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About Coadec

The Coalition for a Digital Econemy (Coodec) is an independent advocacy group that
serves as the policy voice for Britain's technology-led startups ond scole ups.

Coadec wos founded in 2010 by Mike Butcher, Editor-at-Large of technologu news
publisher TechCrunch, and Jeff Lunn, Executive Chairman and Co-Founder of online
investment platform Seedrs.

We fight for o policy emvironment that enables eorlu-
stage British tech companies to grow, scale and compete
globally. We have over 3000 startups in our network and
have been instrumental in building proactive coalitions of
businesses and investors on Issues thot are integral to the
health of the UK's startup ecosuystem. Dur work hos seen
many successes, from the establishment of the Future
Fund ond the expansion of the Tier 1 Exceptional Talent

Visa, ta the delivery of the UK's Patient Copital Fund COADEC

Werepresent the startup community on the Government s
Digital Economy Council, and the LK on the board of the
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Executive Summary

The advent of cloud computing revolutionised businass, ond led to an explosion of Software as o Ser-
vice [SoaS) providers. SaaS solutions use the cloud to provide businesses with software on-demand,
taking responsibility for monagement. maintenance and upgrodes.

Yet despite its ubiquity in the privote sector, Saas has uet to be fully embraced by the UK public sector

Instead, the public sector continues to procure bespoke solutions that require ongoing ottention at
ongoing cost (UK Government spends £2 3bn a year patching old IT systems) betore inevitably fall-
ing into obsolescence These bespoke builds often are handed to large incumbents who have served
the public sector s IT needs for decades, their success in large part due to their ability to navigate
complex procurement processes, speak the language of government and leverage existing relation-
ships with comrnercial teams

Government is now focused on waste and efficiency, SooS products and solutions could support the
next phase of digital ransformation across government - offering scalability, securitu and flexibility
while saving taxpauer maney.

In earlier work, the SaaS market has expressed to us o frustration with procurement processes that
leave them out in the cold, At Coadec, we know this is bad for stort-ups ond bod for government. Al-
lowing SaaS vendors to fairly bid for public sector contracts means the state can keep poce with the
latest innovations while also helping innovative British companies scale
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This report i1s based on a survey of 50 SoaS founders and executives on thewr experiences with LK
public sector procurement procasses and interviews with senior technical leaders within the cvil ser-
vice both past and present. This new research confirmed whaot we have heard anecdotally

* The public sector often doesn't know what is out there: successful technoloay procure-
ment and digitol transformation requires a knowledge of what is available on the market. Giv-
en how ropidly technologu changes, this requires constant communication and engagement
with the morket, but 54% of SoaS founders ond executives we surveyed were not confident
that civil servants had an understanding of digital trends and emerging technologies. Unfortu-
nately, this lock of understanding in commercial teams is compounded by little to no effective
pre-market engogement. 78% of those we surveyed did not know who to approach with o
gquestion about Government procurerneant, The result tenders which are written in a way that
locks out the most innovative vendors through narrow or over-bearing specifications

= Public sector procurements are slow and outdated: [roditional public sector procure-
ment approaches are slow and favour large incumbents, Traditional weighting sustems and
funding models prioritise capital over operational expenditure, which locks out Saas solutions.
So does o focus on initiol over lifetime costs. Similarly, procurement processes are too slow
and big - it Is net uncommon that by the time a capability goes live the technology Is olready
outdated. Piloting and testing would let a start-up compete Huge and long procurements are
impossible for a small company with fewer resources to dedicate to the process and more
pressing cashflow requirements — 42% of the SaoS compaonies we spoke to didn't feel their
business was geored towards selling to Government

» A cultural aversion to Saa$: this is neither the first nor the last report that laments the LK
civil service's cultural aversion to risk. Despite evidence to the contrary, public sector buyers'
cultural aversion to innovation means that often the status guo wins out due baseless per-
ceptions of risk. This aversion is recognised by the sector, with §4% of those we spoke to in the
SaaS comrmunity agreeing that public sector agents lacked the desire to chonge the status
quo, Given the poor record of bespoke builds, this is clearly absurd. A few innovative procure-
ment models exist. such as the Govtech Catolyst. but these are standalone and marginal ini-
tiotives, Those few leaders willing to challenge the status guo and buy innovative solutions are
not recognised or rewarded in any established way when they deliver
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These perceptions and expenences have informed our recommendations. Taken together, we believe
doing the following would enable Government to make the most of the products avallable on the
market

1. Make pre-market engagement mandatory

Pre-market engogement should be used by all Government buyers and should be made mandatoru.
Early engogement with potentiol suppliers can help shape requirements and ovoid putting up unnec-
essary barriers, It also keeps government abreast of innovation.

This will reguire greater use of novel market engagement strategies - roodshows, pitch days, Uncon-
ferences and hack days. This will help officials avoid bios towards traditional, large incumbents who
speak and lock ke the civil senace,

The Government’s introduction of a cloud-first policy in 2013 hos supported greater adoption of
cloud and supported the public sector to toke odvontage of cloud-enabled technologies. In doing so
it. has lowered barriers to entry for SMEs and newcomers to the public sector, The next iteration of
this policy would be to introduce a broader market-first approach. This would encourage and give
confidence to buyers to properly explore ond document options availoble on the market before con-
sidering bespoke solutions,

2. Extend the existing cloud-first policy to a commercial-first approach

The upcoming Procurement Bill is on opportunity to expand the cloud-first policy to introduce a re-
guirement that contracting authorities procuning ICT solutions with a value estimoted in excess of
£100,000 must consider and fully evaluate the potentiol market solutions before considering any
other option

This commercial preference is becoming commeonplace in a number of junsdictions plagued with
the some Issues, In Canada, for exomple, the Guide to Manogement of Materiel - published to assist
managers in implementing the governments Policy on Manogement of Matenel, directs managers
to "Acquire commercially available items unless custom-made items are essentiol to operational re-
quirermnents™ while in the US the Federal Acquisition Regulations (FAR) have mandated government
agencies to determine availobility of COTS solutions and to acquire COTS items where they exist and
meet the needs of the agency.

To spork o meaningful change in culture and approach this must go beyond a check-box require-
ment Instead, officials should have to produce o written explonation of why a bespoke solution was
ultimately selected and the steps token before thaot decision was reached. This would olso support
meaningful pre-market engogement

2 httpsifewaibs-scigeco/polfdoc-engaspa?id=1486 7 Lisection=him!
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3. Create an Expert Advisory Bench to review best practice and identify
areas of improvement

The Cabinet Office cannat dictote every procurement. Nor can the government ever attract the most
well-paid private sector technologu leaders. But central government — and specifically the CCS and
the CDDO - could use the most experienced private-sector leoders to regulorly review and set better
rules on timing of procurements; forms of pre-market engogement; valus for money, and standards
This group should also be able to directly reward teams ond officials who demonstrate great out-
comes with innovative approaches - even if they hove subsequently moved roles.

4. Reforming Funding Models

Longer term, the Government must reform its classification of capital expenditure, which is appall-
ingly designed for technology. Cloud and SaaS both remove the need for expensive up-front copital
purchases. Today, Accounting Officers can only relocate operational expenditure to capital expendi-
ture but not the reverse - this must change, Business coses which prioritise piloting and experiments
should be prioritised, not least because they provide o small cash-tHlow for stort-ups and scole-ups.
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Introduction

Soas companies have ottrocted nearly 15% of all VC funds raised in the UK since 2011, making it an
important part of the UK's thrving tech ecosustemn® For the private sector these Saoal companies
have olready delivered enormous benefits, allowing businesses to move remote seamlessly, scale
quickly all while remaining secure and low-cost. Yet to date, the public sector has not copitalised suf-
ficiently on these innovotions. Estimates suggest that of 1,200 SMEs on G-Cloud 11, only 12.5% have
had any sales?*

With Government now focused on cutting waste and increasing efficiency, departments are being
asked to spend less, do more and deliver digitally. Now is the time to ask why government isnt maok-
ing use of the innovations on its doorstep, instead choosing to build bespoke systems that are poor
replicas of their commerciol equivalents, known as Commercial Off-the-Shelf (COTS) products

To understand why this flawed model persists despite the countless failures and spiralling costs of
building bespoke Coadec tock a deep dive into the issue. We spoke to senior civil servants, both cur-
rent and former, with first-hand experience of the public procurerment processes thot decide where
government spends taxpauer pounds, os well os surveying 50 SooS founders and executives about
their experignces when interacting with the UKs public sector,

What we found was alarming but fixable. Infoct, the most commonly identified barriers were not nec-
essarily in the procurement rules themselves but the processes and ways in which those rules were
applied, which lock consistency or coherence

The findings in this report were reconfirmed to us recently with the publication of the Governments
response to the Transforming Public Procurement consultation. Paragraph 110 of that response cap-
tured much of what we heard from those we spoke to;

early market engagement - the need to promote and encourage timely market engage-
ment to co-design the solution through guidance, training, sharing best practice/lessons
learned, whilst also maintaining flexibility in the approach;

regulatory challenges stifling innovation - the need to oddress the burdens and restric-
tiveness of the procurement regulations to encourage and enable innovation;

- innovation events and tools - greater encouragement of and access to innovation events,
tools and resources (guidance, virtual/foce-to-face demonstration days, workshops, innova-
tion portal to showcase ideas, supplier portal) and mechanisms for incorporating pilots and
testing services early into the commercial strategy;
measures for incentivising innovation investment - driving innovation through incentivi-
sation measures to support RE&D and reduce supply side investment risks through funding,
grants, gainshare and IPR treatment/protection

3 The-SopS-Bref pdl (Deouhurst canm)
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While we ogree to some extent with Government's assessment that "many of the responses to these
guestions were about behavioural rather thon regulatory proctice’, Coadec believes — bosed on the
evidence we heaord, thot there are changes that could be mode at all levels from primaory legislation
through to guidance thot would support officials moke the best decisions to embed Innovation ot the
core of public service delivery ond deliver better results for citizens. The upcoming debate on public
sector procurement both around the Procurement Bill and Digitol and Data Ploybook provides the
perfect opportunity te ensure public procurement process are fit for the 2 1st century and can maxi-
mise the potential offered by cormmercially available solutions

What is SaasS

Software as a service (S ] 15 € livery and Lics
yhich s on the web via o subscription rather

than installed on local computers

With companies need not manage applications or ins
hardware to run their applications, Instead, a pr er hosts and
manages the infrastructure to support software, which enables up-
da ind patch e applied outomatically and uni

8 the Dur an a companys [T teom




The benefits of SaaS
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Research suggests that bu the end of 2021, 29% of organisotions will hove used one or more Saas
solutions and almost 78% of small businesses will have invested in ot least one SooS option® A recent
Cisco report found that 7 5% of all cloud workloods and computing instances would come frorm SaaS
operations In 2021, °

Why has the private sector switched to Soo5 over building bespoke? The table below brings out some
key points of difference

Scolability

Bespoke

Bespoke solutions are just that - they re
guire building from scrotch, this con toke
months and con require considerable
trigl and error. This 15 often only discov
ered after the tender has bean owarded
cousing further deloys to implementa-
LA

A bespoke solution can be resgurce in-
tensive throughout its lifecycle result-
ing in higher lifetime costs, Similarly.
ot a certain point the technology itself
will tkely be redundant resulting in the
buyer having to go bock to the draw-
ing board and re-invest from scratch os
technology chonges

A baspoke software solution is designed
for the precise needs of the buuer ot the
time of procurement. Even if these needs
change in the period between purchose
and implermentation the buyer may be
locked in. Bespoke software develop
ment projects are frequently overtaken
by the release of new technology

Becpoke solutions tend to hava limit
ed bandwidth moking them both diffi-
cult to scole and integrate. While more
gophisticated bespoke builds are’ now
ovailable the cost of this sophistication
comesinata p!i:!l"."'l'l]' Tl

hitpsdssasibmecomiblogslspas-gravwth-trends
nttpsiivwiesw techiarget comiseorchnetworbnoginess 52434 P34 Cleco-Cloud-computing-workloods-to-sku-

Soas

Soo0S solutions are ready out of the box to
plug in ond ploy. As commercial products theu
have been tried and tested in real world sce-
naros and ore the product of intensive Bec

The cost of o SooS product is-shared by all
IS l-!'-.-"E-'rlrIJ-!II users 5o mnitial Iestimeant s 10w
The subscription model of Soa5 lowers these
costs further as does the foct thot technical
support |s built in not a balt on

Cloud solutions, bought of the shelf are kept
updoted and patched, remaining rmore secure
and relevant in a fost-moving market.

SooS solutions reside in the cloud, moking
them extremely versatila - this gives the user
the ability to scale its Saos use up ond down
based on specific needs or surges in demand

|!'!!'l£l[.nu| -i I'-{l




Making Procurement work for SaasS
Startups | May 2022

n theory, at least, thess benefits are recognised by the government. In 2013, the Government intro-
duced g Cloud First policy for all new technelogy investments. This mandated central -;'_|.’l'-;-5|"|r'r‘|-.’lr‘-f

controcting agents to “consider Software as a Service models. particularly for their enterprise (T and
back office functions™”

However, for a variety of reasons, which we explore in the report, these benefits are yet to be fully
realised. The UK has o strong Saal ecosystem and pipeline - neorly 40% of SoaS businesses are still
at the seed-stage”® Now is the time to ensure the public sector is able to use SaaS to its full potential

Methodology

This report is bi on three sources:

A extensiy RU=LE 8 JUIFIC and SCULIVES

Anonyrmaous interiews with very senior current and former civil se

are technical leaders,

ort by Beauhurst for C o The : e and fo

A reg

tor in the LK.
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The public sector often doesn’t know what is
out there

Successful technology procurement and digital transformation requires a knowledge of what
is available on the market. Given how rapidly technology changes, this requires constant com-
munication and engagement with the market Unfortunately, this lack of understanding in
commercial teams is compounded by little to no effective pre-market engagement. The result,
tenders which are written in a way that locks out the most innovative vendors through narrow
or over-bearing specifications.

Pre-market engagement

Both our public sector interviewees and the Saas vendors we spoke to identified ‘pre-market an
gagement {where procurers spend time talking to, and understanding, the noture of the market ond
solutions before launching o tender) as essentiol for good purchasing

Iproper pre-market engagement is| critical to the success of procurement”

If done well, It helps refine what is needed, demonstrote whaot is possible ond engages the market in
advance of a tender being issued. However, too often, when it is done - which Is not alwous the cose,
it acts as a checkbox and foils to torget and engage with the SaaS community at all

A survey from the London Office for Technology ond Innovation revealed that 56% of their innovative
suppliers had never taken part in g moarket engogement activity with a London borough, of which
79% weren t aware of events and 58% said they were not invited ®

Its worse than dangerous how much the government doesn t understand the market_{too man|
only understand the layer of slogans on top of the industry, and that is the part that [some compa

R o L
Ares) expiot

Purchosers were, occording to those we spoke to, often worried about going out explicitly and exten-
sively to the market in case it created unwitting bias. Instead of securing foirness, impartialitu, trans-
parency aond non-discnmination, principles underpinning The World Trade Organisation s Agreement
on Government Procurement (GPA), the UK s narrow applicotion of these principles creates more
bigs. The view of what should be procured. and In what farm, is subconsciously offected by pre-ex-
isting supplier relationships

This lock of thorough market engogement means that all too often Saas vendors who might oth-
erwise be perfectly suited to deliver public sector work are simply unoware of the opportunities to
serve the public sector. /4% of respondents to our survey did not market to the UK Government reg-
ularly and the majority (/8%) wouldnt know who to approach with a question about Government

procurement (See Case Study 1)

Rpsylotilondontogiktfinnovation-in-precurement-toclol guide-to-morket-engogament/pre-procurs

| CCCICTEE T s
LA cople[mm i8] L AR,
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Case study one: a UK based data startup

3 FOUrd and

nt be out of

st and compare - ‘it isn't thot these multibillion-do
tions don't have pro 5, they do - you still need to have the busi
appr :
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need to talk to ond how it willall g
what you get from the public sector




Making Procurement Work for SaaS Startups | December 2022

While lorge ICT consultancies and Sustems Integrators (Sls) have entire teams dedicated to support-
ing the business identify and win tenders. the average SoaS company has little dedicated resource
to novigate the public sector marketplace (chart 1) In order for public sector controcts to receive
bids the best bids far more must be done to maoke these processes as visible and easy to navigate as
possible

Chart 1I: How many people
are employed at your
company?

20 - 49 (20%)

0-9(52%)

10-19 (16%)

This is far from the cose today. Almost o guarter (24%) of SooS founders we spoke to gave UK public
sector procurement the lowest available score on our scale {1 - very poar) in terms of ease of naviga-
tion and 58% of respondents labelled the public sector procurement process as hard. 45% of respon-
dents said that public sector procurement processes were far warse than those in the pnvote sector
and a further 29% told us it was somewhat worse (chart 2).

Public sector much
worse

Public sector somewhat

worse Chart 2: How does

this compare to
other processes
you have been
through for
example private
sector tenders?

Meither better or worse

Public sector somewhat
better

Public sector much
batter

Don't know

0 105 20% 0% 400%
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Innovation remains at the margins

The Government haos a broader policy goal of spending £1 in every £3 with SMEs by 2022 (ariginally
2020) but to aochieve this the government must go to where SMEs are - particularly innovative Saas
companies who can support government's digitol tronsformaotion. Yet research suggests that Gov-
ernment spending with SMEs (there 15 no specific carve-out for startups) is falling in real-terms.'®

Unless the government improves its ability to reach into the startup ecosystem effectively. it risks
failing to deliver on itz ambition to spend £1 in every £3 with SMEs while misging out on innovations
thot could improve public sector delivery and support digital transformation,

The government also hos o secondary goal of becoming the best place in the world to stort and scale
a business - with the technologu sector a pricrity area of interest. Government s buying power is one
of the most powerful levers it has ot its disposal. but it must be properly torgeted if it is to stimulate
the nght outcomes, While recent years hove seen an explosion of initiotives to support startups to bid
for public sector work (Box 2) they fall short of what is needed to truly moke the UK's public procure-
ment systems start-up friendly.

Firstly, these initigtives mean that practices thot ollow startups to compete and win government
work remain at the fringes Offering startups an opportunity to pilet their work or get a Alavour of the
process is of course beneficial. particularly for those startups who are testing the waters. However,
without regl reform of the process that would ollow SoaS startups ond scale ups to plot a path o
ongoing public sector revenue through ‘real-world contracts

Secondly. while the Governments Innovation Strategy sets the right course - setting out how it will
“use the weight of public sector procurement to drive innovation™* all too often Government's pri-
ority is holding on to IP rights - one of the most valuable assets a Soal startup has, This desire often
means the decision to build bespoke is taken over the gne to buy, The National Procurement Palicy
Statermnent seeks to rectify this, setting out innovation as o key strategic national priorty which all
contracting authorities should consider when undertaking procurement. Although it is yet to be seen
whether this will move the needle enough?

Finally, where they don't make the decision to build in-house to retain intellectual property rights ot
the outset. that doesn't mean they don't further down the line ofter much time and resources hove
been committed from the contractor. Damaging reputationally for the public sector as o whole, For
example, in one GDS blog entitled Whot we learnt from the first phase of the Govlech Catalyst the
author stotes:

‘One team at the Home Office finished at the end of Phase 1, Findings suggested that de-
velopment could continue in-house, The team decided to take this approach rather than
progress to Phase 2 Continuing development in-house meant government could keep the
intellectual property rights from a technical, security and commercial perspective ™

10  httpsfwwwoonviviocomibloglonolusis-of-lotest- -for- nment-spend-with-smes!
11  httpsfossets publishing servicegovukigovernmentiuploods/sustemiuplogds/attachmeant_data/file/1 00577/
£-in 10 i

12 hirpsifossetspublishing servica govukigovernmentiuploads/systemiuploadsiottiochment data/file/D90288)
PPN_05_21- Mationol Procursment_Policy Stotement pdf
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Cur survey found that olready, 8% of Saas vendors choose not to sell into the public sector because
they worry thot the public sector would try to replicate their product in-house As the SoaS sector
arows and more startups mature this could turm into a worrying trend that mau pravent the public
sactor making the most of technology that s commerciolly avallable, even if it fixed issues with pro
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Public sector requirements

are slow and outdated

Long lead in times

Public sector procurements are potoriously slow One interviewee, who was generally more positive
than others, pointed to the unnecessary length of public procurerment. This is fine for large suppliers,
but it is problematic for stortups with tight cashflow. The complexity also requires resourcing - and
few startups can offord to hire bespoke procurement teoms (see cose study 2). Lorge consultoncies
can

Case study 2: London headquartered, public-sector
facing startup

S urbon
' i of ye
totion, Hao
ments has not alwaous been smooth sailing and reflected many of the iss
highlighted in this report

Early success came through aon accelerator programme that eventually
opened the door to o contract with a Government team. Speaking about
the stondard procurement pro ; the founder told us EO0N a5 Yyou are

labelled o start-up Government sees you as risky - whereas coming through
the accelerator programme supported by Government we had o bit of lever-
age:
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While stortups fail fast and iterate, contract ogents are simultoneously risk-overse while trying 1o
approach procurement with o ‘get it right’ first time mindset (the use of piloting, for example, is still
extremely low) And while the public sector in theory is a startup's ideal customer given its reliability,
credibility and prestige, in practice a young company with cash flow issues is unlikely to be able to
zpend the time required to complete o public sector procurement thot can toke anywhere from 4 to
12 months'*

Time (Months)
1 2 3 4 5 6 7 8 9 10 11 12
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Excessive requirements and over-specification

Interviewees also dentified excessively rigid and often outdated requirements (one example of the
latter was the reguirement to hove a dato centre, which 1s completely unnecessary in the cloud arg)
asa barrier to So0as vendors bidding for government work

Rigidity meant that only highly bespoke solutions - which almost invariably meant one of the large
consultancies - could succeed, And given the revolving door between the civil service and manage-
ment consultoncies all too often consultancies bid opes the longuage of the civil service closely.

In his recent review of the cross-cutting functions ond the operation of spend controls, Lord Maude
larmented the foct that “in far too many places consultants were becoming so embedded in deport-
ments and officiols were rotated so frequently. that the consultants had become the indispensable
institutional memary .-

Particularly worruing is the number of controcts that have been owarded to Incurmbents who have
had o hand in the design of the bid itself For exomple the Department for Tronsport, whean looking
to upgrade s information monagement sustems to keep poce with the expansion of the Aviation
Security Division, contracted Deloitte to carry out the 'discovery phase’ including determining specific
user requirements and creating a product specification/solution package.® The same consultancy
that worked to draft the specification were then awarded the contract to build the sustem less than
a year later.’”

This is obviously bad for SMEs with innovative products. But it is olso bad for public service cost and
delivery - some of our interviewees soid that these kinds of intensive, bespoke systems consistently
cost more in the long run, This is partly because they cannot rely on the R&D being invested in prod-
ucts with more than one application, but it is also becouse their rigidity rarely stonds the test of time.
Requirements change, and there are always unforeseen circumstances ond issues - being able to
rapidly adopt software to new situations is paramount.

15 h = nr [ i “f-the- A - } &=l - Fi n=of- T
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Telling vs Showing

Even without this inherent bigs, traditional processes of procurement may olso prevent SaaS vendors
from showcosing their solutions, 89% of those we surveyed told us that they used live demos s part
of their ‘pitch; but 38% of those who did use live demos were prevented from doing so in the course of
a public sector procurement (chart 3)

Chart 3: You said your
business makes use of
live demos. Were you
able to live demo your
service as part of the
procurement process?

No {33%}}

es (59%)

The tendency is still to rely on the evoluation of a detailed proposal thot operates in the obstroct
rather than the real-world, again advontoging incumbents who are well-versed in telling rather than
'showing. A shift to more tenders run on a demonstration-bosed compettion rather thaon propos-
al-based competition would help level the plawing field allowing Saas vendors to demao their product
and crucially giving the buyer an opportunity to make decisions on demonstrated technicol merit

This would have two positive effects.

Firstlu, it would ollow smaller componies with o commercial product readily ovailable to compete in
a process that they might otherwise be ill equipped to do (if it 1s bosed on submitting proposals thot
are long and complex)

secondly, It would give larger incumbents the Impetus 1o prototype the solution they are proposing,
fixing any bugs earlier in the process rather than waiting to hit bumps in the road later in the journey.
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Cultural Barriers

“There s a constant fear of being challenged..in any nermal [private sector] environment you d spend
a lot of time talking to the market, but departments are scared of doing it so [tenders| end up going
out a bit blind”

This is not the first paper to point to risk-aversion in government, and it will not be the last Our inter
viewess, who came from the technologicol side of government, often felt they were on a limb cultur-
ally, They were open that policles and frameworks were secondary issues to culture,

‘Theres a lot of _trus s fust how we do things

If lack of failure continues to be seen as more important than success, then procurement will end up

being risk-averse on the surface, while actually causing higher delivery risk because of poor techno-
| ] Y 4 Ty L
logical solutions

Total Confident: (8%)

Chart 4: How confident
or unconfident are you
that civil servants in

the UK have a desire to
change the status quo on
procurement?

L

e

Total Unconfident: {Edﬁ%—}l

This culture has atready been marked by the Saa5 community. Our survey found thot B4% believed
that public sector contracting agents locked the desire to change the stotus quo and 66% of respon
dents disagreed with the statement that UK public sector procurement is innovative:

This perception will be hugely damaging to the sector’s ability to attract compaonies that can offer
solutions desperately needed in the public sector

Another example emerging from our interviews of this cultural mismateh acting as a barrier for great-
er collaboration between the public sector and SoaS vendors was a reluctonce in the public sector to
pilot ond chonge course when things went wrong. Procurements rarely ollow for experiments or fast
feedbock cycles - a staple of the private sector. There were exceptions named - including in the NHS
and TfL (Box 4)
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Box 4: TfL Road Lab
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Our recommendations

There is no silver-bullet to transforming Government procurement to allow for greater use of inno
vative solutions thot are olready readily available on the market in lieu of excessive custom-building
in-house or an over-relionce on large incumbents and consultancies

Moreover, we believe extreme overnaul is unnecessary. The rules already oliow for innovation within
the public sector to flounsh To reach the potentiol however, the rules octually need to be applied. To
do thot there should be greater encouragement and guidance from central government to support
commerciol teams to [dentify ond pursue innovative solutions and greater owareness built about the
capabilities available on the market.

In the woke of excessive spending on consultants throughout the pandemic and a renewed desire to
offer digital public services. now is the time to redouble efforts to ensure the UK's healthy Saal start-
Lp ecosustem 15 enobled ond encouraged to help solve public sector chalienges.

o do this we recommend the following

1. Make pre-market engagement mandatory

Pre-market engogement should be used by oll Government buyers and should be made mondatory,
Early engagement with potentiol suppliers can help shape requirements and avoid putting up unnec
essary barriers. It also keeps government abreast of innovation

This will require greater use of novel market engagement strategies - roadshows, pitch days, Uncon-
ferences and hock days. This will help officials avoid bics towoards traditional. large incumbents who
speak and look ke the civil service.

The Governments introduction of a cloud-first policy in 2013 has supported grecter adoption of
cloud and supported the public sector to toke advantage of cloud-enabled technolegies. In doing so
it has lowered barriers to entry for SMEs and newcomers to the public sector. The next iteration of
this policy would be to Introduce a broader market-first approach. This would encourcge and give
confidence to buyers to properly explore and document options dvallable on the morket before con-
sidering bespoke solutions
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2. Extend the existing cloud-first policy to a commercial-first approach

The upcoming Procurement Bill is an opportunity to expand the cloud-first policy to introduce a re-
quirerment that controcting authorities, procuring ICT solutions with a value estimated in excess of
£100,000, must consider and fully evoluate the potentiol market solutions before considering any
other aption

This commercial preference Is becoming commonplace in a number of jurisdictions plagued with
the some issues. In Canada, for exomple, the Guide to Manogement of Materiel - published to assist
managers in implementing the government s Policy on Management of Materiel, directs managers
to "Acquire commercially ovailable items unless custom-made items are essentiol to operational re-
quirements™® while in the US the Federal Acquisition Regulations (FAR) hove mondoted government
agencies to determine availobility of COTS solutions and to acauire COTS items where they exist ond
meet the needs of the agency

To spark o meaningful change In culture and opproach this must go beyond a check-box require-
rient Instead, officials should have to produce a written explanation of why a bespoke solution was
ultimately selected ond the steps token before that decision was reached, This would olso support
meaningful pre-market engagement

3. Create an Expert Advisory Bench to review best practice and identify
areas of improvement

The Cabinet Office cannot dictate every procurement. Nor con the governiment ever attroct the most
well-paid private sector technologu leaders. But central government — and specifically the CCS and
the CODO - could use the most experienced private-sector leaders to regularly review and set better
rules on timing of procurements; forms of pre-market engagement; value for moneuy; and standaords.
This group should also be able to directly reward teams ond officiols who demonstrote greot out-
comes with innovative approaches — even if they hove subsequently moved roles.

4. Reforming Funding Models

Longer term, the Government must reform its classification of capital expenditure, which is appall-
ingly designed for technology. Cloud and SoaS both remove the need for expensive up-front capital
purchases. Todau, Accounting Officers can only relocate operationol expenditure to capital expendi-
ture but not the reverse — this must change, Business cases which prioritise piloting and experiments
should be prioritised, not leost becouse they provide a small cosh-flow for start-ups ond scale-ups.







