FSB N

Federation of Small Businesses S

Evaluating SME
Experiences of
Government
Procurement in

Northern Ireland

A report by
For the FSB N|

September 2009




FSB Northern Ireland

Evaluating SME experiences of Government

s
Teed

Federation of Small Businesses o+ Procurement in Northern Ireland

The Federation of Small Businesses is the largest business
organisation in Northern Ireland with 8000 members, drawn
from across all sectors of industry. We also have over 210,000
members throughout the UK. The Federation campaigns to

promote and protect the interests of all those who own or

manage their own businesses, and to create a better business

environment that will encourage small businesses to prosper and foster the creation

of wealth.

The public sector in Northern Ireland spends over £2bn a year on public
procurement, nearly 25% of the Executive’s budget. The FSB has been concerned for
some time that the current public procurement system does not fully enable small
businesses to realise their potential to sell to the public sector. We gave evidence to
the Assembly’s Committee for Finance and Personnel in February 2009 and further to
this meeting we decided to undertake further research to ensure we had a robust
evidence-based view of the real experiences of small businesses of public

procurement.

This research confirms that public procurement is an underused tool when it comes
to supporting the indigenous small business sector. By using local suppliers,
government buyers could expect better value for money, better quality of service

and a more innovative and punctual completion of contracts.

I am pleased that this work reveals the current state of play, and when this is taken
in the wider economic context, indicates the work required to help the these

businesses become more engaged with this important marketplace.

Wilfred Mitchell O.B.E
FSB Policy Chairman, Northern Ireland
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1 - Executive Summary

1.1 The Importance of Public Sector Buying to N.I. Businesses

The Chancellor, Alistair Darling, announced at the start of 2009 that he would re-channel public
spending into public projects to provide real contracts and income opportunities for the private
sector in the difficult economic times ahead. He went on to commit to a capital investment
programme totalling £40billion with increased spending on schools, hospitals and transport. For
many businesses across GB this will provide real trading opportunities.

In Northern Ireland we also spend significant amounts of public money on the purchase of goods
and services. Average expenditure is more than £2 billion each year buying goods, services and
expertise with key areas including:

IT hardware, software and services

office furniture and equipment

temporary and permanent staff

cleaning and maintenance services

construction work, painting and decorating

motor vehicle management and parts
Specialist departments will also buy specific skills and services relevant to their function - for
example healthcare equipment and professionals' services will be purchased by the Department of
Health, Social Services and Public Safety.

Working with the public sector means that businesses in Northern Ireland could have a long-
standing, stable customer who is obliged to pay their bills within the agreed credit period.
However, small businesses (and particularly micro businesses employing less than 20 staff) would
say that it is not that easy to secure this work. The current rise in challenges on contract decisions
by small businesses is an indicator of the current level of frustration in the systems used and the
need for radical change.

1.2 The Northern Ireland Business Sector

Like the rest of the UK the small business sector in Northern Ireland plays a pivotal role in the
sustainability and development of the economy. However, Northern Ireland has a unique business
makeup to the rest of the UK.

In Northern Ireland the business economy is largely ( 98%) made up of businesses employing less
than 20 people, with nearly95% f al | i ng i nto the category of a
less than 10 people. Indeed, the micro business sector is fundamentally responsible for employing
65% of the Northern Ireland private sector workforce. In terms of legal status of businesses in
Northern Ireland, the table below gives a breakdown of public and private sector organisations.
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Legal Status | Businesses | % | Employees | % |
Company | 11880 | 18.0 | 289085 | 41.4 |
Sole Proprietor | 37595 | 57.0 | 102880 | 14.7 |
Partnership | 13365 | 20.2 | 82185 | 11.08 |
Public corporation | 20 | 0 | 9255 | 1.3
Central government | 120 0.2 | 165325 | 23.7 |
Local authority | 110 0.2 | 20700 | 3.0 |
Non-profit making organisation | 2900 | 4.4 | 28955 | 4.1 |
Total | 65995 | 100| 698395 | 100 |

Source: Facts and Figures from the Inter-Departmental Business Register (IDBR) i Issue 4, May 2002

1.3 This Research

In October 2008, the Federation of Small Businesses (FSB) joined forces with the Confederation of
British Industry (CBI) to undertake extensive research across their membership in GB to evaluate
the experiences of SMEs in government procurement. The resulting national report raised a
number of important issues and recommendations.

In summary the report found that small and medium-sized enterprises find public procurement
processes bureaucratic, expensive and non-inclusive. Specific barriers identified enabled the
FSB to make practical recommendations to government for improvement and to enable better
access for SMEs. The findings have been published in the report “Evaluating SME Experiences of
Government Procurement Report”:
http://www.fsb.org.uk/documents/procurement/pdf/procurement.pdf

The FSB in Northern Ireland believe there are similar problems with the public procurement
system in Northern Ireland, but are conscious that there are different policies and procedures
(compared to Great Britain), and that while there may be similar barriers for FSB members in
Northern Ireland, the differences in the systems may require NI specific recommendations.

In November 2008, the Assembly Committee for Finance and Personnel initiated an Inquiry into
public procurement policy and practice in Northern Ireland, following oral evidence given to the
Committee by the FSB, a written briefing was also provided.

Following the results of the national survey and the current Northern Ireland Assembly inquiry, the
FSB in NI has now undertaken this, locally based evaluation of this complex issue. The evaluation
involved an online survey to gain a broad understanding of the experiences, barriers and needs of
small and micro (that is, those with fewer than 20 employees) businesses in Northern Ireland
when tendering for public procurement contracts.

This final report will form the basis of the FSB N.I. response to the current Northern Ireland
Assembly inquiry on the issue and is part of a wider project to develop a more detailed report on
the issue. The remit of this report does not extend to recommendations but rather the
presentation of the results of the online survey.


http://www.fsb.org.uk/documents/procurement/pdf/procurement.pdf
http://www.fsb.org.uk/policy/rpu/ni/images/fsb%20ni%20procurement%20submissionfeb09.doc
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1.4 Key Findings

Much of the evaluation of SME experiences on this issue has not focussed on the very small SMEs
T i.e. the micro business sector and for this reason this piece of research is extremely important,
especially in the Northern Ireland marketplace.

¢!

The online survey was completed by 161 SMEs and micro enterprises from across Northern
Ireland. The results provide fresh insight into the Northern Ireland public procurement process and
demonstrate that i
In the majority of cases respondent SMEs in Northern Ireland bid for contracts below
£50,000 with most of the work being provided to Local Authorities.

SMEs in Northern Ireland do not know where to look for opportunities and have limited
time to research

SMEs believe that the processes required to tender for public sector work in Northern
Ireland requires more time and resource than they their business can afford.

The majority of SMEs in Northern Ireland believe that Frameworks are not a useful way to
manage the public procurement process.

The success rate for SMEs in the bidding process is low.

The majority of SMEs prefer to bid to the public sector on their own rather than in
partnership with others.

As with SMEs in GB, SMEs in Northern Ireland rarely gain constructive feedback on tenders.
SMEs stated that success in winning bids is heavily linked to price against other bidders.

Tendering to the public sector in Northern Ireland is becoming increasing important to
SMEs for the income generation. Over 50% of those responding, stated that they expect
the proportion of their business from the public sector to significantly increase in the next
two years.

SMEs (those employing less than 50 people) believe they are at a disadvantage in
tendering for government work as contracts are predominantly awarded to larger
companies.

Overall 51% of SMEs stated that bidding to the public sector is significantly more difficult
than bidding to the private sector.
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2 — The Research Process

The Federation of Small Businesses in Northern Ireland has identified the need to
conduct research into its members’ experience of the public procurement system in
Northern Ireland. This final report will form the basis of the FSB N.I. response to the
current Northern Ireland Assembly inquiry on the issue and is part of a wider project
to develop a more detailed report on the issue.

2.1 Survey Aim and Objectives

The aim of the online survey was to gain a broad understanding of the experiences, barriers and
needs of small and micro (that is, those with fewer than 20 employees) businesses in Northern
Ireland when tendering for public procurement contracts.’ In particular the survey has evaluated
the

experiences of SMEs when tendering and delivering on public sector contracts;

barriers to SMEs tendering and delivering on public sector contracts;

the success rate in Northern Ireland of SMEs tendering for public sector contracts;

The extent to which public bodies are open and transparent in their procurement
processes;

The extent to which central and local government procurement policy and procedures are
ASMEO friendly;

The experience of SMEs in receiving feedback on their successful or unsuccessful bids.

As part of the research it was important to identify the barriers for SMEs when tendering to the

public sector in order that the FSB in Northern Ireland can make recommendations to the Northern

Il reland Assembly for changes to the current syste
access to contract opportunities and increase the success rates of SMEs winning bids.

The survey was particularly targetedat t he experiences and needs of 6
with fewer than 20 employees) and to consider the tendering and award of low-value contracts.

' “Public procurement opportunities” should be taken to include those offered by non-departmental public
bodies and agencies, and local government bodies, as well as NI Government Departments.

(DESTAS
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2.2 Our Approach

This research comprised three main stages, summarised in the following diagram i

v
\'(((‘LL

Phase 1

Desk Research - Review of all information
and statistics relating to this assignment

Phase 2

Online Survey to all FSB Members in Northern
Ireland

Phase 3

Presentation of Survey Results

2.3.1 Stage One — Desk Research

Lestas Consulting worked closely with FSB Northern Ireland and GB to draw together all the
relevant secondary research and information to inform this assignment, including the submissions
already presented to the Northern Ireland Assembly. An in depth analysis of the survey already
undertaken in GB by the FSB and the CBI was also undertaken. The information gathered was
used to inform the content of the online survey.

2.3.2 Stage Two — Online Survey
The second stage of our research focussed on an in-depth assessment of the experiences of
Northern Ireland SMEs and micro enterprises when bidding to the Northern Ireland Public Sector,
i.e. all the NI Civil Service Departments, their agencies and non-departmental public bodies, the
NIO and its agencies and all Local Councils. The questionnaire covered a number of issues,
including i
Company Baseline details such as - sector; business activity; turnover; number of
employees; length of trading etc.

Barriers to SME awareness of public procurement opportunities in Northern Ireland

SME activity in the public sector (frequency of bidding for Government work, % of
turnover from public sector, etc.)

SME perceptions of the drivers behind success / failure in bidding for Government
contracts

Provision of feedback on bids and usefulness of that feedback
The use of support schemes / initiatives to improve the SMEs approach to bidding
Predictions for future activity with the public sector

(ESTAS
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2.2.3 Stage Three —Reporting of Results
The final stage in the process is the presentation of the results of the online survey to include

the overall response rate, an analysis of the response to each of the survey questions and/or parts
as relevant and appropriate, presentation of the findings in tabular and /or graphic format as
relevant and appropriate, and recommendations for further follow-up to the report. Importantly
the project does not require any recommendations to be set out at this stage. This will
be undertaken as part of a wider report developed by the FSB in Northern Ireland in

the months ahead.
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3 — Key Findings of the eSurvey

3.1 The Respondents

A total of 161 SMEs and micro enterprises from across Northern Ireland completed the
survey. Importantly the diversity of respondents is also wholly representative of all sectors of
SMEs and micro enterprises across Northern Ireland.

Out of these 161 7
Over 71% employ less that 9 people - the following shows a summary of the size of businesses
in relation to number of employees.

Figure 1 Number of employees

70.0%

60.0%

50.0%

40.0%

30.0%

20.0%

10.0%

0.0% T T T

0 0-9 10-49 50-249

The majority are well established with over 70% trading for over 5 years.

30% stated that their turnover for this year is estimated at less than £100k; while a similar
percentage i 32% - estimate their turnover to be between £300k to £1m this year.

Respondents represent a variety of sectors with predominance in construction (26%), property
and business services (20%) and production (16%). This is again reflective of the main sectors
in Northern Ireland that have an interest in tendering to the public sector.

For 92% of the SMEs the majority of their sales are generated from Northern Ireland. With
30% stating that over 20% of their turnover currently comes from work delivered directly to
publicly funded bodies in Northern Ireland.

Importantly, 74% of the SMEs tender to the Northern Ireland public sector up to 10
times per year and therefore have an extensive insight into the experiences of SMEs
bidding to the public sector.
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3.2 Participating in Public Sector Procurement
In the majority of cases respondent SMEs in Northern Ireland bid for contracts below
£50,000 with most of this coming from the Local Authorities, of which there are

currently 26.
The majority of SMEs (69% of total responses) bid for services contracts with fewer

respondents bidding for works and supplies - as outlined in the following chart.

Figure 2 Type of public sector contracts usually tendered for.

80.0%

70.0%

60.0% -

50.0% -

40.0% -

30.0% -

20.0% A

10.0% +

0.0% -
Services Works Supplies

The majority of contracts tendered for by SMEs are below EU thresholds and in particular
contracts below £50k as demonstrated in the following chart.

Figure 3 Average value of public sector Contract tendered for by SMEs

O £0 - £4999

| £5000 - £24,999
O £25,000 - £49,999
0O £50,000 - EU Threshold
B Over EU Threshold

69% of the respondents tender to Local Councils, followed by the Department of Education
(39%) and the Department of Health, Social Services and Public Safety (25%). Many SMEs
in the study identified more than one organisation in their responses.

o (DESTAS
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3.3 Identifying Appropriate Public Procurement Opportunities

SMEs in Northern Ireland do not know where to look for opportunities and have
limited time to research

There is a low level of awareness among SMEs in Northern Ireland on the sources of
information for procurement opportunities with almost 50% of respondents unaware of any
information sources.

Almost half (48%) of respondents are unaware of the Northern Ireland civil service e
tendering website, e-sourcingni. Of those that are aware of the website, 19% stated they
found it a useful source of information in identifying opportunities.

The majority of respondents still depend on newspapers and personal contacts/referrals
(33% and 31% respectively) as their main information source.

Respondents clearly stated a number of barriers preventing them from identifying suitable
public procurement opportunities with one third stating a lack of time and resources and
35% stating that they find the documentation confusing.

3.4 SMEs Reasons not to bid for Public Procurement Opportunities

SMEs believe that the processes required to tender for public sector work in Northern
Ireland requires more time and resource than they their business can afford.

50% of respondents stated that they have decided not to enter a bid for a Northern Ireland
public sector tendering opportunity in the past 2 years.

When there is an incumbent supplier already in place over one third (36%) of respondents
believe their business has no chance of winning a contact and do not tender in this case.

15% of SMEs believe they would not meet the eligibility criteria to tender to public bodies

and in particular the excessive insurance requirements. Respondents stated that they do

not believe this criterion is in keeping with either the value or the level of the contract and

that the publicsectorisappl yi ng fibig business standards
stated that this is excluding them from bidding at the outset.

The following figure outlines additional responses i

-11- € on s ul ting
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Figure 4: Reason SMEs decided not to bid for NI public sector opportunities

ey Response
Percent

The process of tendering for Government contracts requires more time effort / cost than 50.0%
my business could allow '

My business was not aware of any appropriate Government contracts 34.5%
My business would not have been able to compete with other larger suppliers 29.1%
I feel that my business has no chance of winning the contract against an incumbent 36.5%
supplier ’

My business did not understand how to tender for Government contracts 17.6%
My business has not identified any suitable opportunities within Government 13.5%
My business is not on appropriate framework agreements 21.6%
My business did not meet the stated supplier requirements for SMEs delivering contracts 11.5%
to Government ’

My business could not meet the eligibility criteria (e.g. British Standards, Codes of 15.5%
Practice, Insurance requirements, etc) ’

My business has generated sufficient revenue through the private sector 4.7%
There are no skills in my business to write the bid 12.2%
Timescales were too short to respond 12.8%
The contract does not allow me to protect my intellectual property 7.4%
My business has had a poor relationship(s) with Government or public sector agency(ies) 6.8%
Not applicable / Don't know / Can't say 16.9%

3.5 Public Procurement through Frameworks

The majority of SMEs in Northern Ireland believe that Frameworks are not a useful
way to manage the public procurement process.

Only 12% of the businesses surveyed are on any of the current Northern Ireland
government frameworks.

Of the SMEs on frameworks, most, (70%) believed that frameworks are not a useful way to
manage the public procurement process.

Businesses provided additional comments, including -

Alt is difficult for aocampPprarawmewdr loulri st z& t
iWe have been on the frameworks twice and th
process at all for us - the tender for the framewor ks i s al so unduly comg

fAlf your company is not on the list then you can be "locked out" for up to 3 years. 0

3.6 Success in Public Procurement
The success rate for SMEs in the bidding process is low.

Only 36% of SMEs are successful in 1 in every 5 bids or less
Success in winning bids is predominantly attributed to a preference by the tendering

authority for a known supplier (42% of respondents) and preference for an incumbent (17% of
respondents)

-12 - ®E éTAS



Evaluating SME experiences of Government
Procurement in Northern Ireland

LS S¢o
).
Teeet

FSB Northern Ireland

Federation of Small Businesses

3.7 Working in Partnership
The majority of SMEs prefer to bid to the public sector on their own rather than in
partnership with others.

J“U‘L

Respondent SMEs experiences of bidding with others is at best satisfactory (12%) and at
worst very poor (26%) and poor (20%).

64% of SMEs stated that they never bid in partnership with others while 33% state that

they sometimes bid with others. Some of the comments provided include i
Anlt is difficult to manage quality and you
to |l et you down. 0
fiC o n s o \skist bs dossatisfy the terms of reference and bid for larger contracts
however, the responsibility of a lead partner for the quality of all team members is
of f putting. o
iWor king in this way is time consuming. oo
APoor submissions by otheiraodoaffects whol e ¢

In over half the cases the SME is the minor partner in the bid, as outlined in this chart 1

Figure 5: The role of SMEs in consortia bids

O Lead partner
B Equal partner
O Minor partner

3.8 Receiving Feedback

As with SMEs in GB, SMEs in Northern Ireland rarely gain constructive feedback on
tenders.

The amount of feedback offered to SMEs following unsuccessful bids is very low. As with
the FSB national survey, in almost 40% of cases, no feedback was received from the

contracting authority on failed bids.

Only 14% of respondents get feedback between 80% - 100% of their unsuccessful bids
and in almost all case (83%) this is requested by the SME.

The most popular ways to receive feedback from a public body is in writing and by
telephone with only 22% undertaking a face to face meeting.

Figure 6 How Feedback was Communicated

-13- € on s ul ting
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When feedback is received only 5% of respondents are completely satisfied that the
information provided clearly stated the reasons why the SME did not win the contract.

Over 40% of SMEs do not believe that the feedback received would assist them to better
understand the Northern Ireland public sector tendering process.

3.9 Successful Bids

SMEs stated that success in winning bids is heavily linked to price against other
bidders.

In total, 41% of respondents stated that price was the most important issue when bidding
to the public sector.

After price, SMEs identified that the quality of their product/service was important (35%)
and the ongoing reputation of their business to offer a quality product/service (34%).

3.10 Actions taken by SMEs to improve their chance of Success
when Bidding

Tendering to the public sector in Northern Ireland is becoming increasing important to
SMEs for the income generation. Over 50% of those responding, stated that they
expect the proportion of their business from the public sector to significantly increase
in the next two years.

Over one third of respondent SMEs are now actively seeking out more opportunities to
tender to the public sector.

SMEs have become more selective in their tendering with 30% of respondents stating that
they are more selective about the opportunities they have tendered for in the past two
years.

One quarter of respondents have also made changes to their bidding technique and 20%
have attended programmes to assist them with the bidding process and writing more
successful tenders. On the other hand 70% stated they had never undertaken a national,
regional or local scheme aimed at supporting SMEs in bidding for government contracts.

(DESTAS
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3.11 Ways the public sector could Support SMEs

SMEs (those employing less than 50 people) believe they are at a disadvantage in
tendering for government work as contracts are predominantly awarded to larger
companies.

Other comments stated by the SMEs include i
fPurchasing managers should be very clear and print in the Terms of Reference the
evaluation criteria that will be used to evaluate the tender. 0

fiTraining on the various e procurement systems that are used would be useful.0

fProcurement Managers need to move away from the idea that the big companies are the
only oneswhocandeliveron t heir contracts. o

fSMEs, who are the backbone of this economy, need to be supported to win more public
sector tenders and ultimately compete in the European and globalmar ket . o

flt must be remembered that SMEs have limited resources to continuously tender for work
while they build up their experience and a greater sense of partnership from Government
Departments would go along way to assist SMEs overcome the hurdle of tendering.o

fit is necessary for government departments to stop using high turnover figures as a
qualification to bid, as this eliminates most small business.o

fiD o nadstime that SMEs do not offer as good a serviceaslargec ompani es . 0

3.12 Lessons from the Private Sector Procurement Processes

Overall 51% of SMEs stated that bidding to the public sector is significantly more
difficult than bidding to the private sector.
Some of the reasons provided include i
fit takes an inordinate amount of time involving a huge and excessive amount of red
tape/repetition. o

fiSome tenders take over a day to fill out, and the financial benefits to us are often not
worth it.o

fiOften, the tendering process is withdrawn after our bid has been submitted due to a lack
of planning on the part of the public body.o

-15- ®E éTAS
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4 — Conclusion

This survey has provided significant and fresh insight into the experiences of SMEs in Northern
Ireland when tendering to the local public sector.

One of the biggest issues is the fact that most small companies in Northern Ireland tendering to
public bodies are working on contracts below the EU thresholds. Although smaller lots make it

easier for SMEs to have the capacity and capability to deliver on contracts, in this respect public
buyers are not bound by the usual EU requirements that are very clear about what can and cannot
happen in a public tendering process. Il nstead,
of public buyers to adhere to some form of good practice because they are buying with the public
purse.

The research highlights there are many approaches by public buyers to procuring small contracts
with little standardisation and therefore small businesses are very unclear of what their approach
should be. The award of contracts are made without a clear understanding by the bidders of how
their bid is to be evaluated - award criteria and sub criteria are not published in the terms of
reference documentation so businesses are unclear of the emphasis required in their tender
response. EU regulations are very strict on this issue i but they only apply to larger contracts.

SMEs are dissatisfied with the feedback process and do not see it as useful in terms of their overall
business development model or as a means of improving their prospects of success.

The bottom line is that public bodies in Northern Ireland are always an important buyer for the
private sector but the current economic downturn makes them even more so. This brings with it a
responsibility to ensure that our smaller businesses are able to bid in a fair and open process
whether they are bidding to a central government department, a local authority, or any
partnership funded by the public purse. It is crucial those public bodies appreciate the cost, time
and effort by small businesses in submitting bids and that they all work towards a standardised
approach.

Next Steps 1 Full Report and Further Discussions

This report presents the findings of the online survey. To enhance the information gathered to
date, the FSB NI will now develop a full report making recommendations on the reform of the
public procurement system in Northern Ireland, and we will be taking our findings for discussion to
the Assembly, the Central Procurement Division, to Local Government and to our Members.

We will include at least the following:
A full analysis of our findings.

A comparison of the findings against the national FSB survey completed in October
2008.

The gathering of a small number of case studies to emphasise the issues.
Considering the significant importance of Local Authorities for SME public sector
tendering, an analysis of the key findings in the context of seeking an appropriate and

fit-for-purpose approach to contracting, ready for implementation by new councils
further to the Review of Public Administration.
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