms Length Bodies (ALBs) for the purpose of the EU Statistical Return for the
Cabinet Office which is due by 31 July each year. This annual survey requests information in
respect of each public contract awarded or framework concluded to which the Public Contract
Regulations 2006 (as amended) apply during the calendar year. The aggregate value of
supplies, works and services contracts below the threshold is also required (this only applies
to departments and their agencies).

This information is currently collected by CPD Policy and Performance Division (PPB) from
each of the relevant bodies. The returns are then collated into a single return.

PPB also capture information from departments and their NDPBs for the Annual Procurement
Activity Report. This information is currently collected through a spreadsheet sent to each of
the relevant bodies. The returns are then collated into a single return and presented to the
Procurement Board.

Spend Analysis

A spend analysis is underway for most of the bodies covered by NI Public Procurement
Policy. This analysis will be concluded by 31 August 2013 and will provide comprehensive
information on contracting and expenditure data.

Appendix 1 List of AccountNI Users
®  Department of Agriculture and Rural ® Driver and Vehicle Agency (DVA)

Development m Forensic Science Northern Ireland
® Department of Culture, Arts and m Forest Service
Leisure

® Land and Property Services (LPS
m  Department of Education pery ( )

m Northern Ireland Courts and Tribunals

| |
Department for Employment and Service

Learning
® Northern Ireland Environment Agency

®  Department of Enterprise, Trade and (NIEA)

Investment

. m Northern Ireland Prison Service
m  Department of the Environment

) ®  Northern Ireland Statistics and
m  Department of Finance and Personnel Research Agency (NISRA)
m  Department of Health, Social Services ® Planning Service
and Public Safety

®  Rivers Agenc
® Department of Justice gency

B Roads Service
®  Department for Regional Development

m  Social Security Agency (SSA
m  Department for Social Development y Agency ( )

®  Youth Justice Agenc
m  QOffice of the First Minister and Deputy gency
First Minister m  Probation Board
m  Public Prosecution Service

®  Compensation Agency
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Clerk’s Memo of 26 September 2013 to
Mr Stephen Peover

Public Accounts Committee

Room 371

Parliament Buildings

Tel: +44 (0) 28 90521208

Fax: +44 (0) 28 90520366

Email : pac.committee@niassembly.gov.uk

From: Aoibhinn Treanor
Clerk to the Public Accounts Committee

To: Stephen Peover
DFP
Date: 26 September 2013
Subject: Collaborative Procurement and Aggregated Demand

Dear Stephen,
Thank you for your reply to the Committee’s letter of 10 June 2013.

The Chairperson proposed to inform you of a specific case raised by Trevor Clarke MLA in
respect of Constructionline procurement of service providers and asked that | provide this
information to you.

Mr Clarke referred to a service provider excluded from tendering under the Constructionline
system, raised concern that a former and competent contractor should be excluded

from competing in this way and queried the extent of the Department’s oversight of
Constructionline’s methods.

| attach the background information to which Mr Clarke referred and should be grateful
for your reply to the generic query re competitiveness and departmental oversight with
appropriate reference to the circumstances of the case described by 10 October 2013.

With kind regards,

Aoibhinn
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Correspondence of 4 October 2013 from Mr
Stephen Peover

From the Permanent Secretary
Stephen Peover

Rathgael House

Balloo Road

BANGOR, BT19 7NA

Tel No: 028 9127 7601
Fax No: 028 9185 8184

Ms Aoibhinn Treanor

Committee Clerk

Public Accounts Committee

Northern Ireland Assembly

Parliament Buildings

Ballymiscaw

BELFAST

BT4 3XX 4 October 2013

Dear Aoibhinn
| refer to your letter dated 26 September 2013 and attachments.

The case notes indicate concerns with the use of a Constructionline random selection
procedure and limits on action by the Trust as a result of the directions of Central
Procurement Directorate (CPD) and Health Estates Investment Group. You request that |
respond to the generic query, re competitiveness and departmental oversight.

| have provided below a general explanation on how competitiveness can be maintained in
the circumstances outlined in your correspondence. | also provide a summary of the guidance
issued by my department but ask you to note that the arrangements for public procurement
established by the Executive do not give my department the powers of oversight into the
procurement activities of the other departments.

CPD has produced two Procurement Guidance Notes (PGNs) that have been endorsed by the
Procurement Board and are relevant to this case. The PGNs are:

PGN 04/12: Procurement Control Limits and Basis for Contract Awards; and
PGN 05/12: Simplified Approach to Procurement (over £30k to under EU Thresholds).
Both PGNs have been subject to consultation with the local construction industry.

Procurement Control Limits are intended to ensure:

m  effective competition (competition is the best way of achieving and demonstrating best
Value for Money);

m that a balance is struck between the value of the contract and the transactional cost of
undertaking the procurement procedures; and

m that a proportionate approach is taken to procurement for low value requirements.

A consequence of the financial crisis was that the volume of construction spend undertaken
by the private sector dramatically reduced ie, construction output in Quarter 1 of 2013 is
now 64% of the average output reported in 2005. As a result, there is now considerable
overcapacity in the construction sector, with more firms wishing to win government contracts
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and larger firms now bidding for low value contracts. The number of tender received for low
value contracts has risen thus placing a burden on contractors with regard to the costs of
preparing bids with the reduced likelihood of being successful. It also increases the time
taken to award contracts and this impacts on the amount of construction activity on site.

CPD recognised this as an emerging problem and engaged with the local construction
industry to seek their views on how best to address the issue. An agreement was reached
with the industry on procedures for low value procurements and this agreement is set out in
PGN 05/12, Annex C (copy attached).

All tenders above £30k are advertised on e-SourcingNI. The simplified procedures for low
value procurements require contractors to be registered on Constructionline. This is a
long established requirement in construction procurement in NI. Any contractors who have
previously undertaken work for public bodies should be able to meet this requirement.

Constructionline includes a process for the random selection of contractors to be invited
to tender. This process is used for contract values between £30k and £2m when there is
excessive interest in the competitions. Excess interest has been defined as more than

6 contractors wishing to tender for values between £30k and £500k; and more than 10
contractors for values between £500k and £2m. These procedures are deemed to comply
with the aims of Procurement Control Limits as set out in para 6.

PGN 05/12 stresses that the process for random selection should be transparent and fully
auditable. It would be incompatible with one of the key principles of public procurement,
that of equality treatment, to introduce other contractors onto a tender list after the random
selection process has been applied.

I hope that you find this information useful.

Yours sincerely

gt

Stephen Peover
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CONSTRUCTION WORKS - PUBLIC CONTRACTS AND UTILITIES CONTRACTS Annex C
VALUE PROCEDURE
Construction In advance of the competition:
Works
Contractors must be registered with Constructionline and hold:
Over £30,000 to o avalid 3" party certification of their Health and Safety (H&S) management system satisfying the
£500,000 requirements of the BuildsafeNl initiative; and

¢ avalid health and safety competence assessment certificate issued by an organisation that is a
member of the Safety Systems in Procurement (SSIP) Forum.

The competition:
Contract advertised on eSourcingNI.

Interested contractors submit their H&S certificates, Constructionline Category Value and experience
details which will be assessed on a pass/fail basis.

Use a random selection process to select six contractors, who meet requirements, to be invited to
tender. The random selection process should be transparent and fully auditable.

Selected contractors submit a price only tender plus experience and H&S details of their key
subcontractors, if required, which are assessed on a pass/fail basis.

Contract awarded on the basis of lowest acceptable price but exceptionally, quality (non price) criteria
may be used. (If a price/quality ratio is used then the ratio should follow those set out in BS 8534:2011
but with a minimum quality of 30%).

Tenderers should be informed of the outcome of the process and the name of the winning bidder.

DF/13/61335 Page 12 of 15 Voo BNV
VALUE PROCEDURE
Construction In advance of the competition:
Works
Contractors must be registered with Constructionline and hold:
£500,000 to o avalid 3" party certification of their health and safety management system satisfying the requirements
£2,000,000 of the BuildsafeNl initiative; and

» avalid health and safety competence assessment certificate issued by an organisation that is a
member of the SSIP Forum.

The competition:
Contract advertised on eSourcingNI.
Interested contractors submit their Constructionline Category Value and H&S certificates.

If more than ten contractors apply, use a random selection process to select ten. The random selection
process should be transparent and fully auditable.

The selected contractors are invited to submit a simplified Pre-Qualification Questionnaire (PQQ) with up
to four responses detailing their previous experience, but excluding details of their subcontractors’
experience.

The PQQs are assessed and the top six contractors are invited to submit a price only tender plus H&S
and experience details of their key subcontractors, if required, which are assessed on a pass/fail basis.

Contract awarded on the basis of lowest acceptable price but exceptionally, quality (non price) criteria
may be used. (If a price/quality ratio is used then the ratio should follow those set out in BS 8534:2011
with a minimum quality of 30%).

Tenderers should be informed of the outcome of the process and the name of the winning bidder.
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VALUE

PROCEDURE

Construction
Works

£2,000,000 to
EU Thresholds

In advance of the competition:

Contractors must be registered with Constructionline and hold:

e avalid 39 party certification of their health and safety management system satisfying the requirements of
the BuildsafeNl initiative; and

s avalid health and safety competence assessment certificate issued by an organisation that is a member of
the SSIP Forum.

The competition

Contract advertised on eSourcingNI.

Interested contractors submit a simplified PQQ, excluding details of subcontractors.
PQQs are assessed and the top 6 contractors are invited to tender.
Straightforward contracts:

Contractors invited to tender submit a price only tender plus H&S and experience details of their key
subcontractors, if required, which are assessed on a pass/fail basis.

Contract awarded on the basis of lowest acceptable price.

Tenderers should be informed of the outcome of the process and the name of the winning bidder.

Other contracts:

Contractors invited to tender submit tenders which are assessed on the basis of quality and price. The price
quality ratio shall follow those set out in BS 8534:2011 but with a minimum quality of 30%. Unacceptably low
prices will be excluded.

Tenderers should be informed of the outcome of the process and the name of the winning bidder.
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Chairperson’s Letter of 28 November 2013
to Mr Stephen Peover

Public Accounts Committee
Room 371

Parliament Buildings
Ballymiscaw

Belfast

BT4 3XX

Tel: (028) 9052 1208
Fax: (028) 9052 0366
Email: pac.committee@niassembly.gov.uk

28 November 2013

Stephen Peover

Department of Finance and Personnel
Clare House

303 Airport Road West

Belfast

BT3 9ED

Cc Des Armstrong, Director, CPD
Fiona Hamill TOA

Dear Stephen,

PAC Inquiry into Collaborative Procurement and Aggregated Demand

At a recent meeting the Public Accounts Committee (PAC), addressed its draft report into
Collaborative Procurement and Aggregated Demand and your correspondence of 4 October.

Concerns were raised in relation to the use of Constructionline for the award of tenders for
Government contracts. We understand that to be able to tender for contracts, contractors
register on the company’s database and pay a subscription whereupon they are then entered
into a “lottery” to be selected to proceed in the tendering process.

The Committee agreed to request from you some more information on the cost to
Government of using Constructionline. In particular, please provide a breakdown of the

costs associated with this PPP for each of the Government departments and arm’s-length
bodies here, annually for the last 5 years; how this compares to the cost of the service to
Government in England, Scotland and Wales; the number of local companies and contractors
that are or have been registered with Constructionline over the same time period; and the
costs for member contractors of registration and continued subscription.

| should be grateful to receive this information by Friday 6 December.

Yours sincerely,

Michaela Boyle
Chairperson,
Public Accounts Committee
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Correspondence of 6 December 2013
from Mr Stephen Peover

From the Permanent Secretary
Stephen Peover

Rathgael House

Balloo Road

Bangor, BT19 7NA

Tel No: 028 91277601
Fax No: 028 9185 8184

Our Ref: SECCOR/176/2013

Michaela Boyle

Chairperson

Public Accounts Committee
Room 371, Parliament Buildings
Ballymiscaw

Belfast, BT4 3XX

6 December 2013

Dear Michaela

Public Accounts Commitee (PAC) Inquiry into Collaborative Procurement and Aggregated
Demand

Thank you for your correspondence dated 28 November 2013 requesting information on
Constructionline.

The Public Contracts Regulations place a statutory duty on departments to comply with
regulations that detail procedures leading to:

m the award of public contracts; and

B the selection of economic operators (contractors) to participate in procurement
competitions.

These sets of regulations are relevant to the use of Constructionline. Regulation 24 deals
with information as to the economic and financial standing of contractors. It requires
departments to assess whether a contractor meets any minimum standards of economic and
financial standing. To do this, departments may take into account:

m  statements from bankers;
m statements of accounts or extracts; and

m statements on turnover in the previous three financial years.

Constructionline has been developed to collect this information for construction projects
through a registration system. If Constructionline were not used, then departments would
require contractors to provide the financial information listed above for each and every tender
competition. This would be a considerable burden on contractors and departments.

Constructionline assists in the assessment of minimum financial standing by the use of its
‘notation’ system that gives contractors a recommended Category Value. In addition, the use
of Constructionline is accepted more widely in the UK. This means that Northern Ireland firms
which tender outside Northern Ireland can also benefit from its wider use.
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| would also like to confirm that the use of the Constructionline random selection process
is used only for contracts valued up to £2 million, and only when there is the likelihood of
excessive interest in tendering for the contract. The circumstances when random selection
can be used are set out in Procurement Guidance Note 05/12 — Simplified approach to
procurement above £30,000 and below EU Thresholds.

Regarding the additional information that you have requested relating to Constructionline |
can confirm the following:

m There is no cost to Government in Northern Ireland for the use of Constructionline. Indeed,
Constructionline estimates savings to Government of up to £3000 on a typical contract.

m  Constructionline has confirmed that, in each of the last 5 years, the following numbers of
firms with a Northern Ireland address have registered with it.

Year Number of Firms

2009 1761
2010 1712
2011 1699
2012 1623
2013 1767

It should be noted that a firm may have registered with Constructionline in each of the last 5
years. In doing so it will be counted each year in the figures shown above.

B The annual costs of registration and continued subscription for member contractors are
attached at Annex A. These costs are based upon and proportionate to a firm’s annual
turnover and are applied throughout the UK.

Yours sincerely

gt

Stephen Peover
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Annex A
Constructionline registration and annual membership costs

Firm’s annual turnover Registration and annual membership cos t (exc VAT)

£0 to £249,999 £90
£250,000 to £999,999 £230
£1,000,000 to £1,999,999 £390
£2,000,000 to £4,999,999 £440
£5,000,000 to £19,999,999 £650
£20,000,000 to £49,999,999 £950
£50,000,000 and above £1,380
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List of Witnesses who Gave Oral Evidence to the Committee

List of Witnesses who Gave Oral Evidence to
the Committee

1) Mr Stephen Peover, Accounting Officer, Department of Finance and Personnel (DFP);
2) Mr Des Armstrong, Director, Central Procurement Directorate (CPD);

3) Mr Richard Pengelly, Accounting Officer, Department for Regional Development and
Procurement Board Member;

4) Mr Kieran Donnelly, Comptroller and Auditor General; and

5) Ms Fiona Hamill, Treasury Officer of Accounts, Department of Finance and Personnel.
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