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FOREWORD

On behalf of the IBM Center for The Business of Government, we are pleased
to present this report, Buying as One: Category Management Lessons from
the United Kingdom by Anne Laurent.

The U.S. federal government spends about $500 billion a year on goods and ser-
vices. More than half of this amount is for goods and services common across
federal agencies, such as training, overnight delivery services, copier machines,
and travel services. However, these common items are often purchased individu-
ally by more than 3,300 buying offices and over 40,000 contracting officers. For
example, the Office of Management and Budget in 2016 noted that agencies
spend more than $1 billion a year on mobile devices and service contracts, and
that: “Almost all of that spending is paid to four carriers, yet the Federal
Government manages over 1,200 separate agreements and buys more than 200
unique services plans for voice, data, and text capability.” As a result, the federal
government does not leverage its buying power as a large customer, and vendors DANIEL J. CHENOK
constantly bid on redundant work.

Category management—a purchasing strategy adopted by the private sector three
decades ago—organizes spending on common goods and services across an
enterprise into defined categories, such as travel or commercial software. By
“buying as one,” the Office of Management and Budget projects that the federal
government can avoid up to $18 billion in unnecessary spending by 2020.

The U.S. government began its category management initiative in 2014, and
continues to designate agency adoption of this approach as a high priority. The
United Kingdom began its category management initiative in 2010 and its
greater maturity offers some useful lessons on how to increase adoption and
avoid potential missteps. Furthermore, both the U.S. and U.K. efforts offer useful
perspectives, and insights to other governments—states, localities, and other
countries—as they consider their own category management initiatives.

We hope these insights and recommendations provide government leaders a
roadmap to help improve purchasing practices in support of their agencies
and missions.

IAN BRADBURY

J, / A )/ — Lo Vol

Daniel J. Chenok Thomas Coleman lan Bradbury

Executive Director Supply Chain Management Leader Executive Partner

IBM Center for IBM Public Service IBM Global Business Services
The Business of Government thomas.coleman@us.ibm.com ian.c.bradbury@uk.ibm.com

chenokd@us.ibm.com
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EXECUTIVE SUMMARY

Category management organizes procurement spending into cate-
gories of goods and services available from the same or a similar
supplier base. It is a continuous, market-facing, end-to-end pro-
cess that encompasses all aspects of spending, from sourcing to
lifecycle management, impacting the total procurement expenditure
of an entire organization. Category management enables spending
to best deliver the organization’s mission strategy.

Like many successful management reforms, procurement transformation in the United Kingdom
beginning in 2010 was precipitated by an event that demonstrated the futility of maintaining
the status quo: the 2008 global financial crisis.! Hastened by deep government spending
reductions, the 2010 transformation was the latest and most effective and sustained U.K. gov-
ernment procurement reform in a succession stretching back decades (see Appendix I), all
aimed at improving the efficiency and effectiveness of government buying and the way public
services were provided.

This report examines how the U.K. government enacted a category management procurement
strategy that refined and expanded an operational framework that had been years in the mak-
ing. The report also draws lessons from the U.K.’s procurement transformation for the U.S.
government’s more recent category management initiative, launched in 2014, as well as for
other governments who may have an interest in pursuing this strategy.

Both the U.K. and U.S. governments focused category management on governmentwide spend-
ing for commonly purchased goods and services, such as desktop computers, telecommunica-
tion services, electrical power, office supplies, and travel. In the United Kingdom, this approach
has enabled the government to aggregate demand to approach suppliers as a single whole-gov-
ernment buyer, with expansive bargaining power, as opposed to multiple agencies duplicating
purchases of the same goods and services at widely varying prices. This report draws parallels
between the evolution and implementation of the two programs.

The U.K. Approach to Category Management

Facing significant budget cuts, the U.K. government created a new Cabinet Office organization,
the Efficiency and Reform Group, to drive the government’s cost-cutting strategy. This Office
combined under one roof for the first time the management of procurement, IT and other func-
tions.? It created the Government Procurement Service (GPS) to serve as the government’s cen-
tral procurement organization, with greater power to mandate government-spending behavior
than predecessor organizations.

1. Anne Laurent, Entrepreneurial Government: Bureaucrats as Businesspeople, IBM Center for The Business of Government, May
2000. Available at: http://www.businessofgovernment.org/sites/default/files/LaurentReport. pdf

2. The U.K. Cabinet Office’s Efficiency and Reform Group oversaw government expenditure, IT policy and strategy, procurement, prop-
erty and a number of other areas.


http://www.businessofgovernment.org/sites/default/files/LaurentReport.pdf
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GPS employed category management to reduce costs and improve performance. The
Efficiency and Reform Group also stood up the Government Digital Service to assist in mov-
ing to digital delivery of government services. Working separately and together, GPS and the
Digital Service used procurement strategies, including category management, to deliver tar-
geted IT policy outcomes, for example:

e Breaking up monolithic contracts held by global IT companies
e  Modernizing government IT and moving to cloud computing

e Transforming public services for digital delivery

These IT policy achievements also helped attain the governmentwide procurement goal of
increasing spending with small and medium-size businesses, especially those in the vibrant
U.K. national cloud computing and digital markets.

Spending controls imposed in 2010—including reduction of spending on common goods
and services by 25 percent—enabled the Cabinet Office to challenge departments on how
they constructed contracts, their size, and the commercial rationale for awarding and extend-
ing them. The controls process collected supplier information that supported category man-
agement, aiding departmental chief information officers, and later the Digital Service, in
driving cloud adoption and provision of services online. Spending controls also aided the ini-
tiative to disaggregate massive IT outsourcing contracts. The Digital Service used spending
reviews to challenge proposed IT expenditure on any project that didn’t include or support
cloud hosting and eventual digital delivery. Disaggregating monolithic IT contracts with
global suppliers into multiple, smaller deals helped create opportunities for small and
medium-sized businesses to enter or grow in the government market.

Managing common spending in categories gave the GPS and its customer agencies insight
into and understanding of the markets within which they bought and the suppliers from
which they purchased. As an initial step in category management, GPS developed an inven-
tory of total annual U.K. public sector procurement spending, resulting in the first-ever accu-
rate, comprehensive accounting of such spending by agency, category, and supplier.

GPS analyzed the data in the inventory and implemented a management system covering
95 percent of central agency procurement spending, with dashboards for every agency
refreshed monthly. Armed with spend analytics, category teams made up of GPS market and
supplier experts and agency staff could study in detail the supply base for any category of
government spending.

For the first time, government knew nearly as much about its spending as its suppliers did.
As a result, government departments began managing spend in categories organized to
reflect markets, not the internal organization of government. The government also began
working with suppliers in completely different ways. Reducing the time spent on sourcing—
creating solicitations, collecting and evaluating bids—and increasing resources for research
and managing contracts and suppliers. Freed resources could then focus on expanding mar-
ket and supplier intelligence to illuminate supply networks and identify sources of value and
risk and cost drivers.

In addition to spend management, knowing more about how markets functioned—for exam-
ple, what drove supplier costs or enabled distribution and logistics efficiency—increased the
government’s buying efficiency. In 2011, GPS procurement lead time had averaged 236
days; by 2013, it had dropped to 72 days.
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The U.S. Approach to Category Management

As in the United Kingdom, the U.S. government’s adoption of category management was pre-
ceded by procurement initiatives that had not had a significant impact on procurement costs
or performance. A strategic sourcing effort launched in 2005 led to limited efficiencies in
some agencies that consolidated selected common purchases, such as office products and
copy machines. In 2014, the Office of Management and Budget (OMB) launched a govern-
mentwide category management program built on the strategic sourcing initiative intended to
bring the full range of common procurement spending under management.

Enforcement mechanisms had been lacking in the strategic sourcing initiative, but the cate-
gory management program created and used them to drive agencies to move common spend-
ing onto specific “best-in-class” governmentwide contracts. Embedding the program as one of
OMB's statutorily required cross-agency priority goals, and ensuring commitment to it by a
small team of dedicated career management experts, combined to enable category manage-
ment to continue after the 2017 presidential transition.

A governmentwide Category Management Leadership Council created in late 2014 was com-
prised of representatives from the largest spending agencies: Defense, Energy, Health &

Human Services, Homeland Security, Veterans Affairs, General Services Administration (GSA),
and NASA. In addition, the chief financial officers from each of the 24 largest agencies desig-
nated single points of contact to coordinate governmentwide category management initiatives.

More than $270 billion in common annual contract spending was allocated among 10 “super
categories.” These include areas such as travel, facilities construction, medical supplies, and
transportation services. A senior executive was designated as the category manager for each.
These teams were staffed with about 350 people from 46 departments and agencies, who
identify performance metrics and talk with top suppliers in their respective categories.

Beneath the 10 “super categories” are 50 subcategories. Each of the 10 governmentwide cat-
egories is governed by a team and is managed from one or more executive agent agencies.
These agencies provide category managers. Category and subcategory managers develop mar-
ket intelligence and buying strategies, and identify the best contract vehicles.

In addition, GSA created an online Acquisition Gateway, where agency acquisition officers can
find side-by-side comparisons of governmentwide contracts, connect with one another, and
explore category “hallways.” The hallways display category-related articles, templates, market-
research tools, prices-paid data, and other information. Members of the public can access the
site, but much of its content is viewable only by federal employees.

At the strategic level, OMB’s administrator of Federal Procurement Policy partnered with other
policy officials, including the federal chief information officer and the commissioner of GSA's
Federal Acquisition Service, to issue joint guidance to agencies on the road forward in each of
the different categories.
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This initiative was carried forward into the current President’'s Management Agenda, which set
performance targets to be achieved by fiscal year 2020, including:

e Cumulative cost avoidance of $18 billion

e A cumulative 60 percent of common spending managed under category management
principles

e A cumulative 40 percent of addressable spending on best-in-class contracts

e A cumulative 13 percent reduction in the number of unique contracts

Six Key Insights and Recommendations for the U.S. from the
U.K.’s Category Management Initiative

The U.K.'s initiative has been in place longer and is more mature than the U.S. effort. The
U.K.'s pioneering experiences offer a potential roadmap for the U.S. and other governments—
national, state, or local—to get started, as well. Following are six key insights and recommen-
dations drawn from the U.K. program that may help the U.S. and others’ category
management initiatives.

integrated into a broader governmentwide procurement strategy.

The U.K.'s category management initiative gained strength and compliance in part
because it was the operational framework for achieving a broader transformation of the U.K.
government’s procurement system. This comprehensive procurement transformation was pow-
ered by a unified efficiency and effectiveness strategy that both housed and reinforced cate-
gory management and built stakeholder cooperation. As part of its broader procurement
strategy, the U.K. effort started with an inventory of existing contracts and market intelligence
gathering, which informed the effective implementation strategy. The United Kingdom also
invested in developing skills in market and supplier intelligence collection, analytics, supply
chain, value analysis, and supplier relationship management.

1 To ensure the category management initiative is sustainable, it should be

I»Recommendation One

Senior administration leaders should work with Congress to jointly pursue—
along with the Category Management Leadership Council and the other interagency
management councils—a more centrally-led and outcome-focused approach to
implementation of category management as a part of a broader strategic transforma-
tion of the federal acquisition system.

persistent leadership.

Sweeping and deep government management change, such as procurement transforma-
tion, requires both political sponsorship and powerful executive leadership. In the U.K., the
2008 financial crisis guaranteed political support for government spending cuts. But it took
the vision and relentlessness of the leaders of the Efficiency and Reform Group, the
Government Procurement Service, and the Digital Service to frame that imperative with cate-
gory management, digital government, and civil service reform initiatives.

2 Executing a governmentwide procurement strategy takes empowered,
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I’Recommendation Two

Following on Recommendation One, OMB and GSA should work with
Congress and agency leaders to muster support, leadership, and governance for a gov-
ernmentwide procurement strategy that drives broader and faster adoption of category
management, ties it more closely to mission and policy goals, and integrates it with
other acquisition reforms into a single enterprise procurement strategy.

value from suppliers that contract with multiple agencies.

The U.K. government has adopted a stringent performance monitoring and reporting
scheme for suppliers that hold a significant number of contracts with multiple government
agencies. Identifying, monitoring, and managing the performance of government’s largest multi-
department providers under this strategic supplier management program has resulted in better
data and enhanced negotiating power for the government. In addition, bringing in industry
executives for temporary tours of duty as Crown Representatives to participate in this program
supports government procurement staff with business experience and insight.

3 Using a strategic supplier management approach can result in greater

Recommendation Three

OMB and GSA should coordinate agency efforts to implement purposeful,
management of strategic U.S. cross-government suppliers. Adopting such a strategy
could help enhance a consistent approach to large, longtime suppliers, and improve
the negotiating power and business acumen of U.S. category teams and procurement
staff. Designating a corps of industry executives to support such a program would
add experience and knowledge to support the effort.

of spending with small businesses.

The U.K. government has set a socio-economic goal of spending 33 percent of its con-
tract dollars with small and medium-size enterprises (SMEs) by 2020. However, the U.K. gov-
ernment’'s SME goals include spending that goes directly to SMEs as well as indirectly to those
that work in the supply chains of larger businesses. While accounting for these subcontract
dollars is complicated, SME initiatives by the U.K. government have enabled improved over-
sight and better deployment of spending.

4 Counting subcontracts enables better visibility, oversight, and deployment

Recommendation Four

While the U.S. category management program currently focuses on prime
vendor dollars, counting subcontracts could improve small business spend manage-
ment and outcomes and illuminate supply chain challenges and opportunities.
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common goods can drive savings.
This was exemplified in the U.K.in its approach to the software category which:

e Standardized software data

5 Leveraging uniform usage data and standardizing on fewer versions of

e Used spend analysis to negotiate with resellers and publishers as a single
government buyer

e Created a governmentwide software exchange

¢ Helped departments incrementally inventory their licenses by vendor size and type

Recommendation Five

The U.S. category management program should standardize data and inven-
tory common goods in each category where that is appropriate, and then leverage
that information on behalf of agencies to conduct analytics on use, pricing, best prac-
tices, as well as issue warnings of problems with standard versions.

Detailed, accurate, and current accounting that enables spending visibility and control
has led to U.K. price and demand management savings and ongoing identification of
savings opportunities.

6 Category management requires managing spending, not just obligations.

Recommendation Six

The U.S. category management program should begin collecting and analyzing
agency accounts payable and contract data, in addition to budget obligations and transac-
tional data. A central organization should work with industry partners to collect, standard-
ize, cleanse, and analyze spend data on behalf of all agencies.

10
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WHAT IS CATEGORY MANAGEMENT?

Category management began in industry in the 1980s, first as a
method of organizing retail goods by the way consumers used them,
and then in manufacturing and other company procurement organi-
zations to segment third-party spending into categories for more
efficient and effective purchasing.

Employing category management can produce savings ranging from 10 percent to 30 percent
or more, depending on the maturity of a company’s procurement function and category man-
agement program.® Some studies claim as much as a 12-fold return on investment among
world-class practitioners.*

A number of governments and government entities have adopted category management as the
centerpiece of their procurement transformation efforts. Scotland, New Zealand, Australia,
Canada, and the United Kingdom have the most developed programs. Many aspects of the
approach are similar or the same in both the private and public sector. However, the scale
and complexity of public sector procurement dwarf those of even the largest private sector
companies.

Category management is a market-facing strategic approach to managing an organization’s
goods and services spending with third-party providers. Public sector category management is
not simply a procurement method, but rather a program for delivering an enterprise procure-
ment strategy to obtain the capability required to accomplish a government’s overall strategy
for achieving policy and mission goals. Procurement transformation using category manage-
ment cannot succeed without endorsement, support, and active engagement by dedicated and
highly visible top-level leaders and requires active participation by stakeholders across an
entire enterprise.

How Has Category Management Been Adapted to the
Public Sector?

To be effective in the public sector, category management must be a key element of a govern-
mentwide procurement strategy, which must include governance and performance manage-
ment frameworks and be aligned with policy, regulations, and legislation. It must also be
linked to workforce capability and capacity improvements. Properly situated within an enter-
prise procurement strategy, category management can deliver efficiency gains, improved mis-
sion outcomes, savings, reduced total costs of ownership, more effective achievement of policy
goals, and a more competitive and effective national supply base.

3.  ADR International. “Advanced Category Management,” CIPS South Africa Conference 2011. Available at: https://cips.org/
Documents/Wed%20track%203%20John%20McClelland%20ADR.PDF
4. Jonathan O'Brien, Category Management in Purchasing (London: Kogan Page Limited, 2015), 32.

11
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A Delivery Mechanism for a Procurement Strategy Supporting Mission and Policy Goals.
Category management is most fully and successfully applied when it is used as a method for
executing a governmentwide procurement strategy designed to acquire the capability to deliver
on governmental business and mission strategies for achieving policy goals. It requires engage-
ment, participation, and support across the entire governmental enterprise. The procurement
function must be fully aligned with organizational objectives and must thoroughly understand
program objectives and current methods and capabilities for achieving them.

A Market-Facing Method for Managing Spending on Goods and Services. Central to manag-
ing spending by category is reorienting government’s procurement focus away from the way
government departments are organized, their procurement lifecycle and practices toward the
behavior of markets, and the suppliers within them. This requires investment in staff and data
to provide market and supplier intelligence and analysis.

Government’s procurement spending must be categorized by supplier base so that buyers can
gain advantage by leveraging market characteristics such as:

e The supplier hierarchy

* Emerging and innovative providers
e Supply networks

e The cost base for pricing

* Price inflators and deflators

e Mergers and acquisitions

e Financial and supply risks

* Purchasing practices

Both the U.K. and U.S. governments have focused their category management programs on a
subset of overall procurement: commonly purchased goods and services. However, the
approach can be used for spending on program-unique purchases as well.

A Model of a Category Management Framework

Figure 1 depicts the key elements of a category management framework within a government
or enterprise that starts with the strategic and operational mission, and flows to the overall
procurement strategy and priorities through to the segmentation of contract spending into cat-
egories. Each category is managed by a team that employs various tools to analyze buying
and spending patterns, conducts market analyses, and works with agency-level buyers to
ensure they can make the best-informed purchases.

Categories Are Developed Based on Spend Analysis. Spend analysis guides the creation and
management of categories. It supports procurement transformation by revealing the cost of
having multiple organizations buying the same or similar goods and services from the same
suppliers at different prices, terms, and conditions. This knowledge sets the stage to enable
the whole of government to begin acting as a single customer. Understanding its own spend-
ing patterns, government can then aggregate demand, eliminate duplicative contracts, manage
strategic suppliers, and make better choices among procurement approaches based on market
behavior and procurement policy goals.

12
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As spend analysis illuminates demand across agencies, it enables government to standardize
on one or a few configurations for commonly bought goods and services, in turn reducing unit,
deployment, maintenance, and repair costs. Analysis also unpacks the total lifetime cost of
owning assets, which supports challenges to agencies’ demand. By uncovering the cost of gov-
ernment procurement practices, spend analysis aids in dispensing with or improving ineffi-
cient, expensive rules and procedures.

Figure 1: A Model of a Category Management Framework

Category Management Is the Delivery Method for Strategy and Policy
Category management strategies emerge from procurement strategy, which serves
the overall policy and business strategy of a public sector organization.

Mission/Business Strategy

Procurement Strategy

Enterprise Categories

Category Category Category Category

Team Team Team Team
Strategy Strategy Strategy Strategy

Category Tools

Spend, Strategic

Supplier, Sourcing
and Market

Analysis Demand

Management

Contract
Management

Supplier
Management

Source: Author

13
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Market and Supplier Intelligence Shape Category Team Strategies. Supplier and market anal-
ysis help identify the best suppliers, determine at which level of the supply chain to buy, and
mitigate the risks of supply chain disruption. This intelligence also helps ensure the market
has the capacity to meet government’'s needs, manage financial risk, and match sourcing
strategies to commercial practice. Identifying emerging and innovative suppliers supports
reshaping agency purchases, practices and even programs, to take advantage of market-lead-
ing services and products.

Category Teams Set Strategy and Vision and Employ Tools to Achieve Them. Category teams
set vision—what the category seeks to achieve in the longer term (five to 10 or more years
depending on the category)—and strategy for the short- and medium-term (within three years)
necessary to achieve the vision. Members need a mix of skills including business acumen,
market and mission expertise, capability in communication, and negotiation and stakeholder
management.

In addition to savings through ending purchasing duplication, unnecessary variation in config-
urations, and inefficient processes, category goals include increasing breadth and quality of
services; controlling and mitigating risks; reducing, controlling, and managing costs; and sup-
porting government policy. These goals form the performance metrics for category strategy.

The team must set up a category governance structure to determine the shape and form of
interactions with programs; roles, responsibilities, and scope within the team and in its inter-
actions with stakeholders; regular performance reporting that is consistent across categories
and auditable; and the process for receiving input and participation from departments, pro-
gram customers, suppliers, industry experts, and other outside influencers.

Tools and Approaches Used to Implement Category Management. Category teams choose
among category management tools and approaches to meet their strategic goals and vision.
They adopt tools based on the results of spend, supplier, and market analyses. Tools include:

» Strategic Sourcing. Spending analysis opens the door to consolidating demand, require-
ments, and purchases, and to identifying the best contracts and suppliers. Knowing and
being able to deliver the full volume of cross-agency demand, while often challenging in
the government context, enables commitment to buy in larger lots and consequently to
negotiate lower prices. Knowing the character of demand across agencies permits stan-
dardizing configurations for commonly bought goods and services. Buying fewer versions
of a product or service reduces unit cost, enables interchangeability across agencies, sim-
plifies deployment, and makes repairs and maintenance less expensive.

The methods teams choose to approach their category markets can range widely.
Aggregating demand across government agencies within a category can win price and
other concessions from suppliers. When reducing the number of suppliers in a category
makes sense, teams can employ electronic catalogs to add buying efficiency. In the case
of multiple-award category contracts, teams can employ electronic auctions or reverse
auctions to more effectively wield aggregated demand and electronic sourcing tools to
conduct competition at the task or order level. By enlarging demand and buying more
efficiently, category teams can begin purchasing at different levels of the supply chain,
directly from original equipment manufacturers rather than resellers, for example.

Market and supplier insights lead to procurement steps not often considered in traditional
acquisition strategy and planning—such as buying at the right time, linking payment to
desired outcomes, attracting bids from targeted suppliers, developing performance-based
specifications, and choosing contract types aligned to the market.

14
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* Demand Management. Category teams help programs and agencies redirect, reshape,
and reduce their demand for goods and services and refine and consolidate their require-
ments. Because requirements are the vehicle that connects the organizational mission,
vision, aims, objectives, and strategy to the supply base,® category teams must challenge
programs’ requirements and help better shape them. This requires discovering what is
being bought now, what will be needed in the future, and asking “why” in both cases,
based on the true program objectives. Challenging demand can be government’s fastest,
most effective route to savings by preventing unnecessary, poorly planned, ill-informed
purchasing, though savings from forgone purchases are difficult to account for.

Category teams urge program purchasers to ask themselves how their objectives could be
met if no constraints existed. Ongoing requirements review can identify new opportunities
to gain value, take advantage of evolving techniques and technologies in the supply chain,
and adjust to the altered needs of program beneficiaries and the requirements of new leg-
islation and/or regulations. Review also can illuminate new methods for achieving program
goals that can help programs eliminate some requirements and create new ones, poten-
tially in different categories entirely.

e Contract Management. Category teams must craft contracts using performance incentives
appropriate to their markets. Centrally managed categories of common spending generally
craft governmentwide contracts. Strategic sourcing should result in contracts with fewer
best-in-market suppliers that have the capacity and capability to meet government
requirements. This can, however, be challenging to small business and socioeconomic
buying commitments. Contracts will take different forms and require more or less manage-
ment depending on the levels of risk and value involved in supplier relationships.

Little management is needed for low-risk contracts from which greater value is not
expected. For some, more risk management is necessary—for example, when supplier
performance or financial failure could damage government’s reputation or when cost
increases are more likely. Where there is greater value to be captured, contract manage-
ment can elicit service above expectation at no added cost or produce savings via negoti-
ated cost reductions over time, price benchmarking or process improvement by the
supplier, the government program, or both.

Contract management also ensures that all required spending actually is going through the
preferred contracts. It includes negotiating to receive and share management information
from suppliers to augment the spend analysis database.

e Supplier Management. Supplier performance should be monitored and measured against
category metrics and across categories. Centrally managed categories should collect feed-
back on suppliers from all agencies that buy from them. Suppliers considered low risk
from which little added value is expected require less management. Those of strategic
importance should receive the most attention to maintain and improve performance and
potentially expand business with the government. Generally, the suppliers receiving the
largest proportion of government spend should be strategic supplier management targets
because they have a large impact on achieving enterprise goals.

Building deeper relationships with strategic suppliers can aid in managing risk and in
incentivizing innovation on the government’s behalf. However, creating truly strategic sup-
plier relationships is not easy for governments. The regulatory and legal framework
requires continuous competition and often results in “arms-length” behavior toward sup-
pliers. In addition, government organizations often are unwilling, as well as unable, to
jointly invest with or commit to suppliers for the long term.

5. O'Brien, Category Management in Purchasing, 141

15
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As a result, government buyers are limited in offering sufficient benefits to incentivize key
suppliers to engage in strategic relationships, as they exist in the private sector. Offering
companies that are longtime top governmentwide suppliers access to key decision-makers
responsible for governmentwide policies or programs, for example, could incentivize them
to invest more deeply in solving cross-agency procurement challenges.

Governments use variations on this model, but similar elements tend to be reflected in most
public sector category management programs. The following two sections describe how two
different governments, the United Kingdom and the United States, developed their

approaches. The concluding section offers insights, lessons, and recommendations for the
U.S. program as it continues to evolve.
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In October 2010, Finance Minister George Osborne announced unprecedented austerity mea-
sures in response to the effects of the 2008 world financial crisis that had plunged the United
Kingdom into economic crisis. The newly elected Conservative and Liberal Democrat governing
coalition committed to cut public spending by £81 billion by 2014/2015.6 This required an
average budget reduction of 19 percent across all departments’—and the elimination of
490,000 public sector jobs over four years. In the budget year 2010/2011 alone, government
department budgets faced a £6.2 billion cut.?

To undertake this drastic effort, Prime Minister David Cameron created a new agency within
the Cabinet Office: the Efficiency and Reform Group (ERG). It was responsible for overseeing
the immediate budget reductions and revamping government processes to increase value for
money in the medium and longer term. The ERG, led by Cabinet Minister Francis Maude,
quickly brought together a range of organizations and expertise in information technology, pro-
gram management, and procurement from agencies and the Cabinet Office. Before the ERG's
creation, the center of government could urge departments to act collectively using common
services or contracts, for example, but it had neither a way to compel compliance nor suffi-
cient data to identify noncooperation.

The ERG’s goal was to work across departments and organizational boundaries to improve effi-
ciency and the way public services were provided.® To accomplish this, it prodded departments
to work together to ensure economies of scale in procurement and adopted a bolder approach
in managing contractors. For example, the ERG renegotiated contracts with strategic suppliers,
froze spending in some categories, and imposed spending controls. Among the ERG's early
actions to achieve severe budget reductions was a review of major projects in 2010 that illu-
minated the degree to which those costing £560 million or more either involved large informa-
tion technology spending or were IT projects. IT projects turned out to be nearly half those
found to be at risk.

ERG’s immediate objective was to help departments handle the impending £6.2 billion budget
cut by strengthening central oversight and limiting spending. For the next four years, the ERG
oversaw government expenditure, IT policy and strategy, procurement, property, civil service
reform, and a number of other areas. Maude sought not only to cut spending, but also to use
procurement to drive Coalition Government policies, such as modernizing services, increasing
the use of small and medium-size business enterprises, and moving public services to digital
delivery. His efforts were seen as autocratic by government departments, observed Andy
Nelson, former U.K. government chief information officer, “but also as the right remedy for the
moment.”10

In March 2011, the Efficiency and Reform Group announced that spending controls would last
until 2015 and would include, for example, a requirement to submit all IT contracts with a
lifetime value of more than £5 million for central approval. The ERG met with the U.K.'s 19
largest IT suppliers to negotiate memoranda of understanding to reduce the costs of their con-

6.  The U.K. government's fiscal year runs from April 1 to March 31, hence its split year description.

7. Committee for a Responsible Federal Budget. “United Kingdom Outlines $130 Billion in Savings,” Oct. 21, 2010. Available at:
http://www.crfb.org/blogs/united-kingdom-outlines-130-billion-savings

8. And much of this actually occurred. Between 2010 and 2015, most departments’ budgets were slashed more than 15 percent.
The civil service was reduced in size by 18 percent between 2010 and 2016. See: Emily Andrews, Daniel Thornton, Joseph Owen, Alex
Bleasdale, Gavin Freeguard, Ines, Stalk, “Making a Success of Digital Government,” Institute for Government, October 2016. Available
at: https://www.instituteforgovernment.org.uk/sites/default/files/publications/IFGJ4942_Digital_Government Report 10 16%20WEB%20
%28a%29.pdf

9. U.K. National Audit Office. “The Efficiency and Reform Group’s Role in Improving Public Sector Value for Money,” March 25, 2011.
Available at: https://www.nao.org.uk/report/the-efficiency-and-reform-groups-role-in-improving-public-sector-value-for-money/

10. Andy Nelson, former U.K. government CIO 2012 to 2015, and former CIO of the Ministry of Justice and Department of Work and
Pensions, interview with author.
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tracts. At the same time, the ERG announced the adoption of category management in procure-
ment of goods and services commonly bought across government. In order to curtail historically
fragmented procurement spending, nine categories of common purchases—including telecom
and IT commodities—were to be procured centrally beginning in October 201 1.

The Roots of Category Management: Decades of Fragmented Spending

It wasn't the first time the government had attempted to lasso common purchases into catego-
ries and buy them collaboratively (see Appendix |). Multiple government procurement reviews
stretching back to the early 1990s noted that public sector organizations at all levels paid
widely differing amounts for the same goods and services. The findings brought repeated calls
for aggregating spending and requirements to render government one large and powerful buyer
instead of many smaller ones of varying strength and little knowledge of each other’s spending
patterns or the prices they paid to the same sellers. Category management sought to reinforce
collaborative buying wherever appropriate by reversing the information gap between government
and suppliers, which kept detailed records on their public sector customers.

In 1999, Peter Gershon, a well-known businessman, Conservative Party adviser, and advocate of
cutting government spending through efficiency improvements rather than reducing services, pro-
duced his “Review of Civil Service Procurement in Central Government.” In it, he pointed out the
folly of fragmented buying, whether by individual organizations or through dozens of public sec-
tor professional buying organizations. His and subsequent reports were unanimous in calling for
a central procurement strategy, significantly more and better spending data for use across gov-
ernment, better supplier management, more training for buyers, and aggregation of requirements
for and spending on commonly purchased items and services.

The Office of Government Commerce (OGC) was formed in 2000, on Gershon’s recommendation
and with him at the helm, to promote aggregated buying for better pricing. The Buying Agency,
a fee-for-service procurement organization, was folded into the Office of Government Commerce,
along with a central IT managed service, to create OGC Buying Solutions, a professional buying
arm. In July 2004, Gershon produced another study, this time urging government to buy as an
enterprise, not as individual units, which supported the category management approach.! A
2010 review of government efficiency commissioned by Maude further supported category man-
agement.'? The review found that government was failing to leverage its scale. This showed that
years after Gershon’s first report, departments still were paying large price differentials for com-
modity goods, had multiple contracts with the same suppliers with different prices for the same
or similar products and services, had access to poor spending data if any, employed procure-
ment staff lacking in commercial skills, and weren't yet buying as a single enterprise.

Pressure to centralize and enforce collaborative procurement came to a head in 2010 under
Maude'’s Efficiency and Reform Group, leading to the appointment in 2011 of then-Cabinet
Office head of procurement John Collington as the government’s first chief procurement officer.
The 23-year veteran private sector executive at Accenture and other companies was to be
responsible for delivering centralized procurement and achieving the long-sought goal of purchas-
ing common goods and services as one government customer. He also was handed control of
Buying Solutions to serve as the operational arm of centralization.

11. Sir Peter Gershon. Releasing Resources to the Front Line: Independent Review of Public Sector Efficiency, July 2004. Available at:
https://webarchive.nationalarchives.gov.uk/20100609105559/http:/www.ogc.gov.uk/documents/Releasing_resources_to_frontlines. pdf
12. Sir Philip Green. Efficiency Review by Sir Philip Green: Key Findings and Recommendations, Oct. 11, 2010. Available at: https://
www.gov.uk/government/uploads/system/uploads/attachment_data/file/61014/sirphilipgreenreview. pdf
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Government Mandates Use of Category Management in 2010

Maude mandated centralized procurement across central government departments as a way of
transforming common goods and services purchasing using category management, standard-
ized requirements, and spend aggregation. The goals included increasing the amount of central
government spending under category management from £2.5 billion to £10 billion by
2012/13 and cutting procurement costs by 25 percent over four years in nine categories that
comprised the bulk of common purchases. In early 2011, as part of the centralization effort,
Collington and David Shields, who was named managing director of Buying Solutions in June
2011, reviewed the buying organization and determined it should become the “heart of cen-
tralized procurement,” the “engine room” of government buying, and “a key delivering agent of
government policy.”!3 Buying Solutions was to deliver expert sourcing and centralized data
management to central departments and the wider public sector—which included local gov-
ernments, the National Health Service, education, and police.

Shields had begun working on the category management program when he served as the
Office of Government Commerce program director for markets and collaborative procurement
from 2005 to 2010. He was expert in applying the operating model, having implemented it in
the private sector at AXA Group, a global financial services conglomerate, where he headed
procurement across four operating companies for three years, and elsewhere. He had returned
to government during implementation of reforms resulting from Gershon’s 2004 review.

A Central Agency Designated to Lead the Category Management Initiative.

In mid-2011, Shields announced that Buying Solutions would become the Government
Procurement Service (GPS). He remained as managing director reporting directly to Collington.
At the time, Buying Solutions’ operations included managing centralized deals based on stan-
dardized requirements and spend aggregation, running pre-negotiated framework agreements
that public sector organizations could use to buy more than 500,000 products and services
for a fee averaging 0.5 percent, acting as the “intelligent customer” on behalf of public sector
organizations, and operating electronic auctions and the procurement card program.

Table 1: Comparison of U.K. and U.S. Categories of Common Purchases to be Managed

U.K. Central Government Common Procurement | U.S. Government Categories of Commonly Purchased

Categories Announced 2010 Goods and Services Announced 2015
Office solutions (office supplies) Office Management
Professional Services Professional Services

Information and Communications Technology | Information Technology

Travel Travel and Lodging

Fleet Transportation and Logistics Services
Printing Facilities and Construction

Energy Security and Protection

Learning and development Human Capital

Advertising and media Medical

Industrial Products and Services

13. U.K. Buying Solutions. “Buying Solutions Annual Report & Accounts 2010-2011,” July 2011. Accessible at: https://assets.publish-
ing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/247381/1151.pdf
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In becoming the GPS, the organization refocused on creating centralized deals to support cate-
gory management and increasing spend under management, setting up and managing a gov-
ernmentwide spend data warehouse, using revenues to fund not just itself but also
governmentwide projects, and helping departments improve procurement staff capability. GPS
created its own category management teams, which developed governmentwide category
strategies approved by department commercial directors. To implement category management,
GPS sought to improve spend analytics and commercial capability governmentwide, along
with revising operating practices.

Central government departments were mandated to purchase common goods and services
through governmentwide contracts run by GPS. Common spending was estimated to be:

e £13.18 hillion of £54 billion in total 2009/2010 procurement by central government
departments alone

e £9.4 billion of £47.9 billion in 2010/2011
e £7.5 billion of £45 billion total in 2011/20124

However, central government departments made up just 25 percent of the spending GPS
sought to manage, with the wider public sector accounting for the remaining 75 percent of
government spending.

Initial Implementation Built on Prior Collaborative Buying Efforts.

The Government Procurement Service rationalized and deepened earlier efforts to collabora-
tively procure goods and services. GPS applied category management to save billions of
pounds between 2010 and 2013. Between 2011 and 2012, GPS saved £1.8 billion using
demand management to reduce quantities purchased and saved £426 million via reductions
in the average prices paid on the centralized contracts it managed. “The Government
Procurement Service has improved capability and functionality as the delivery body for central-
ized procurement, having undergone positive changes from its legacy organization, Buying
Solutions,” the National Audit Office (the U.K. equivalent of the U.S. Government
Accountability Office) wrote in 2013. “Departments report better engagement and enhanced
capacity in the new organization; feedback also echoed by the suppliers interviewed.”!® The
audit office also found that by bringing together the functions for letting contracts and for sup-
plier management and market intelligence, and by mandating that departments sign up for
centralized contracts, GPS enabled the government to purchase as a single customer, leverage
its buying power, and better manage supplier performance.

Changes in government energy procurement illustrate how GPS built on past collaborative pro-
curement and category management efforts. In 2007, an Office of Government Commerce col-
laborative energy procurement team studied how energy was purchased across central
government and the wider public sector, discovering pricing variation of up to 50 percent. The
team worked with buying organizations to improve their contracts and to bring departments,
schools, hospitals, and local government authorities into the agreements. By 2009, the team
had access to 82 percent of the energy buying volume of central government, enabling consid-
eration of new approaches, such as long-term deals directly with power generators. The team
also convinced government buyers to adopt demand management strategies, such as auto-
mated meter reading—which provided better billing accuracy and information for managing
usage—along with software to power down IT hardware at night.

14. U.K. National Audit Office. Improving Government Procurement, Feb. 27, 2013. Available at: https://www.nao.org.uk/wp-content/
uploads/2013/03/government-proc-full-report. pdf
15. U.K. National Audit Office. Improving Government Procurement.
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GPS capitalized on the Office of Government Commerce team’s work to enable the government
to invest in sustainable domestic energy production, create jobs, and provide economic stimu-
lus in a commodity market still dominated by large, multinational corporations. GPS created a
shared-service energy-trading capability and hired private sector traders and risk analysts to
augment the civil service staff, moving from single-day trading to being able to forward buy
over multiple years. GPS was paving the way to centralize not just management of the energy
category but buying as well.1®

Once the GPS trading desk was built, no other agency wanted to replicate the effort, so energy
purchasing fell to GPS. GPS became the U.K.’s largest energy customer, spending £1.5 billion
a year to buy gas and electricity for 75 percent of the public sector, which accounted for three
percent of total U.K. energy demand. In 2013, as part of the Energy for Growth policy initia-
tive to move government to renewable energy resources, GPS struck a 20-year deal with antici-
pated savings of £130 million to buy power from a new £465 million energy-from-waste
facility. Energy for Growth was intended to “use the government’s clout as the biggest energy
customer to shape the market for the good of the country,” Maude said in announcing the ini-
tiative in 2012.'7 The new plant was intended to create hundreds of new jobs in a U.K indus-
trial area where employment had been declining and to help meet sustainability goals by
creating clean energy from 350,000 tons of waste diverted from landfills annually.

Spend Management Became Launching Pad for Category Management
Implementation.

Spend analyses conducted by GPS category management teams provided the launching pad for
procurement efficiency. To enable the U.K. government to buy as one, GPS had to determine
how much public sector organizations were spending on what, with which companies, and
using which contracts. Only by analyzing governmentwide spending could GPS then get it
under management, aggregate it, and leverage it to get improved outcomes and better prices,
terms, conditions, quality, and performance. The data analysis supported segmenting spending
into categories based on how markets, not government, operate. The procurement service drew
accounts payable data from all departments and augmented it with market and financial intelli-
gence as well as contract and supplier performance data. GPS also used data analysis to
develop strategic plans in key spending categories. Those plans, in turn, enabled consolidation
of government demand, and deeper knowledge of suppliers and their supply chains for more
effective sourcing, and more effective interaction with suppliers.

Until 2010, when GPS calculated that the whole of government (including local governments
and the National Health Service) annually bought goods and services totaling about £220 bil-
lion, the U.K. government had not produced a fully accurate and reliable total for third-party
spending (see Figure 2). GPS instituted a monthly spend analysis tool that collected, cleansed,
and analyzed accounts payable data drawn from departments’ financial management systems.
The system collected accounts payable data and combined it with additional financial, market,
and supplier information from another 30 feeds, including supplier performance reports and
department budgets. These improvements in data management gave “the clearest picture yet
of procurement patterns across government,” the National Audit Office found in 2013.18

16. David Shields, former Managing Director, U.K. Government Procurement Service, Interview with Author.

17. Gov.UK Press Release. “Energy Buying Plan to Unlock Investment for Growth,” Dec. 10, 2010. Available at: https://www.gov.uk/
government/news/energy-buying-plan-to-unlock-investment-for-growth

18. U.K. National Audit Office, Improving Government Procurement.
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Figure 2: lllustrative model for the structure of public sector category management
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Spend Analysis Made Government a Smarter, More Efficient Buyer.

Spend analytics enabled the Government Procurement Service and individual departments to
identify cost-effective, high-performing suppliers in each category. Analytics also helped public
sector organizations identify where they were spending unnecessarily or ineffectively so they
could better manage demand by challenging those purchases. In addition, GPS could see
when agencies were spending outside the most efficient governmentwide contracts and guide
them back to better deals. The data also provided evidence as to whether capable small to
medium-sized enterprises were receiving 25 percent of central government spending as called
for by government policy.

With spending data drawn from the Coalition Government’s spending controls and from its

spend analytics tool, as well as management information provided by suppliers and other data

sources, the government was better able to predict and aggregate larger lots of government-
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wide spending to fulfill its volume commitments to suppliers. With guaranteed volume, sellers
gave government better prices and terms and became more willing to share useful manage-
ment information about their operations. Armed with those insights, GPS and departments
began asking more informed questions to learn more about the industries where the U.K.
spent the most, making government a better buyer. With spend data for common purchases,
GPS could segment government’s supplier base in the markets for each category, determining
how companies ranked, how important government was to them as a customer, and which
firms competed with the suppliers the public sector relied on most. This information let GPS
determine strategies for each spending category and the suppliers in it. For example, for stra-
tegic goods or services where the government was not the dominant customer, GPS could
consolidate purchases with one or a few suppliers to leverage government’s purchasing vol-
ume as much as possible.

Supplier and Market Intelligence Streamlined Number of Suppliers.

Shields was clear that GPS used spend analysis along with supplier and market intelligence to
determine which firms it deemed the best in a given category and to devise ways to ensure
they would be drawn to bid on the frameworks for it. “It's your job as a buyer to make sure
you get the best suppliers to bid,” he said. All members of a buying team should know the
market they are buying from well enough to know which companies deliver quality service
and why; the team should be able to articulate that and put the language in its solicitations to
attract the right suppliers, Shields added. This requires knowing what sourcing methods are
common in the market and making sure to create strategies that effectively employ those
practices.

One result of this sourcing approach is that the frameworks created by the Global
Procurement Service and its successor agency, the Crown Commercial Service (CCS), tend to
have fewer suppliers than do the U.S. General Services Administration’s multiple-award
schedules. The U.K. Professional Services Category, for example, comprises 10 framework
contracts with a total of 356 suppliers:

e Apprenticeship training and services (16 suppliers)

*  Contingent labor (3)

* E-disclosure services (11)

e Finance and complex legal services (9)

e General legal advice (18)

*  Executive search (1)

e Language services (13)

* Managed learning (1)

* Management consultancy (134)°

In contrast, GSA, the executive agency for the U.S. government’s Professional Services

Category,?® manages three governmentwide contracts in the category with more than 3,790
suppliers:

19. U.K. Crown Commercial Service. “Find an Agreement, Professional Services Category.” Available at: https://ccs-agreements.cabinet-
office.gov.uk/contracts?f[0]=im_field_category%3A14

20. U.S. General Services Administration. “Professional Services Category.” Available at: https://www.gsa.gov/buying-selling/products-
services/professional-services/professional-services-category
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e Professional Services Schedule (3,300+suppliers)?!
e One Acquisition Solution for Integrated Services, or OASIS (484)%?

e |dentity Protection Services (6)23

In both countries, other buying organizations also offer agency, department, and government-
wide contracts for the same or similar services, but the intent of GPS and its successor, CCS,
was to winnow to the very best suited suppliers on framework contracts designed to meet cat-
egory needs.

Spending Data Drove Whole-Government Pricing.

Spending data also provided insights into suppliers’ behavior and enabled GPS to take a
broader strategic approach to driving whole-government pricing. For example, by learning
what public sector organizations actually were paying for the same or similar products, gov-
ernment could ask suppliers pointed questions about what organizations were buying, why;,
and whether they were being appropriately charged. Managing spending by category helped
develop intelligence about everything from price differentials and profit margins to supply
chains and logistics in category markets.

For example, drilling into the information technology hardware subcategory revealed significant
pricing differentials across the U.K. departments. This analysis led to driving whole-govern-
ment pricing for standardized hardware configurations.?* The U.K. government was buying
computers through hundreds of suppliers and more than 20 major resellers and systems inte-
grators, and paying higher prices in comparison with commercial buyers. Some government
hardware resellers were buying from other resellers or wholesalers rather than from original
equipment manufacturers (OEMs). This meant government was being charged added mark-
ups for shipping and handling and additional profit over and above OEM prices. Further, resell-
ers weren't aggregating their purchases to get lower prices and rarely negotiated effectively.
When they did, they weren't making rebates and reductions available to government. Of
course, departments hadn’t been requiring or incentivizing the companies to aggregate orders,
reduce the number of transactions with the government, or seek efficiency savings in their
own supply chains.

With its new spending data and more extensive knowledge of category markets, suppliers, and
their supply networks, government changed its behavior and the way it built contracts. GPS
began negotiating prices directly with OEMs based on government purchasing volume and
directing resellers to base their charges on the government-negotiated reduced OEM prices.
GPS also shaved costs by negotiating prices for standard hardware specifications and using
optimal supply routes—piggybacking on the most efficient distribution deals struck by OEMs.25

21. Professional Services Schedule, General Services Administration. Available at: https://www.gsa.gov/buying-selling/products-services/
professional-services/professional-services-schedule-pss

22. U.S. General Services Administration. “OASIS and OASIS SB Contractor list, OASIS Contractors.” Available at: https://www.gsa.gov/
buying-selling/products-services/professional-services/oasis/oasis-contractors

23. U.S. General Services Administration. Identity Protection Services (IPS) Blanket Purchase Award (BPA) Award Matrix, |dentity
Protection Services (IPS) Multiple Award Blanket Purchase Agreement. Available at: https://www.gsa.gov/buying-selling/products-services/
professional-services/identity-protection-services-ips-multiple-award-blanket-purchase-agreement-bpa

24. David Shields interview with the author.

25. David Shields interview with the author.
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Category Management Supported Governmentwide Policy Goals

From the beginning, Francis Maude's Efficiency and Reform Group, the formation of the
Government Procurement Service, and the expansion of category management were seen not
just as a means to buy more effectively and cut costs. Maude always saw procurement as a tool
for driving Coalition Government policies, such as increasing government spending with small
businesses, modernizing IT infrastructure, and reducing carbon emissions. Following are three
cases demonstrating how category-management-based procurement served the broader policy
agenda:

% Case 1: Meeting Socio-Economic Goals to Support Small and Medium-
Sized Enterprises.

Categorizing spending enabled category teams to match the best buying tools to their specific

markets to better achieve governmentwide socio-economic policy goals by how it directed gov-
ernment spending. For example, while the overall policy was to increase spending with small

and medium-sized enterprises (SMEs), doing so was not appropriate in every category. In the

U.K., where all the producers in the undifferentiated gas and electric category are global com-
panies, there was no advantage to adding suppliers and increasing competition to help achieve
the governmentwide policy goal for SME participation. In fact, using energy brokers, many of

which were small or mid-cap companies, had eroded value. Thus, GPS’s strategy focused on

managing large energy producers directly.

But in a category dominated not by large suppliers, but by small businesses, it made sense to
increase competition by adding suppliers that matched the market composition and, in the pro-
cess, help meet governmentwide small business goals. The United Kingdom has myriad small
software-as-a-service (SaaS) and digital suppliers in a burgeoning market. So, in the software
subcategory, GPS helped the Government Digital Service deploy a dynamic purchasing online
solution, the G-Cloud, in 2013. This framework now has nearly 3,000 suppliers—90 percent
of them small—and makes it easy to compare vendors and quickly make awards. G-Cloud—
which provides commoditized cloud-based services to government agencies—is an example of
a sourcing tool appropriately matched to a market with many capable small suppliers. Using it
helped meet and exceed the 25 percent policy goal for SME usage.

Users, suppliers, overseers, and its creators laud G-Cloud as an easy to use, easy to join, and
effective contract for acquiring cloud services. It comes as close to permitting direct awards to
suppliers as possible under the rules, and it has been an effective tool for opening up the digi-
tal IT market (see box “Buying Through G-Cloud”). Now in its tenth iteration, it delivered
£2.85 billion in cloud-related services between April 2012 and December 2017.

BUYING THROUGH G-CLOUD

G-Cloud offers government buyers ready access to three options of commoditized cloud-based services:

e Lot I: Cloud hosting suppliers enabling buyers to pay by usage to deploy, manage, and run software
on cloud infrastructure and providing computing resources on supplier-owned infrastructure.

e Lot 2: Cloud software suppliers providing use of their applications running on cloud infra-
structure accessible via the Web or a program interface.

e Lot 3: Cloud support providers selling assistance in setting up and maintaining
cloud services.

Using G-Cloud is equivalent to issuing a direct award to a contractor after com-
paring services and pricing on a catalog.
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G-Cloud 9 launched in May 2017 with 2,827 suppliers offering 19,000 services, up from
257 offering 1,700 services on G-Cloud 1 in April 2012.2¢ The framework saw £401 million
in sales in 2016, up from £22 million between April 2012 and April 2013.?” Nearly half of
total G-Cloud sales have gone to small and medium enterprises—£1.14 billion or 47 per-
cent—versus £1.19 billion, or 49 percent, to large businesses.?®

G-Cloud 10 opened for applications in April 2018. As of July, 3,505 suppliers—90 percent of
them SMEs—had joined, up from 2,856 on G-Cloud 9 at expiration. Total sales were £3.5
billion, and 46 percent of sales by value and 69 percent by volume had gone to SMEs.

G-Cloud helped meet the goal of increasing spending with SMEs, part of the Cloud Strategy as
well as overall U.K. government policy. It also has helped boost prime contracts with SMEs.
G-Cloud alone accounted for 7.2 percent of the £5.6 billion total in government prime con-
tract spending with SMEs in 2016.2°

Beyond supporting the SME spending policy, G-Cloud also helped drive the govern-
mentwide IT strategy. Before the G-Cloud framework was born, the 2011 IT strategy
created a government cloud program aimed at disrupting the IT landscape by:

% Case 2: Modernizing IT Infrastructure.

e Consolidating or eliminating physical data centers

e Supporting disaggregation of large, long-term, monolithic contracts with global suppliers by
enabling departments to more easily change providers and adopt up-to-date solutions
using simple contracts

e Enlarging the IT marketplace to include more small and medium-sized companies to take
advantage of their innovation and agility and to build business for “U.K. PLC,” the market
of U.K. SME cloud suppliers

* Reducing IT costs by paying for resources as they are used from providers that compete
heavily and by making costs and quality of services transparent so departments can more
easily choose among suppliers

e Taking advantage of commodity, off-the-shelf solutions that are interactive and can be
shared across government versus specialized custom applications and hardware

The strategy also envisioned a government applications store, where departments could “easily
find, review, compare, purchase, commission, decommission, and switch” among “trusted ser-
vices.” Moving to cloud computing was integral to meeting the “digital by default” agenda set
in 2010, according to the IT strategy. Adopting cloud and sharing commodity IT services and
products “enables the move from high-cost customized ICT (information and communication
technologies) applications and solutions to low-cost, standard, interchangeable services where
quality and cost [are] driven by the market,” the strategy said. “It means changing the culture
of government to adopt and adapt to the solutions the market provides and not creating
unnecessary bespoke approaches.”

26. Colin Marrs, “G-Cloud Supplier List Revealed,” Public Technology.net, May 22, 2017. Available at: https://www.publictechnology.
net/articles/news/g-cloud-9-supplier-list-revealed

27. Dan Harrison, “U.K. Government Cloud Hosting, Software and Support: Expenditure Through the G-Cloud Framework,” Dec. 5,
2017. Available at: https://public.tableau.com/profile/danosirra#!/vizhome/GCloudexpenditure/GCloudDashboard?publish=yes

28. Harrison, “U.K. Government Cloud Hosting.”

29. “U.K. Central Government, “Direct and Indirect Spend with SMEs 2015 to 2016,” Crown Commercial Service Transparency Data,
Oct. 11, 2017. Available at: https://www.gov.uk/government/uploads/system/uploads/attachment data/file/650796/201516 Publication
Table.csv/preview
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To support the cloud strategy, GPS worked with then-Government Chief Information Officer
Andy Nelson to create in 2012 a governmentwide procurement framework for four categories
of cloud services: infrastructure-, platform-, and software-as-a-service, and specialist services.
GPS played a crucial role in creating a model that is legal, yet vastly simpler than the Official
Journal of the European Union procurement process then being followed by the United
Kingdom, Nelson said. “We put a catalog of services online and people could go and buy
them. That was pretty much it,” he said.3°

In addition to supporting agencies in meeting their SME spending policy goal and con-

ducting IT infrastructure modernization, category management also enabled the gov-
ernment to achieve other governmentwide policy goals, such as carbon emissions reduction.
Like the United States, the United Kingdom has a history of including social and environmen-
tal issues in procurement decisions. Its 2005 sustainability strategy sought to lead the E.U. in
sustainable procurement by 2009. In 2006, government targeted a 15 percent carbon emis-
sions reduction by 2010/2011 from road vehicles used for administrative operations. In
2008, William Jordan was appointed the first U.K. Chief Sustainability Operating Officer. The
post resided in the Office of Government Commerce. In response to this redoubled sustainabil-
ity effort, the Office of Government Commerce undertook a data scan of the public sector fleet,
discovering government was spending more than £380 million a year to reimburse workers
using their own vehicles to carry out work-related duties. This so-called grey fleet was putting
more than 300,000 tons of CO2 into the atmosphere annually.3!

% Case 3: Reducing Carbon Emissions from Fleet Vehicles.

The Office of Government Commerce’s fleet collaborative procurement program helped the
Department for Work and Pensions (DWP) create a public-sector-wide vehicle purchase frame-
work contract with 17 vehicle manufacturers covering 78,000 vehicles. The £1 billion deal
enabled DWP to negotiate lower prices. The Office of Government Commerce also helped the
National Health Service's Purchasing and Supply Agency strike a similar deal. The fleet cate-
gory team established a database so departments could monitor use of the fleet contracts and
track spending and carbon emissions based on management information received directly from
suppliers. Average carbon emissions for vehicles purchased or leased under the two frame-
works were 1.5 percent lower in April to June 2008 than in the same period in 2007.%?

An independent survey of departments found that the average age of grey fleet cars was 6.7
years, and noted that older cars pollute more—e.g., a 2008 Ford Focus produced 27 percent
fewer emissions than a 2000 Ford Escort. So, departments struck policies to reduce grey fleet
travel, such as forbidding staff to use their own cars for trips longer than 100 miles. That
prompted them to use rentals—which tended to be newer vehicles—or public transport or
avoid traveling, all of which led to lower emissions. At the same time, departments were
encouraged to provide video conferencing at all their offices, the OGC Buying Solutions travel
framework made it easier to book public transport, and departments used their finance sys-
tems to refuse to reimburse unauthorized grey fleet trips.

30. Andy Nelson, interview with author.

31. “Burning Issue: Smoking Out the ‘Grey Fleet,” Public Sector Procurement, Issue 22, April 2009. Available at: http://webarchive.
nationalarchives.gov.uk/20100503135839/buyingsolutions.gov.uk/document/indexed/public/tinymce uploads/corporatepublications/
psp22_apr09%20web. pdf

32. U.K. National Audit Office. Addressing the Environmental Impacts of Government Procurement, April 29, 2009. Available at:
https://www.nao.org.uk/wp-content/uploads/2009/04/0809420. pdf
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As a result, in 2008, DWP alone cut grey fleet travel by 20 per cent or about 9.5 million
miles—500,000 miles of it moved to rental cars and the rest avoided. DWP saved an esti-
mated £3.6 million and avoided emitting 3,000 tons of carbon.33

Building on the Office of Government Commerce’s consolidation of government's demand for
cars on frameworks, Government Procurement Service standardized on a minimum set of con-
figurations for vehicles used on departmental business, lined up large-volume purchases, and
then bought using electronic auctions when there was a glut of acceptable cars on the market.
Timing those auctions to the end of suppliers’ selling seasons, GPS achieved savings of 30
percent to b0 percent off best commercial prices, in addition to continuing to help meet sus-
tainability goals.

Implementing the Category Management Initiative: Centralize

or Decentralize?

The United Kingdom operates under a unitary form of government whereby the central govern-
ment has a much higher degree of control and responsibility down to the local level.
Historically, its reform efforts are centralized in approach. But centralization can fail if there is
insufficient capacity at the center to manage the effort and overwhelming resistance by depart-
ments. The category management initiative came to suffer both conditions.

Centralizing Common Purchasing Proved a Bridge Too Far.

Believing that departments still retained too much choice about whether to use demand-aggre-
gating central frameworks, in 2014, the Cabinet Office moved GPS, along with several other
Cabinet entities, into a new organization: the Crown Commercial Service (CCS). Departments
were mandated to use CCS to make common purchases.

In support of a goal of shifting all £13 billion in common central government procurement
from departments into CCS by 2018, departments began transferring their contracting staff to
it, doubling CCS’s size in two years. The plan was to bring over procurement responsibilities
and staff from eight central departments between 2014 and 2015, three more from 2015 to
2016, and to have CCS buying all common goods and services for the entire central govern-
ment by the second quarter of 2017.

The governmentwide shift proved to be more than CCS could handle.?* Only three depart-
ments that previously had passed their common buying to GPS were entirely transferred to
CCS by 2014, and they charged that CCS was not communicating effectively with them and
was promising more than it delivered. Delayed procurements, incomplete transitions, and
lower-than-promised savings experienced by first movers made other departments reluctant to
shift their buying.

33. U.K. Office of Government Commerce. “Grey Fleet Best Practice,” June 2008. Available at: http://webarchive.nationalarchives.gov.
uk/20100609100154/http://www.ogc.gov.uk/documents/Grey Fleet Best Practice.pdf

34. U.K. National Audit Office. Crown Commercial Service, Jan. 10, 2017. Available at: https://www.nao.org.uk/wp-content/
uploads/2016/12/Crown-Commercial-Service.pdf
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Figure 3: The Crown Commercial Service Did Not Transition £13 Billion of Spend from
Departments (in £ millions)
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Observers ascribed the failure to centralize common buying at CCS to hubris, rushed imple-
mentation, and lack of a plan for standardizing procurement services either within depart-
ments before they transitioned to CCS, or within CCS afterward.

The Crown Commercial Service also had agreed with a number of transferring agencies not to
change the way it ran their procurements. As a result, it was forced to operate multiple
bespoke procurement services instead of crafting a single standard offering for all departments.

Due to poor framework management, in 2015 CCS had to extend a majority of its frameworks
beyond their permitted durations, violating regulations. Departments complained that pricing
on the frameworks was not what it should be. CCS’s problems illuminated a long-running lack
of clarity about which procurements should be centralized and disagreement over what spend-
ing actually is common across departments. Estimates of the size of that spending have varied
from £8 billion to £15 billion, with IT spending being particularly hard to peg since some is
obviously common while some is highly specific to a single department.3®

As a result of its own missteps and a revolt by departments against Cabinet Office-led reforms,
CCS was forced to end the transfer of buying activities, stop charging them fees, and return
some staff. By October 2015, the Crown Commercial Service managed around £2.5 billion of
common spending and contracts for seven central departments—an insuperably long way from
the 2017 target of £13 billion for all 16 of them (see Figure 3). “We got things wrong, we
onboarded work much too quickly,” conceded Matt Denham, then-CCS commercial delivery
director, at a public procurement summit in 2015.3¢

35.  Peter Smith, “NAO on Crown Commercial Service—What Went Wrong With Procurement Centralization Initiative?” Spend Matters
UK/Europe, Jan. 23, 2017. Available at: https://spendmatters.com/uk/nao-crown-commercial-service-went-wrong-procurement-centralisa-
tion-initiative/

36. Peter Smith, “Matt Denham at Public Procurement Summit—'Crown Commercial Services Got Things Wrong,” Spend Matters
UK/Europe, Nov. 16, 2015. Available at: http://spendmatters.com/uk/matt-denham-at-public-procurement-summit-crown-commercial-
services-got-things-wrong/
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Malcolm Harrison, who took over as the Crown Commercial Service's chief executive in 2016
and departed in the summer of 2018, defended the aspirations for CCS and some of its work,
but ruefully admitted that it had not executed as planned. While he agreed that CCS’s frame-
work prices were not as good as some companies have negotiated, Harrison also pointed out
that departments had to commit spending to the frameworks and guarantee suppliers volume
to drive truly competitive pricing.3” He said CCS learned from its mistakes and began collabo-
rating more closely with departments on category frameworks. “The No. 1 priority, by a long
way, is making sure we have strategies for our categories and then the frameworks that flow
from those. You have to get a category strategy right first and that involves a lot of discussion
with the users—the departments—based on what their needs really are, and on how the mar-
ketplace is evolving, and how the supplier base is evolving,” he said.

CCS made changes and moved to collaborate more with departments, taking pains to better fit
their needs and to help suppliers adjust to the disaggregation of large, long and expensive IT
contracts, Harrison said. About £4 billion in such contracts will expire in coming years and
become ripe for breaking apart, so CCS has begun assisting suppliers in positioning for disag-
gregation by getting onto the digital services frameworks to bid for the piece parts: cloud host-
ing, networks, software-as-a-service, etc.

The Focus Shifted from Centralization to Strengthening Departments’
Commercial Capability.

With Francis Maude’s departure from the Cabinet Office in 2015, the drive for reform from the
center and centralization of procurement shifted. By 2017, the Crown Commercial Service
was publicly clarifying that it had no plans to expand its role in central procurement. Instead,
the Cabinet secretary, the chief of the civil service, and the chief commercial officer began a
governmentwide effort to strengthen procurement staff capability within departments and CCS
by creating a commercial career function. And they have done it in concert with and under the
direction of departmental chief commercial directors. This is a significant change, given that in
2005 the commercial directors of the top six departments—who were accountable for approxi-
mately 80 percent of procurement spending overall—had little regular cross-department com-
munication or interaction.®® By giving commercial teams more strategic roles and skills, the
expectation is that they will be better able to negotiate effectively with government’s suppliers.

A new cross-government leadership group of departmental commercial directors now meets
regularly and has designed procurement quality standards all departments must meet, as well
as co-creating other reforms with the Cabinet Office.3® The Cabinet Office eased spending con-
trols in April 2018.49 It gave departments a “lighter touch” route to winning the freedom to
make “business as usual” expenditures if they create and maintain 15-month pipelines*! of
planned spending to which they apply the Commercial Operating Standards.*?> New or
increased commercial procurement spending over £10 million can move forward without fur-

37. Richard Johnstone, “Crown Commercial Chief Malcolm Harrison on Rebooting Whitehall’s Procurement Savings Drive,” Civil Service
World, Nov. 28, 2017. Available at: https://www.civilserviceworld.com/articles/interview/crown-commercial-service-chief-malcolm-harri-
son-rebooting-whitehall % E2%80%99s-procurement

38. David Shields, interview with author.

39. Tom Gash, “Building Government's Commercial Capacity,” Institute for Government, February 2017. Available at: https://www.insti-
tuteforgovernment.org.uk/publications/building-government%E2 % 80%99s-commercial-capability

40. U.K. Government, Cabinet Office Policy Paper. “Cabinet Office Controls Policy: Version 5,” April 20, 2018. Available at: https://
www.gov.uk/government/publications/cabinet-office-controls-version-5/cabinet-office-controls-policy-version-5#expenditure-covered-by-the-
spend-controls

41. U.K. Government, Cabinet Office, Guidance. “Guidance: Set Up a Commercial or Digital and Technology Spend Controls Pipeline,”
April 30, 2018. Available at: https://www.gov.uk/guidance/set-up-a-commercial-or-digital-and-technology-spend-controls-pipeline

42. U.K. Government, Policy Paper, “Commercial Operating Standards for Government,” Civil Service Reform, Government Reform,
February 22, 2018. Available at: https://www.gov.uk/government/publications/commercial-operating-standards-for-government
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ther review if a departmental assessment board approves that it has met the newly estab-
lished standards (see Appendix II).

To create a cohesive, well-prepared career field of high-caliber procurement specialists, all
senior commercial staff are now employed by the Cabinet Office Government Commercial
Organization*® headed by the first Government Chief Commercial Officer Gareth Rhys
Williams. They work in departments but also are deployable across government to support
critical contracts. Senior commercial staff’s starting salaries are being raised by more than
£20,000 on average, and they will be eligible to receive increased performance-related pay.
The benefits are designed to attract better, more experienced professionals and to enhance the
esprit de corps of the occupation. All incumbent senior procurement professionals must pass
a one-day assessment that is purposely stringent to weed out the less skilled. About 25 per-
cent of those assessed are passing, about a third are dropping out, and the rest are on devel-
opment plans to be assessed again in two years. Departments similarly are assessing
non-senior staff. The creation of a more strategic role for a more expert and senior cadre has
been having a large impact, according to observers.

Next Steps

Austerity continues in the United Kingdom under the Conservative government that took
power in 2015. Its 2017 Autumn Budget, released in November 2017, proposed to further
reduce total public sector spending 3.2 percent over the next five years.** These reductions
will be harder to achieve because the easiest cuts have been harvested. As a result, the gov-
ernment continues to seek savings through procurement efficiencies.

The pressure to disaggregate large contracts persists, having had some notable successes. In
the last seven years, HM Revenue and Customs broke up a contract with one large IT vendor
and the Department for Work and Pensions exited another. In 2016, U.K. Export Finance dis-
assembled a 15-year contract with a large IT vendor into a number of individual deals with
small to medium-sized enterprises. More disaggregation opportunities loom in the next two
years with the expiration of £4 billion in large deals awarded between 1995 and 2008.%° To
help prepare, the Cabinet Office in November 2017 published a best practices and guiding
principles handbook?*® harvested from departments that had successfully moved from large,
single-vendor IT outsourcing contracts to multi-vendor disaggregated environments and

cloud services.

The Crown Commercial Service’s IT category is supporting the disaggregation policy with a
new style of IT framework. Technology Services 2 went live in September 2017 and offers
technology strategy and service design, transition and transformation, operational services and
programs, and large projects support from 157 IT companies. CCS IT Category Director Niall
Quinn called the framework “the landing point” for disaggregated systems integrator con-

43. U.K. Government, Government Commercial Organization, “Government Commercial Function.” Available at: https://assets.publish-
ing.service.gov.uk/government/uploads/system/uploads/attachment _data/file/712607/Government_Commercial Organisation GCO_bro-
chure.pdf

44. A proposed National Health Service budget increase of 3.4 percent essentially doubled the size of the cut facing the rest of central
government. See: Carl Emmerson, “Autumn Budget 2017: Public Spending—Delaying the Squeeze,” Presentation at Institute for Fiscal
Studies, Autumn 2017 Post-Budget Briefing, Nov. 23, 2017. Available at: https://www.ifs.org.uk/publications/10185

45, Bryan Glick, “Government Reviews IT Contract Strategy as ‘Opaque’ Outsourcing Deals Are Set to Expire,” ComputerWeekly.com,
Jan. 15, 2016. Available at: http://www.computerweekly.com/news/4500270961/Government-reviews-|T-contract-strategy-as-opaque-
outsourcing-deals-set-to-expire

46. U.K. Cabinet Office. “Government Shared Learning Exiting Major IT Contracts: Guidance for Departments,” Nov. 9, 2017. Available
at: https://www.gov.uk/government/publications/exiting-major-it-contracts
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tracts.*” He also pointed to CCS'’s Digital Marketplace Crown Hosting contract as a disaggrega-
tion-supporter, noting that the single-supplier framework offers departments physical hosting
as a bridge to full cloud services. A “pivot into the cloud,” he called it. “Move legacy now, and
evolve to the cloud when you are ready,” as the framework’s website puts it.*® The govern-
ment’s Crown Hosting Data Centre CEO Steve Hall said, “We have taken away all the excuses
[for not moving to the cloud]. Things like ‘it doesn't match with my flavor of security,” or ‘it
doesn’t meet the cost savings."4°

As with the Digital Marketplace, CCS began jointly developing with the Government Digital
Service a Crown Marketplace in 2015. It originally was intended to be an Amazon-like online
portal where public sector procurement officials would be able to buy goods and services
directly. The early thinking was that both the Digital and Crown marketplaces would survive,
but Quinn said in November 2017 that the Digital Marketplace likely would be subsumed by
the Crown.®® CCS beta tested the portal idea with a Purchasing Platform5! that includes three
portals—one for technology products, one for office supplies, and one for print/scan/copy prod-
ucts—on which prices are updated daily and government purchase cards can be used for pay-
ment.5? The marketplace project has see-sawed between a single online platform, allowing
public sector organizations to buy a full range of goods and services, and a set of platforms,
each for one category commercial agreement.

In September 2018 Dxw, a London-based IT design firm, won a contract viewed as a founda-
tion for the marketplace. Under the deal, Dxw is digitizing access to five commercial agree-
ments—facilities management, management consultancy, legal services, agency supply
teachers, and apprenticeship training services—and building “technical and architectural foun-
dations for future digital buying” for other agreements.

47. Sam Trendall, “No Longer a ‘Framework Factory’—Inside CCS Tech Chief’s Plans to Progress the Procurement Paradigm,” Public
Technology, Dec. 15, 2017. Available at: https://www.publictechnology.net/articles/features/no-longer-%E?2 %80 % 98framework-
factory%E2%80%99-%E2%80%93-inside-ccs-tech-chief%E2 %80%99s-plans-progress-procurement

48. Sam Trendall, “Crown Hosting CEO: ‘We Have Taken Away All the Cloud Excuses,” Public Technology, Feb. 14, 2018.

Available at: https://www.publictechnology.net/articles/features/crown-hosting-ceo-%E2 %80%98we-have-taken-away-all-cloud-
excuses%E2%80%997utm_medium=email&utm_campaign=Daily%20email %202 1st%20February&utm_content=Daily%20email%20
21st%20February+CID 6527f440ae55ad019b435a3c8814327c&utm_source=Email%20newsletters&utm term=Crown%20
Hosting%20CEOQ%20We%20have % 20taken%20away % 20all % 20the % 20cloud % 20excuses

49. Trendall, “Crown Hosting CEQ.”

50. Sam Trendall, “CCS Tech Chief: ‘We Need One Marketplace for the Future,” Public Technology, Nov. 30, 2017. Available at:
https://www.publictechnology.net/articles/news/ccs-tech-chief-‘we-need-one-marketplace-future’

51. “The Purchasing Platform,” Crown Commercial Service. Available at: https://purchasingplatform.crowncommercial.gov.uk/purchas-
ing-platform

52. The U.S. federal government is beginning a test of similar online marketplaces under a provision in the fiscal 2018 National
Defense Authorization Act. Informally dubbed the “Amazon Provision,” it calls for GSA to establish ecommerce portals to sell commercial
products, most likely valued at or below the simplified acquisition threshold, now $250,000. See Jason Miller, “How ‘Amazon Provision,’
5 Other Acquisition Provisions Changed in Final Defense Bill,” Federal News Radio, Nov. 13, 2017. Available at: https://federalnewsnet-
work.com/reporters-notebook-jason-miller/2017/1 1/how-amazon-5-other-acquisition-provisions-changed-in-final-defense-bill/

33


https://www.publictechnology.net/articles/features/no-longer-%E2%80%98framework-factory%E2%80%99-%E2%80%93-inside-ccs-tech-chief%E2%80%99s-plans-progress-procurement
https://www.publictechnology.net/articles/features/no-longer-%E2%80%98framework-factory%E2%80%99-%E2%80%93-inside-ccs-tech-chief%E2%80%99s-plans-progress-procurement
https://www.publictechnology.net/articles/features/crown-hosting-ceo-%E2%80%98we-have-taken-away-all-cloud-excuses%E2%80%99?utm_medium=email&utm_campaign=Daily%20email%2021st%20February&utm_content=Daily%20email%2021st%20February+CID_6527f440ae55ad019b435a3c8814327c&utm_source=Email%20newsletters&utm_term=Crown%20Hosting%20CEO%20We%20have%20taken%20away%20all%20the%20cloud%20excuses
https://www.publictechnology.net/articles/features/crown-hosting-ceo-%E2%80%98we-have-taken-away-all-cloud-excuses%E2%80%99?utm_medium=email&utm_campaign=Daily%20email%2021st%20February&utm_content=Daily%20email%2021st%20February+CID_6527f440ae55ad019b435a3c8814327c&utm_source=Email%20newsletters&utm_term=Crown%20Hosting%20CEO%20We%20have%20taken%20away%20all%20the%20cloud%20excuses
https://www.publictechnology.net/articles/features/crown-hosting-ceo-%E2%80%98we-have-taken-away-all-cloud-excuses%E2%80%99?utm_medium=email&utm_campaign=Daily%20email%2021st%20February&utm_content=Daily%20email%2021st%20February+CID_6527f440ae55ad019b435a3c8814327c&utm_source=Email%20newsletters&utm_term=Crown%20Hosting%20CEO%20We%20have%20taken%20away%20all%20the%20cloud%20excuses
https://www.publictechnology.net/articles/features/crown-hosting-ceo-%E2%80%98we-have-taken-away-all-cloud-excuses%E2%80%99?utm_medium=email&utm_campaign=Daily%20email%2021st%20February&utm_content=Daily%20email%2021st%20February+CID_6527f440ae55ad019b435a3c8814327c&utm_source=Email%20newsletters&utm_term=Crown%20Hosting%20CEO%20We%20have%20taken%20away%20all%20the%20cloud%20excuses
https://www.publictechnology.net/articles/news/ccs-tech-chief-%E2%80%98we-need-one-marketplace-future%E2%80%99
https://purchasingplatform.crowncommercial.gov.uk/purchasing-platform
https://purchasingplatform.crowncommercial.gov.uk/purchasing-platform
https://federalnewsnetwork.com/reporters-notebook-jason-miller/2017/11/how-amazon-5-other-acquisition-provisions-changed-in-final-defense-bill/
https://federalnewsnetwork.com/reporters-notebook-jason-miller/2017/11/how-amazon-5-other-acquisition-provisions-changed-in-final-defense-bill/

The Evo
Category Manageme

ution

Ntint

U.S. Federal Governme

of
ne

Nt

2014-2018




BUYING AS ONE: CATEGORY MANAGEMENT LESSONS FROM THE UNITED KINGDOM

www.businessofgovernment.org

Late 2014 saw the beginning of an effort to implement category management across the U.S.
federal government. The Office of Management and Budget (OMB) and General Services
Administration (GSA) took a gamble on creating an ambitious, first-ever program with just two
years left in its term. Questions about the initiative’s longevity accompanied it through the
early months of the Trump administration. It is now clear that the program is here to stay
since it has appeared in every meaningful pronouncement of management policy, up to and
including the 2018 President’'s Management Agenda. This bipartisan initiative had its roots in
a 2002 Bush administration initiative called “strategic sourcing” that had been continued in
the early years of the Obama administration.

Laying the Foundation—the Federal Strategic Sourcing
Initiative: 2005

In 2005, OMB designated the use of strategic sourcing as governmentwide policy.®® In the
U.S. government context, strategic sourcing has been defined as a structured process whereby
agency procurement offices critically analyze the spending patterns of their organizations to
find ways to better leverage their purchasing power, reduce costs, and improve overall perfor-
mance by centralizing the purchasing of common commodities and services.>* The initiative
led to common purchases of items such as copy equipment and office supplies.

The Federal Strategic Sourcing Initiative continued to expand over the years. OMB created a
cross-agency Strategic Sourcing Leadership Council in 2012—composed of government’s
seven largest buying agencies—to help institutionalize the approach. However, a 2013
Government Accountability Office (GAO) review found that while the initiative led to significant
savings for those commodities and services it included, it was being used to manage only
about five percent of procurement spending by government’s biggest buyers. The strategic
sourcing initiative became the foundation upon which the Obama administration would build
its more extensive category management program.5®

Unfortunately, its basis in the strategic sourcing initiative has given rise to a false impression
that category management is simply an extension of it. That is problematic because federal
agencies have “generally been reluctant to strategically source their high-spend services cate-
gories,” as GAO reported in 2015. That reluctance may have reduced initial support among
agencies for the category management program.® Indeed, to dispel the notion that the two
initiatives were synonymous, the Acquisition Gateway—an online information portal support-
ing the category management program—expressly stated that “category management is not
just a new name for strategic sourcing,” and that “strategic sourcing is just one type of cate-
gory management strategy.”®’

53. Clay Johnson lIlI, Office of Management and Budget Memorandum, “Implementing Strategic Sourcing,” May 20, 2005. Available
at: https://www.whitehouse.gov/sites/whitehouse.gov/files/omb/assets/OMB/procurement/comp_src/implementing_strategic_sourcing.pdf
54. Office of Defense Procurement and Acquisition Policy, “Strategic Sourcing and Category Management Defined.” https://www.acq.
osd.mil/dpap/ss/index.html

55. Government Accountability Office. Strategic Sourcing: Improved and Expanded Use Could Provide Significant Procurement
Savings. GAO-13-765T; July 15, 2013. https://www.gao.gov/products/GAO-13-765T

56. U.S. Government Accountability Office. Strategic Sourcing: Opportunities Exist to Better Manage Information Technology Services
Spending, GAO-15-149, Government Accountability Office, September 2015. Available at: https://www.gao.gov/assets/680/67267 4 .pdf
57. Acquisition Gateway, “Category Management & Best-in-Class,” October 2018. Available at: https://hallways.cap.gsa.gov/app/#/
gateway/professional-services/23372/category-management-best-class
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Launching the Category Management Initiative: 2014

Anne Rung, who had served as Deputy Secretary for Administration and Procurement for the
Pennsylvania Department of General Services, was nominated in 2014 to become administra-
tor of the Office of Federal Procurement Policy (OFPP) in OMB. She was experienced in using
strategic sourcing to leverage government spending to get better prices, faster delivery, and
more value from procurement. In Pennsylvania, she told senators at her 2014 confirmation
hearing, “We aggressively and routinely undertook strategic sourcing to generate over $140
million a year in savings, for more than $300 million in total savings.”>®

She went on to say, “I want to work with federal agencies to better manage the billions of dol-
lars spent each year on commonly purchased items...Shifting the federal government from
managing individual purchases to managing entire categories of commonly purchased items
can drive greater transparency, significantly reduce duplication, increase competition, improve
oversight, and, in the end, drive savings and deliver better value.”

Confirmed in September 2014, Rung set about building a policy framework for category man-
agement. She charged the cross-agency Strategic Sourcing Leadership Council with approving
and prioritizing categories of common governmentwide spending.>® Rung’s first policy memo-
randum, “Transforming the Marketplace: Simplifying Federal Procurement to Improve
Performance, Drive Innovation and Increase Savings,” issued in December 2014, kicked off
category management in 10 areas of common governmentwide spending, which, at the time,
totaled approximately $277 billion a year, rising to $307 billion in fiscal 2017.

Creating a Governance Framework. Early in 2015, the Strategic Sourcing Leadership Council
was reconstituted as the Category Management Leadership Council. Led by the OFPP admin-
istrator, it oversees the groups charged with managing the 10 governmentwide categories that,
by fiscal year 2017, comprised nearly 60 percent of the $510 billion in overall procurement
spending® (see Figure 4). These spending categories cover common products and services
such as facilities and construction, medical and pharmaceutical products, and commercial IT
software and hardware.

Each of the 10 governmentwide categories is governed by a dedicated team led by a senior
government executive and managed by one or more “executive agent” agencies. These agen-
cies provide the category managers. Beginning in June 2016, the teams delivered their initial
annual category strategies to the Category Management Leadership Council for approval. A
governmentwide Category Management Program Management Office housed at the General
Services Administration (GSA) supports the category managers.

An Initial Focus on IT Spending. The information technology category has received the most
attention from the Office of Management and Budget since 2014. As defined by the category
management program, IT accounted for approximately $50 billion in annual procurement
spending over each of the three fiscal years prior to 2016 and is one of the largest govern-
mentwide categories. The focus on information technology was in alignment with the Obama
administration’s emphasis on cloud computing and digital delivery of government information

58. U.S. Congress, Senate, Committee on Homeland Security and Government Affairs, Nomination of Anne E. Rung To Be
Administrator Office Of Federal Procurement Policy, Office Of Management and Budget, 113th Cong., 2nd Sess., 2014. 3-4

59. Anne Rung, Office of Management and Budget, Chief Acquisition Officers Memorandum: “Transforming the Marketplace:
Simplifying Federal Procurement to Improve Performance, Drive Innovation and Increase Savings,” Dec. 4, 2014, https://obamawhite-
house.archives.gov/blog/2014/12/04/transforming-marketplace-simplifying-federal-procurement-improve-performance-drive-i

60. Daniel Snyder, “Federal Government Spending Trends: Five Years in Five Charts,” Bloomberg Government, January 10, 2018.
https://about.bgov.com/blog/federal-government-spending-trends-five-years-five-charts/
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Figure 4: U.S. Federal Category Management Governance Structure (2017 Common Spending Total: $307.2 billion)

Office of Federal Procurement Policy (OFPP) Office of Category Management Leadership Council (CMLC) OFPP DOD, Energy
Management and Budget Department, Health and Human Services Department, DHS, VA, GSA, NASA

Category Management Program Management Office (GSA Operates)

Category 1

Facilities & Construction
$81.2B (GSA Leads)

Category 2

Professional Services
$71.1B (GSA Leads)

Category 3

Information Technology
$56.7B (GSA Leads)

Category 4

Medical
$43.5B (DOD & VA Lead)

Category 5

Transportation & Logistics
$28.5B (DOD Leads)

Subcategories Subcategories Subcategories Subcategories Subcategories
Const.-Related Svcs. Bus. Admin. Svcs. Software Drugs & Pharmaceuticals Fuels Logistical Support
Facility-Related Materials Financial Svcs. Hardware Products Sves.
Facility-Related Services Legal Svcs. Consulting Healthcare Svcs. Motor Vehicles (noncombat)
Facilities Purchase & Lease Mgt. & Advisory Svcs. Security Medical Equipment, Package & Delivery
Marketing & PR Outsourcing Accessories, Supplies Packaging
R&D Telecoms Transportation Equipment
Social Svcs. Transportation of Things
Technical & Engineering Svcs.
. J \_ VAN J \_ AN J

Category 6 Category 7

Industrial Products & Svcs. Travel
$11.1B (GSA Leads) $7.5B (GSA Leads)

Category 8

Security & Protection
$5.4B (DHS Leads)

Category 9

Human Capital
$4.5B (OPM Leads)

Category 10

Office Management

$2.3B (GSA Leads)

Subcategories Subcategories Subcategories Subcategories Subcategories
Basic Materials Bus. Admin. Svcs. Software Drugs & Phafmaceuticals Fuels Logistical Support
Fire/Rescue/Safety/ Financial Svcs. Hardware Products Sves.
Environmental Legal Svcs. Consulting Healthcare Svcs. Motor Vehicles (noncombat)
Protection Equipment Mgt. & Advisory Svcs. Security Medical Equipment, Package & Delivery
Hardware & Tools Marketing & PR Outsourcing Accessories, Supplies Packaging
Industrials Products R&D Telecoms Transportation Equipment
Install/Maintenance & Repair Social Svcs. Transportation of Things
Machinery & Components Technical & Engineering Svcs.

Qils, Lubricants & Waxes
Test & Measurement Supplies
pp! y \_

\_

Source: President's Management Agenda 2018
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Government-Wide Category Managers and Their Agencies

1. Facilities and Construction: Mary Ruwe, General Services 6. Industrial Products: George Prochaska, GSA
Administration (GSA) 7. Travel: Timothy Burke, GSA
2. Professional Services: Tiffany Hixson, GSA 8. Security and Protection: Jaclyn Smith, Homeland Security
3. Information Technology: Bill Zielinski, GSA Department (DHS)
4. Medical: David J. Smith, Defense Department (DOD) & Dr. 9. Human Capital: Indu Garg, Office of Personnel
Poonam Alaigh, Veterans Affairs Department (VA) Management (OPM)
5. Transportation and Logistics Services: Kristen A. French, DOD  10. Office Management: Dena McLaughlin, GSA
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and services. It also was a response to key IT management and acquisition legislation enacted
between 2014 and 2017, such as the 2014 Federal Information Technology Reform Act
(FITARA) and the 2016 Making Electronic Government Accountable by Yielding Tangible
Efficiencies (MEGABYTE) Act.

CATEGORY MANAGEMENT POLICY GUIDANCE MEMOS TO
AGENCIES, 2014-2016

e “Transforming the Marketplace: Simplifying Federal Procurement to Improve Performance,
Drive Innovation and Increase Savings,” Dec. 4, 2014

e Category Management Policy 15-1: “Improving the Acquisition and Management of Common
Information Technology: Laptops and Desktops,” Oct. 16, 2015

e Category Management Policy 16-1: “Improving the Acquisition and Management of
Common Information Technology: Software Licensing,” June 2, 2016

» Category Management Policy 16-2: “Providing Comprehensive Identity Protection
Services, Identity Monitoring, and Data Breach Response,” July 1, 2016

* Category Management Policy 16-3: “Improving the Acquisition and
Management of Common Information Technology: Mobile Devices and
Services,” Aug. 4, 2016

The IT focus came to dominate the administration’s category management policy framework.
All of the category management policies issued between 2014 and 2016 dealt with technol-
ogy, and most resulted from collaboration between Anne Rung and then-U.S. Chief
Information Officer Tony Scott.

For example, OMB’s memo to agency leaders—"Category Management Policy 16-1: Improving
the Acquisition and Management of Common Information Technology: Software Licensing”—
sought to coordinate software purchasing and usage strategies, centralize software manage-
ment, optimize usage of commercial licenses, and maximize use of governmentwide software
agreements. It preceded the MEGABYTE Act, which codified the OMB software management
policy requirements. The policy also answered FITARA's call to implement software strategic
sourcing and governmentwide licensing agreements. Other Rung-Scott collaborations
responded not to legislation but to the need to impose standardization, consistent costs, data-
based decision-making, and demand management on common IT product and services pro-
curement (see box on Policy Guidance Memos).
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Designating Category Management as a Cross-Agency Priority (CAP) Goal. In addition to the
policy guidance memos, the Office of Management and Budget designated category manage-
ment as one of its cross-agency priority goals for fiscal years 2015-2018 (see box on CAP
Goal). This added a quarterly progress measurement regime across all governmentwide
categories.®!

CROSS-AGENCY PRIORITY GOAL FOR
CATEGORY MANAGEMENT FY 2015-2018

Expand the use of high-quality, high-value strategic sourcing solutions in order to improve the
government’s buying power and reduce contract duplication.

Overview:

Federal contracting is often seen as a highly complex process that leads to less innovation, higher
costs, and weaker performance. Today, proposals for contracts are lengthy, overly prescriptive,
and laden with government-specific requirements. There is also staggering duplication of contracts
across government and very little information sharing between agencies on pricing or other impor-
tant contractual information. In order to fundamentally improve how taxpayer dollars are used in
the federal contracting space, the administration is embarking on a comprehensive initiative to
enhance collaboration and cooperation and drive greater innovation and improved performance
through the implementation of category management.

This cross-agency priority (CAP) goal is focused on category management and will build on the
progress made in the strategic sourcing initiative, leveraging the consolidated purchasing power of
the government to buy smarter and reduce duplication.

Category management is a new, more strategic approach that will enable the federal government
to buy smarter and more like a single enterprise. It involves identifying core areas of spend, devel-
oping heightened levels of expertise, leveraging shared best practices, providing streamlined
solutions for acquisition, and managing supply and demand. The objective is to increase
efficiency and effectiveness while reducing costs and redundancies. The first area of

focus for category management is information technology and the CAP goal will sup-

port this initiative.

The objectives of the category management CAP goal will be expanded as the
Category Management Leadership Council endorses other areas of focus.

Promoting the Use of Best-in-Class Contracts. Bringing all government spending on com-
monly purchased goods and services under management is a category management program
priority addressed primarily by directing agencies to move spending to best-in-class (BIC) con-
tracts, where it automatically qualifies as under management.

The BIC designation highlights the best contract vehicles available in the category program'’s
estimation. Moving spend to BIC contracts has been the key vehicle for achieving the top cat-
egory management goal set out by GSA since 2015:

61. U.S. Office of Management and Budget. Category Management, Cross-Agency Priority Goals, Performance.gov. Available at https://
obamaadministration.archives.performance.gov/cap-goals-list.html
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consolidating or eliminating contracts deemed duplicative. As of August 23, 2018, there were
33 BIC contracts.®? BIC contracts can be used by multiple agencies and must satisfy five OMB
key criteria:

1. Rigorous requirements definition and planning processes
2. Appropriate pricing strategies

3. Data-driven strategies to change buying and consumption behavior (i.e., demand
management)

4. Category and performance management strategies
5. Independently validated reviews®®

Tracking Progress via “Spend Under Management.” To address the failure by agencies to
adopt strategic sourcing approaches under the former Federal Strategic Sourcing Initiative,
OMB set performance targets for the extent of agency adoption of category management in
their purchasing behaviors. “Spend Under Management” (SUM)—is defined as the percentage
of an organization’s contract spending that is actively managed according to category manage-
ment principles. OMB and agencies measure SUM using a model that includes four maturity
tiers, each with five attributes: leadership, strategy, data, tools, and metrics.®* The model orig-
inally was announced in 2014 by Anne Rung and then-GSA Federal Acquisition Service
Commissioner Tom Sharpe and has been subsequently fine-tuned by OMB and GSA.®® The
current SUM maturity tiers are:

Maturity Tier 0: Spend on contracts not aligned to category management principles
Maturity Tier 1: Spend on mandatory-use agency-wide solutions

Maturity Tier 2: Spend on multi-agency contracts

Maturity Tier 3: Spend on best-in-class (BIC) contracts®®

Category teams collect and analyze spending obligation data under their purview to under-
stand and employ the best tools for moving it under management. The IT category team, for
example, studied whether agencies purchasing IT equipment piecemeal tend to buy smaller
quantities without using existing governmentwide or agencywide contracts. It found that in fis-
cal 2015, agencies made 55,837 stand-alone purchase orders, 11,173 orders using blanket
purchase agreements on the GSA schedules or other indefinite delivery/indefinite quantity
(IDIQ) contracts, and 6,040 agency contracts directly with IT equipment suppliers.®’

62. U.S. General Services Administration. “Current Best-In-Class (BIC) Solutions by Category,” Acquisition Hallway, Aug. 23, 2018.
Available at: https://hallways.cap.gsa.gov/app/#/gateway/best-class-bic/22576/list-of-best-in-class-solutions

63. U.S. General Services Administration. “Best In Class Criteria,” Acquisition Gateway, July 7, 2016. Available at: https:/interact.gsa.
gov/sites/default/files/BIC%20Criteria%202016 0.pdf

64. U.S. General Services Administration. “SUM Maturity Matrix,” pp. 35-36, “Government-Wide Category Management Key
Performance Indicators V2.0,” July 13, 2018. https://hallways.cap.gsa.gov/app/#/gateway/category-management/6606/government-
wide-category-management-key-performance-indicators

65. Anne Rung, Tom Sharpe, “An Update to Drive Category Management Government-Wide,” White House Blog, Oct. 14, 2015.
Available at: https://obamawhitehouse.archives.gov/blog/2015/10/14/update-drive-category-management-government-wide

66. U.S. General Services Administration. “Government-Wide Category Management Key Performance Indicators V2.0" p. 9

67. U.S. General Services Administration. Government-Wide Category Management Key Performance Indicators, Definitions and
Guidance, Final, July 13, 2017. Available at: http://thecgp.org/images/CM-Key-Performance-Indicators-Guidance.pdf
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This kind of data analysis enables category teams to make the case for agencies to aggregate
their purchases and order on BIC contracts to reduce the administrative costs of tens of thou-
sands of purchase orders and to leverage government’s buying power.

Creating the Acquisition Gateway to Support Agency Procurement Officers. The Acquisition
Gateway, an online portal containing background information to support the category manage-
ment initiative, was designed to provide tools, guidance, and instruction, as well as an online
workplace, to assist procurement professionals in applying the tools adopted by the category
management teams. It has reached more than 20,000 users at 95 agencies and hosts
340,000 searchable requests for proposal and other information, most available only to fed-
eral government users.®

In a January 2017 end-of-administration self-assessment, OMB reported progress and savings
achieved as a result of its shift from an exclusive focus on strategic sourcing to the broader
approach of category management. It noted that the strategic sourcing effort “is a short-term
strategy that is focused almost exclusively on driving lower unit pricing for a product or service
by aggregating demand.” OMB claimed savings of $2.1 billion using smarter buying practices
under category management. Streamlining $8 billion in purchases of software, hardware, and
mobile services led to savings and the reduction of duplicative contracts by 25 percent,
according to the report. It also projected that by fiscal year 2019, category teams’ plans and
strategies would bring under spend management $95 billion in common procurement spend-
ing and reduce the number of duplicative contracts by 35 percent.®®

Prioritizing Category Management in the President’s Management
Agenda: 2018

In 2017 and 2018, the Trump administration continued, in whole or in part, a number of
management policies that it had inherited from the Obama administration, including category
management. For example, an April 2017 OMB memorandum calling on agencies to reorga-
nize to pave the way for workforce cuts told agencies to include in their reorganization plans
proposals for streamlining IT, acquisition, financial management, human resources, and real
estate that leverage “external service providers, including those providers on best-in-class con-
tracts as part of the category management effort.””°

The Office of Federal Procurement Policy (OFPP) now views category management as a key
driver for IT modernization. The Trump administration’s IT modernization plan’! proposed to
use category management to continue and enhance the effort to move government IT to the
cloud. It recognized procurement as the key avenue for transitioning to consolidated network
architectures and shared services while also bolstering cybersecurity. “We've been doing our
deepest dive in category management in IT and have identified many best-in-class solutions,
strategies, and practices that make it easier, faster, and less expensive to buy common IT
requirements,” Acting OFPP Administrator Lesley Field said in March 2018.72

68. U.S. General Services Administration. “Acquisition Gateway by The Numbers,” Aug. 14, 2018.

69. U.S. Office of Management and Budget (2017). The President's Management Agenda: Highlights of the Cross-Agency Priority
Goals (January). http://jobtrag.com/wp-content/uploads/CAP-Goal-PMA all 01-17-2017-finalFINAL.pdf, pp. 9-11.

70. Mick Mulvaney, “Comprehensive Plan for Reforming the Federal Government and Reducing the Federal Civilian Workforce,” Office
of Management and Budget, M-17-22, April 12, 2017. Available at: https://www.whitehouse.gov/sites/whitehouse.gov/files/omb/
memoranda/2017/M-17-22 .pdf

71. American Technology Council, “Report to the President on Federal IT Modernization,” Dec. 14, 2017. Available at: https://itmod-
ernization.cio.gov/

72. “Top Women in Tech 2018: Lesley Field,” FedScoop.com, March 22, 2018. Available at: https://www.fedscoop.com/lesley-field/
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The fiscal year 2018 budget request vowed to drive adoption of category management prac-
tices and to continue reducing the number of contracts.”® The fiscal year 2019 budget request
continued the IT focus, housing reference to category management in the “Information
Technology” chapter of the Analytical Perspectives volume. It said that IT modernization will
be supported with adoption of governmentwide standards to reduce contract duplication for IT
and professional services and will leverage common solutions and shared services to bring
spending under management control.”*

The President’'s Management Agenda released in March 20187® included an update to the
original Category Management Cross-Agency Priority Goal set in 2015.

CROSS-AGENCY PRIORITY GOAL FOR
CATEGORY MANAGEMENT FY 2018-2020

Federal agencies will leverage common contracts, meaning that they share in contracts that get
the best value for taxpayers, in order to buy common goods and services as an enterprise. This
approach will eliminate redundancies, increase efficiency, and deliver more value and savings
from federal acquisition programs. By the end of fiscal year 2020, the government will achieve
$18 billion in savings for taxpayers by applying category management principles—or smart deci-
sion-making where agencies buy the same kinds of goods and services through best value contract
solutions—to 60 percent of common spend. In addition, the government will reduce duplicative
contracts by 50,000, potentially reducing administrative costs by hundreds of millions of dollars.

The Challenge

The federal government spends over $300 billion on common goods and services every year.
However, because agencies buy in a fragmented manner, taxpayers often do not get the benefit of
the government’s position as the largest buyer in the world. Hundreds—and in some cases thou-
sands—of duplicative contracts are awarded to the same vendors for similar requirements. This
fragmentation leads agencies to pay significantly different prices—sometimes varying by over 300
percent—for the same items.

What Success Looks Like

Success means the government will not only save taxpayer dollars but will improve mission out-
comes. For example, this work will allow: our law enforcement personnel to ensure their safety
through easy access to equipment such as ammunition and body armor; medical professionals

to save time and focus more on patients by ordering pharmaceuticals through electronic
catalogues; agencies to more easily prioritize modernizing the government’s IT infra-

structure, to include efforts such as buying standardized computers; and the goal will

be evaluated using industry best practice metrics, including savings, spend through

common contract solutions, reduction of duplicative contracts, small business

utilization and training the workforce.

Source: Performance.gov

73. U.S. Office of Management and Budget. “A New Foundation for American Greatness: President's Budget FY 2018,” Analytical
Perspectives: Information Technology, p. 193, May 23, 2018. Available at: https://www.whitehouse.gov/sites/whitehouse.gov/files/omb/
budget/fy2018/ap 16 _it.pdf

74. U.S. Office of Management and Budget. “Information Technology,” Chapter 16, Fiscal 2019 Budget Analytical Perspectives, p.
226, Feb. 12, 2018. Available at: https://www.whitehouse.gov/wp-content/uploads/2018/02/ap 16 it-fy2019.pdf

75. U.S Office of Management and Budget, President's Management Agenda, Performance.gov, March 20, 2018. Available at: https://
www. performance.gov/PMA/PMA.html
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Six Key Performance Indicators Driving the Initiative. In response to the new agenda, the
Category Management Program Management Office updated its guidance on measurable key
performance indicators for the governmentwide program, prioritizing the following key perfor-
mance indicators:

1. Increase Spend Under Management (SUM): the total dollar amount of obligations
through contracts that are actively managed in compliance with the SUM contract tiered
maturity model

2. Increase Best-in-Class (BIC) Obligations Against Addressable Market: the total dollar
amount of obligations tracked via the Federal Procurement Data System-Next Generation
(FPDS-NG) through best-in-class solutions

3. Increase Cost Avoidance: demonstrates the extent to which the program is delivering
increased value for the goods and services acquired by agencies, measured in dollars

4. Reduce Tier 0 Contracts: demonstrates the extent to which the program is reducing the
number of Tier O (“open market”) contracts, defined as those not aligned to category
management principles

5. Increase Small Business Utilization: demonstrates the extent to which the program
maintains or increases government use of small businesses (measured as a percentage)
while implementing category management strategies

6. Train the Acquisition Workforce: tracks the number of individuals trained in the aspects
and components of category management’®

The third annual update of the strategic plans covering common spending categories was
approved by the Category Management Leadership Council in April 2018. It aims for a b
percent to 20 percent reduction in the numbers of contracts serving the 10 categories.”” To
achieve these contract cuts, agencies were assigned targets for increasing the proportion of
their spending that is consistent with category management principles, as reflected in their
SUM metrics, and to increase their use of best-in-class contracts. “Each of the categories is
focused on increasing spend through best-in-class solutions, which is what the category man-
agers can work to influence by working with the agencies,” said Field.”®

The Category Management Program Management Office works with category management
teams to develop profile reports that track the progress of each team toward the goals and tar-
gets outlined in their strategic plans. The Acquisition Gateway explains how each agency’s
profile displays its spending obligations within the 10 categories by SUM maturity tiers and
shows how moving spending from soon-to-expire lower-tier contracts to best-in-class contracts
would improve an agency’s Spend Under Management ratio.”® Marshalling spending obligation

76. U.S. General Services Administration. “Government-Wide Category Management Key Performance Indicators V2.0,” p. 7, July 13,
2018. Available at: https://hallways.cap.gsa.gov/app/#/gateway/category-management/6606/government-wide-category-management-
key-performance-indicators

77. U.S. General Services Administration. “Government-Wide Category Management V3.0 Strategic Plans,” approved April 24, 2018.
Available at: http://thecgp.org/images/FY18-CM-Government-wide-Consolidated-CMLC-deck-FINAL-040618v1-1523292230.pdf

78. Jason Miller, “New OFPP Strategy Targets 13 Percent Reduction of Duplicative Contracts by 2020,” FederalNewsRadio, April 30,
2018. Available at: https://federalnewsradio.com/reporters-notebook-jason-miller/2018/04/new-ofpp-strategy-targets- 1 3-percent-reduc-
tion-of-duplicative-contracts-by-2020/

79. U.S. General Services Administration. “Category Management Acquisition Playbook View Summary: Gov-Wide Category Agency
Profile Reports,” September 2018. Available at: https:/hallways.cap.gsa.gov/app/#/gateway/category-management/23847/acquisition-
playbook-%E2 %80%93-view-summary-gov-wide-category-agency
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data to drive best-in-class contract use in this way also begins to address key lessons that the
Government Accountability Office drew from the low adoption of strategic sourcing. The audi-
tors found that reporting on agency-specific targets distinguishes category management from
strategic sourcing’s lack of enforcement mechanisms.&°

How Agencies Are Changing Their Buying Behavior. In response to the use of strategic plans,
targets, and tracking reports, agencies are beginning to change their buying behaviors. The
Treasury Department’s decision to end its Treasury Information Processing Support Services 4
contract is an example of the effect of the push to use best-in-class contracts. The IRS, a sub-
component of Treasury, announced the shift in a February 2018 notice to its vendors saying:
“The Department of Treasury established mandatory policies to utilize best-in-class (BIC) con-
tracts for information technology services and products to the maximum extent practicable.”8!
Similarly, the Air Force established a memorandum of understanding with GSA in June 2018
to move its Network-Centric Solutions-2 contracts to GSA's IT 70 Schedule in the form of blan-
ket purchase agreements (BPAs). The move was “aligned with [OFPP’s] guidance to use BPAs
where possible in order to utilize category management techniques, leverage federal buying
power, and conserve contracting personnel,” the Air Force noted.®? Other bid solicitations are
being cancelled after agencies discover or are told the proposed contracts duplicate existing
best-in-class contracts or other multi-agency deals.

As of October 2018, the Office of Management and Budget reported that governmentwide tar-
gets for best-in-class contracting, cost avoidance, and small business utilization have been met
or exceeded. However, total spend under management obligations through June 2018 were
$8.5 billion lower than in June 2017, and the effort to move spending to contracts using cate-
gory management principles was not on track to meet its end-of-year goal.®® The December
2018 CAP Goal quarterly progress report showed SUM obligations for 2018 were $5 billion
below the 2017 total for the same period, missing the 2018 goal by $1.5 billion. However,
the December numbers reflect a three-month reporting lag—complete 2018 totals will not be
reported until early 2019. Best-in-class spending for 2018 had exceeded the year’s goal.8

In summary, the first four years of the U.S. federal government’s category management
initiative were marked by a consistent focus across two presidential administrations on
reducing the number of federal contracts and giving special attention to the IT spend-
ing category. Category management in the United Kingdom, though further advanced
in years, followed a similar trajectory, while diverging in strategy, comprehensiveness,
extent, and effect.

80. U.S. Government Accountability Office. Federal Acquisitions: Congress and the Executive Branch Have Taken Steps to Address Key
Issues, But Challenges Endure, GAO-18-627, September 2018. Available at: https://www.gao.gov/assets/700/694457 .pdf

81. Pragmatics, “To: TIPSS-4 Vendors,” Feb. 2, 2018. Available at: http://www.pragmatics.com/contract-vehicles/federal-civilian-solu-
tions/tipss-4/

82. William E. Marion, Memorandum for All MACOM-FOA-DRU/CC, “Information Technology Acquisition-Use General Services
Administration Blanket Purchase Agreements-Action Memorandum,” August 20, 2018. Available at: https://www.netcents.af. mil/
Portals/30/documents/NETCENTS-2/Documents/SAF %20CI10%20memo%20-%20IT%20Acq%20Memo%20-%2020%20Aug%2018.
pdf?ver=2018-09-25-142915-923

83. U.S. General Services Administration. Executive Summary Dashboard, September 2018, Category Management & Best-in-Class,
Acquisition Gateway, Updated October 2018. Available at: https://hallways.cap.gsa.gov/app/#/gateway/professional-services/23372/
category-management-best-class

84. OMB, President's Management Agenda, Category Management Cross-Agency Priority Goal.
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The U.K. experience shows that, in time, a government category management strategy can
deliver efficiency gains, improve mission outcomes and savings, reduce total costs of owner-
ship, realize more effective achievement of policy goals, and build a more effective supply
base. The U.K. case study shows that the most gains are possible when a category manage-
ment initiative is undertaken in the context of a unified, center-led, and broadly communicated
overall procurement strategy.

The 2004 Gershon review’s early call for government to buy as an enterprise, rather than a col-
lection of individual units, ultimately led to the 2010 adoption of the category management and
centralized buying initiative. The centralization push ultimately ebbed, but the category manage-
ment initiative brought a structured, disciplined approach to procuring common goods and ser-
vices through an enterprisewide integrated purchasing and supply strategy. That initiative:

*  Produced the first fully accurate and reliable total for government contract spending.

e Made spend analysis continuous and a cornerstone for an outward, market-facing method-
ology of aligning procurement to supply market trends. These practices began to transform
the procurement corps to become more like commercial buyers.

e |lluminated how much of what was being bought using which contracts, by whom, from
whom, and for how much, cracking open spending patterns and pricing differentials. This
gave government new leverage as a single, much larger and more powerful purchaser than
it previously had understood itself to be.

e Segmented common spending into categories and applied appropriate, but different,
approaches and tools to each.

e Brought spending categorization, which opened the door to market and supplier analysis
and strategic sourcing, enhancing the government’s ability to negotiate, choose the most
effective contracting approaches, and manage suppliers and contracts.

e Enabled demand management by category teams, which challenged or aggregated require-
ments, promoted reuse as opposed to buying, and standardized configurations and services
to reduce complexity and cost.

As a result, category management changed how the U.K. government understood its spending
and its power in markets and with suppliers. It revealed the supply chain cost drivers that
resulted in the prices it paid, the amount its own procurement practices and behavior added to
the bill, the importance of logistics and distribution efficiencies, and innumerable other aspects
of third-party purchasing. The procurement methods and organizations of today are profoundly
different from those of 2005. The fundamental change-maker was the premise that if govern-
ment analyzed its “spend” centrally and organized it strategically, it could deliver more policy
results and services at a lower cost.

As the world’s longest-running category management program in a large and complex govern-
ment, the U.K. initiative offers lessons and cautions for the U.S. program. The U.K. govern-
ment’s response to the financial crisis bolstered category management implementation. But it
also received support from and supported other activities driving management improvement
and cost reduction, such as spending controls and the digital-by-default agenda. The U.K.
experience demonstrates that success hinges on developing, communicating, and driving a uni-
fied government procurement strategy across the public sector, providing a category manage-
ment operating framework, and addressing the totality of procurement expenditure. Doing this
requires high-level governance, an energizing and focused vision, powerful and dedicated lead-
ership, and an acquisition workforce educated and empowered to determine where and how
best to gain not just lower costs, but value, for the government.
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Differences Between the U.K. and U.S. Approaches to Category

Management

Now entering its fifth year, year, the U.S. category management program is less than half the
age of its British counterpart. The British initiative was rooted in a long history of prior collab-
orative procurement efforts and catalyzed into being by the government’s massive budget cuts
following the 2008 global recession. Thus, it is not surprising that the U.S. program still is
finding its feet.

Unlike the U.K. effort, the U.S. program was not undertaken in the context of a large-scale
transformation of a governmentwide procurement strategy—and has not had a powerful, well-
resourced home or a driven and persistent leader with broad governmental authority to force
action. Furthermore, unlike the U.K. effort, the U.S. program has not drawn extensively upon
category management expertise from the private sector for its leadership. As a result, the pro-
gram retains a U.S. government orientation, rather than the more market-facing character the
U.K. effort assumed over time. There are other differences as well:

e In the United Kingdom, individual departments and agencies have greater ownership of the
initiative and have developed their own category management programs and staff. In
contrast, U.S. government category knowledge and management experience reside mostly
within two central agencies—the Office of Management and Budget and the General
Services Administration, and the staff of the category management teams.

e In the United States, category management relies heavily on contract consolidation. This
has so far resulted in scant sharing of market and supplier intelligence and no effort to
collect or analyze true spending data at the agency level. In addition, unlike the U.K.
program, U.S. category management is not connected to other reforms, nor is there a
central effort to manage procurement to deliver on other governmentwide policy goals.

U.S. federal agencies are, however, beginning to feel pressure to prove their procurement
spending is increasingly being conducted via category management principles. For example,
the category management program management office at GSA is providing agencies with dash-
board displays of their Federal Procurement Data System data, showing how their obligations
are divided among suppliers, the extent to which they are using BIC contracts, when their non-
BIC spending is expiring, and more. The online Acquisition Gateway also now supplies play-
books on how to find and move agency contract spending to best-in-class contracts.

By driving federal agencies to analyze and rethink their spending behavior, the U.S. category
management program sets the stage for further categorization and spend management. By
consolidating contracts, it gains greater ability to manage supplier performance and identify
and focus on fewer superlative suppliers. Consolidation also enables government to deliver
more guaranteed spending to the best performing contractors, giving them a greater stake and
government more negotiating power. Similarly, spend management and contract consolidation
should deliver greater intelligence about the largest cross-government contractors, enabling
more effective and synergistic supplier relationships and performance management.

The next section details insights and lessons from the U.K. for the U.S. In addition, we lay out

a high-level roadmap for other governments interested in improving their procurement
approach leveraging these lessons.
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CATEGORY MANAGEMENT IN THE PUBLIC SECTOR: GETTING STARTED

The U K. is fairly advanced in its implementation of category management and the U.S. is closing the gap. But what about
those governments—national, state, or local—that may be just beginning a category management initiative? Following are some
insights from those already down the road:

1. It’s not just a process. Leadership needs to understand that category management is not simply a procurement method, but
a program for delivering an enterprise procurement strategy for obtaining the capability required to accomplish a government’s
overall strategy for achieving policy and mission goals.

2. Top leaders must own it. It cannot succeed without endorsement, support, and active engagement by dedicated, highly vis-
ible top-level leadership and participation by stakeholders across an entire agency or organization—otherwise internal resistance
will stymie action.

3. It shouldn’t be a freestanding initiative. It should be embedded in a governmentwide procurement strategy that includes
governance and performance management and is aligned with policy, regulations, and legislation.

4. People matter. It needs to be linked to workforce capability and capacity improvements.

5. It must be market-facing. It cannot be oriented to the government acquisition lifecycle or procurement practices or the way
government is organized.

6. It begins with spend analysis. The baseline is knowing currently how much of what is being bought, using which contracts,
by whom, from whom, for how much.

7. Analyze and sort spending into categories. This is done in order to:
e Set targets for the extent of use of category management by agencies.
e Reveal which procurement approaches are best for engaging companies in different category markets.

e Illuminate the cost of having multiple agencies buying the same or similar goods and services from the same suppliers at
different prices, terms, and conditions.

* Enable government to act as a single customer and eliminate duplicative contracts.
» Aggregate demand across agencies to win lower prices and better terms.

* Build understanding of governmentwide demand in order to standardize on one or a few configurations to reduce unit,
deployment, maintenance, and repair costs.

e Unearth the total lifetime cost of owning assets and the cost of government procurement practices.

8. Analytics are not freestanding, they must tie to mission. Procurement executives cannot analyze spending independent of
understanding their agency’s program objectives and current methods and capabilities for achieving them.

9. Use demand management to challenge agencies’ perceived requirements. Challenge agencies’ requirements for new
products and services through demand management to help reshape purchases, reduce unnecessary ones, and acquire innovation.

10. Category teams must include a mix of skills and backgrounds. This is critical to ensure business acumen, market and
mission expertise, capability in communication, negotiation, and stakeholder and supplier management.

11. Conduct supplier and market analyses. This will provide the information base to support capitalizing on supply chain
value, choosing the best suppliers, and mitigating risks of supply chain disruption.

12. Include a supplier relationship management component. This will ensure procurement practices are aligned with market

and company characteristics, set appropriate levels and types of engagement with contractors, help attract high-quality providers
and manage their performance, and support contract and performance management to ensure contractors deliver.
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Six Key Insights with Recommendations for the U.S. from the U.K.

Category Management Initiative

Given the greater maturity of the U.K. effort, following are six key insights and recommenda-
tions from the U.K.’s category management initiative that could help the U.S. program develop
more quickly and deliver more effectively.

- able, it should be integrated into a broader governmentwide procure-
ment strategy.

The U.K.'s category management initiative gained strength and compliance in part because it
was the operational framework for achieving a broader transformation of the U.K. govern-
ment’s procurement system. This comprehensive procurement transformation was powered by
a unified efficiency and effectiveness strategy that both housed and reinforced category man-
agement and built stakeholder cooperation. The combination of a governmentwide efficiency
strategy, the use of the bully pulpit, and cabinet-level endorsement of the Efficiency and
Reform Group’s efforts served initially to sustain procurement transformation and category
management by overcoming departmental resistance.

g

\"", Insight One: To ensure the category management initiative is sustain-

The U.K. effort started with an inventory of existing contracts and market-intelligence gather-
ing effort, which informed the effective implementation strategy. As part of its procurement
strategy the United Kingdom also invested in developing skills in market intelligence-gathering,
analytics, supply chain, value analysis, and supplier relationship management.

The U.K. Experience to Date. The burning platform of global financial crisis was just the sort
of galvanizing event that could focus government and create, at least for a time, clarity of
intent and strategy. Halting the hemorrhaging of government spending and rescuing a faltering
economy were simple, urgent goals. The Coalition Government built a powerful central organi-
zation—the Efficiency and Reform Group—to control and cut spending while improving opera-
tions. The creation of the Efficiency and Reform Group and its stand-up of both the
Government Procurement Service (later renamed the Crown Commercial Service) and the
Government Digital Service demonstrate the value of central leadership and strategy. The
Efficiency and Reform Group pursued both transformation of governmentwide procurement and
transition to digital service delivery. It effectively pushed those goals through central govern-
ment agencies and the wider public sector using category management as a key delivery
approach.

One of the signal successes in winning broad departmental cooperation in the use of category
management tools, such as spend analysis and supplier and performance management, was
enlisting the support of C-suite executives and their councils. The Office of Government
Commerce shaped the environment for and supported the first communications and coopera-
tion among central department commercial directors. The Efficiency and Reform Group picked
up those efforts and the Government Procurement Service continued them, courting and win-
ning the backing of the Chief Information Officers Council, going so far as to use GPS'’s fees to
fund the Public Service Network long sought by Cl0s.8 Behind every effort to win over U.K.
departments’ support loomed the mission requirement to drastically reduce spending. And
continuously in the background, the Efficiency Review Group was taking direct action to
achieve spending cuts and increased government efficiency through its procurement and

IT organizations.

85. Shields interview with the author.
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The U.S. Experience to Date. The U.S. category management program lacks an anchor in a
broader acquisition strategy or a powerful central enforcement authority. The program is seen
by many as little more than enhanced strategic sourcing and as an incursion on agencies’
independent purchasing authorities.

The U.S. program has been enacted with few mandates and little enforcement authority. The
mandated laptop/desktop computer buying regime, for example, is difficult to control and
monitor because spending, and therefore spend data, lives in three separate governmentwide
contracts run by three different agencies that answer to other agencies and to Congress for
funding, not to the Category Management Program Management Office and the Office of
Management and Budget procurement policy office. The category management program key
performance indicators have only just been fully fleshed out in 2018 and they have not been
linked to other ongoing procurement reforms. It also is not clear which organization has the
authority or enforcement mechanisms to drive improved scores.

Lessons for the U.S. The U.K. experience shows that introducing a comprehensive procure-
ment regime powered by a unified strategy driven across government can be transformative.
Enacting a category management operational framework that is outcome-focused can help
deliver on broader government policy priorities.

Based on the U.K. experience, for a category management program to take root government-
wide, it should be driven from a central organization with the authority and power to enforce
it. It gains credibility by being associated with a solution to a national emergency, but that is
not enough to sustain it against the resistance of departments attempting to assert their own
procurement prerogatives against central direction. The enhanced enforcement of the U.K.
program beginning in 2010 was seen as bitter, but necessary, medicine at the height of the
financial crisis. It aroused departmental resistance, however, even as it helped achieve the
efficiency agenda.

In this time of renewed acquisition reform fervor in the United States—witness the Section
809 Panel on Streamlining and Codifying Defense Acquisition, three years of acquisition
reforms in the National Defense Authorization Acts, the critical role of procurement innovation
in the 2018 National Defense Strategy, and more—creating a powerful, White-House-backed,
central strategic body with resources to “bring together expertise from across departments on
a large scale,” as the U.K.’s Efficiency and Reform Group did, could buttress, consolidate and
speed procurement reform.

Taking such action also could help strengthen and speed other governmentwide initiatives,
such as IT modernization and digital services, rapid innovation, and improving supply chain
management—all of which depend significantly on improved procurement. A well-resourced
power center supported by the White House, key legislators, and agency leaders should drive
the procurement strategy. The General Services Administration could play a delivery role simi-
lar to the U.K.’s Government Procurement Service, by focusing on creating value for depart-
ments, identifying and contracting with the best suppliers for common categories, running
true spend analytics on government’s behalf, and, where practical and appropriate, serving as
central buyer for common goods and services. The e-commerce portal now in the works
could then truly become a tool in service of an overall acquisition reform strategy and
category management.
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l’Recommendation One:

Senior administration leaders should work with Congress to jointly pursue—
along with the Category Management Leadership Council and the other interagency
management councils—a more centrally-led and outcome-focused approach to imple-
mentation of category management as a part of a broader strategic transformation of
the federal acquisition system.

- empowered, persistent leadership.

N Sweeping and deep government management change, such as procurement trans-
formation, requires both political sponsorship and powerful executive leadership. In the U.K.,
the financial crisis guaranteed political support for government spending cuts. But it took the
vision and relentlessness of the leaders of the Efficiency and Reform Group, the Government
Procurement Service, and the Digital Service to frame that imperative with category manage-
ment, digital government, and civil service reform initiatives. In the U.S., the context for pro-
curement reform has been less urgent and less centralized.

. ‘.:' {. Insight Two: Executing a governmentwide procurement strategy takes

The U.K. Experience to Date. The U.K.’s experience demonstrates the critical importance of
endorsement, support and active engagement by dedicated and highly visible, top-level leader-
ship and participation by stakeholders across government and throughout departments. In the
United Kingdom, the financial crisis guaranteed political sponsorship for government spending
cuts. It took the vision and relentlessness of the leadership of the newly formed Efficiency and
Reform Group to frame that imperative within an integrated set of reforms that included cate-
gory management, digital government, and civil service. And it took an autocratic, ambitious,
brash, experienced political infighter like Francis Maude to drive the vision, create the appara-
tus to enact it, and unceasingly flog those entities and government’s political leadership to
execute the plan.

The Efficiency and Reform Group was helmed by Maude, a powerful leader who was the
equivalent and more of the director of the U.S. Office of Management and Budget. He led the
creation of this new central organization to enact procurement strategy. By disposition and
experience, Maude was singularly well suited to the moment, with its need for a champion of
management transformation and a provider of political protection and prodding. He was a sea-
soned political veteran with more than three decades of experience inside and outside govern-
ment (including the Treasury, Cabinet Office, and Foreign Office) and a trusted confidant and
adviser to prime ministers.%®

Maude also relied on dogged and bold leaders within Efficiency Review Group and the struc-
tures it created. The first government chief procurement officer, John Collington,®” an energetic
believer in improved procurement capability and use of small and medium-size enterprises,
was a particularly engaging and effective proselytizer, preaching the transformation message in
his Scottish brogue.®

86. William Eggers, “The Techies with The Muscle To Transform U.K. and U.S. Governments,” The Guardian, June 22, 2016. Available
at: https://www.theguardian.com/public-leaders-network/2016/jun/22/techies-uk-us-francis-maude-mike-bracken-mikey-dickerson

87. Peter Smith, “Interview with Government Procurement Leaders—Collington and Smith Spill the Beans,” Spend Matters UK/Europe,
July 5, 2011. Available at: https://spendmatters.com/uk/interview-government-procurement-leaders-collington-smith-spill-beans/

88. John Collington, U.K. Chief Procurement Officer, “The Crown and Suppliers: A New Way of Working Together,” November 22,
2011. Available at: https://www.youtube.com/watch?time_continue=1162&v=NESoMx8pgnA
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When asked soon after his appointment in 2011 how the Efficiency Review Group’s efforts
would be different from all the previous procurement initiatives, Collington said, “The most
significant change—and why we believe it will work—is direct political involvement and will-
power. It's not just senior civil servants, or even Francis Maude—this has real Cabinet level
engagement and drive.”®

In addition, David Shields, who became managing director of the newly formed Government
Procurement Service in 2011, was known as seasoned, delivery-focused, capable, dynamic,®
driven, and tough. His experience in the public and private sectors gave him a clear vision for
transforming the Government Procurement Service into a central procurer leading category
management implementation. He also possessed the purchasing expertise, change manage-
ment skills, and strategic insight to conduct a successful agency transformation.®!

Furthermore, Shields proceeded to build a cadre of experienced private sector hires and civil
servants who were expected to take an entrepreneurial approach to procurement. Each cate-
gory team had spending and savings objectives. They were freed to deal directly with suppli-
ers, visit contractor facilities, use e-auctions, and spot buy, in addition to awarding more
traditional contracts, and task and delivery orders on governmentwide framework contracts.®?
The second government chief procurement officer, Bill Crothers, credited Shields with turning
the Government Procurement Service “into one of the largest centralized procurement opera-
tions in Europe and vastly improving the quality of government spend data.”?3

The U.S. Experience to Date. U.S. procurement transformation efforts have lacked the
extreme burning platform of the U.K. government’s austerity drive. Category management was
introduced late in the Obama administration and it was not tightly bound to a comprehensive
efficiency strategy with associated procurement policies. In addition, leadership for the U.S.
initiative is split between two agencies, the Office of Management and Budget (OMB) and the
General Services Administration (GSA). Category management is a key effort for both, but the
primary focus of neither.

President Obama met with members of the Category Management Program Management
Office and GSA's Federal Acquisition Service twice in February 2015 to discuss the newly cre-
ated initiative, but he never became its public advocate nor explained how it supported his
broader agenda. OMB’s Anne Rung and her career deputy, Lesley Field, along with the pro-
gram management office staff and category leaders, did yeoman'’s duty in establishing a foot-
hold for the program. Rung left government in 2016. As a result, during the 2016 presidential
transition and after, implementation of the initiative fell to a small cadre of career staff at OMB
and GSA.

As in the Obama administration, category management has been designated a cross-agency
priority goal, and it is part of the President’s Management Agenda in the Trump administra-
tion. It is not an operational framework for delivering results in the context of a broader gov-
ernmentwide procurement strategy.

89. Peter Smith, “Interview With Government Procurement Leaders—Collington and Smith Spill the Beans,” Spend Matters UK/Europe,
July 5, 2011. Available at: https://spendmatters.com/uk/interview-government-procurement-leaders-collington-smith-spill-beans/

90. Smith, Peter, “What David Shields (Ex Government Procurement Service) Did Next—The Answer Is Apsiz,” Spend Matters, Nov. 4,
2013. Available at: http://spendmatters.com/uk/what-david-shields-ex-government-procurement-service-did-next-the-answer-is-apsiz/

91. Peter Smith, “Exclusive! David Shields Appointed MD Of The UK Government Procurement Service,” Spend Matters, June 27,
2011. Available at: http://spendmatters.com/uk/exclusive-david-shields-appointed-md-uk-government-procurement-service/

92. “GPS Success Sheds Light At The End Of The Procurement Tunnel,” Government Business, 2013. Available at: http://www.govern-
mentbusiness.co.uk/features/gps-success-sheds-light-end-procurement-tunnel

93. Rebecca Ellinor, “David Shields Leaves Government Procurement Service,” Supply Management, May 22, 2013. Available at:
https://www.cips.org/supply-management/news/2013/may/david-shields-leaves-government-procurement-service/
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As of mid-February 2019, the position of administrator of OMB’s Office of Federal
Procurement Policy (OFPP) had been filled by the career deputy, Lesley Field, who serves as a
co-lead for the category management initiative. This is fortunate inasmuch as Field played a
key role in initiating the program and nurtured it and advocated for it through the presidential
transition and now is implementing it under the direction of OMB Deputy Director for
Management Margaret Weichert. However, as a civil servant acting in a political appointee’s
role, Field lacked the authority that attaches to a politically appointed administrator carrying
presidential and Senate imprimaturs. What's more, the OMB policy office has few enforce-
ment tools to compel departments to comply with its dicta. With little budget and few opera-
tional resources, OFPP relies on GSA to fund category management implementation through
the program management office and as executive agency for six of the 10 categories.

Lessons for the U.S. The urgent circumstances under which the United Kingdom imple-
mented its procurement reforms and its category management initiative did not exist in the
same way in the United States. As a result, the U.S. government was not driven to implement
its own initiative as quickly or as deeply. It did have competent and committed leadership,
and an institutional commitment to sustain the initiative via its designation as a cross-agency
priority goal as part of the President’'s Management Agenda. However, without a political
champion at its helm, the U.S. program has not yet received the same level of highly visible
support, involvement and continued attention from top political leaders—which U.K. leaders
say is vital to overcome agency resistance. Without vital leadership buy-in from the top of gov-
ernment, the U.S. program also has been less able to foster collaboration across organiza-
tional boundaries, bring in expertise from across departments, and focus stakeholders on
common issues core to a governmentwide business agenda.

l»Recommendation Two:

Following on Recommendation One, OMB and GSA should work with
Congress and agency leaders to muster support, leadership, and governance for a
governmentwide procurement strategy that drives broader and faster adoption of cat-
egory management, ties it more closely to mission and policy goals, and integrates it
with other acquisition reforms into a single enterprise procurement strategy.

- sult in greater value from suppliers that contract with multiple agencies.

S The UK. government has adopted a strategic supplier management program that
includes a stringent performance monitoring and reporting scheme for individual suppliers that
hold a significant number of contracts with multiple government agencies. Identifying, moni-
toring, and managing the performance of government’s largest multi-department suppliers
results in better data and negotiating power for the government. In addition, bringing in indus-
try executives for temporary tours of duty as Crown Representatives to participate in this pro-
gram supports government procurement staff with business experience and insight.

\‘,", Insight Three: Using a strategic supplier management approach can re-

The U.K. Experience to Date. The Efficiency and Reform Group’s transformation of procure-
ment began with a focus on the government’s strategic suppliers—those companies that have
significant contracts with multiple government departments. Early on, the Cabinet Office insti-
tuted a practice of meeting with top executives at government’s largest contractors to negoti-
ate contract cost cuts via memoranda of understanding. Often, the government negotiating
teams included executives from other companies or industries to back up the civil servants
with business experience and insight.
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Some of these executives later were named Crown Representatives, a corps of industry leaders
and highly capable government procurement officials charged with presenting the single face
of government in negotiations with strategic suppliers. The Crown Representatives were
charged with negotiating lower prices and coordinating cross-government issues and opportu-
nities with suppliers that sold in excess of £100 million a year in products and services to
more than one department. The Cabinet Office Commercial Relationships Board, which over-
sees the Crown Representatives, is responsible for reviewing strategic supplier designations,
assessing designees’ performance, and resolving performance shortfalls.

Agencies must report every six months on strategic suppliers’ performance on contracts worth
£20 million or more. The reports cover delivery delays; failures to meet contract scope, qual-
ity, or price requirements; material breaches; and concerns about performance or customer
relations. Strategic suppliers are required to agree to the collection and sharing of this infor-
mation across government.

This monitoring and reporting scheme has resulted in better data and negotiating power for
the government. Bringing in industry executives as Crown Representatives has driven a level of
informed oversight and honesty beyond what government can exert on its own. Crown
Representatives share information about their assigned strategic suppliers across agencies,
providing negotiating leverage and supporting performance management. They often spot and
alert departments to emerging problems and share what they glean about suppliers’ plans.

The United Kingdom is not alone in designating certain supplier relationships as strategic.
Many companies do, too. These relationships are characterized by high-level, longtime com-
mitments and investment from both buyer and supplier, whose systems and practices often
become increasingly integrated. They share innovations, jointly invest in solving problems, and
sometimes set up new organizational structures to develop and market new products.
Governments, of course, have regulatory and legal frameworks requiring continuous competi-
tion and more arms-length behavior toward suppliers.

The U.S. Experience to Date. The United States has nascent efforts similar to the U.K.’s for
strategically managing partnerships with suppliers that have large contracts with multiple
agencies. But the U.S. government has yet to fully leverage the scale of its spending with
these companies and to manage them using performance intelligence from all their

agency customers.

A number of large, multi-agency suppliers have opted out of dealing directly with the govern-
ment. In the area of IT especially, they conduct business primarily through resellers. Resellers
are among the leading suppliers in the U.S. IT category. The top five accounted for $1.7 bil-
lion in sales through the IT schedule alone in 2015. Large supplier sales through resellers add
cost and can mask the true extent of strategic suppliers’ business with government.

Reliance on agencies to collect and analyze their own information about strategic suppliers,
such as software makers and resellers, for example, limits analysis of cross-government usage
and other patterns that could be centrally collected and used in managing strategic suppliers
(see also Insight Five).

Lessons for the U.S. Moving to a strategic supplier management regime like the United
Kingdom's could provide much-needed intelligence about and leverage with large suppliers.
The federal government has historically been limited in its ability to incentivize key suppliers
to engage in the kind of strategic relationships more common in the private sector because it
is often unwilling or unable to jointly invest as an enterprise with or commit to suppliers for
the long term.
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The federal government’s long and extensive existing relationships with a small group of sup-
pliers offer a basis to establish a form of strategic engagement. In the United States, 80 per-
cent of the 2016 Top 100 had been active cross-government suppliers since 1996. The 39
companies that were Top 100 suppliers both years could be prime targets for strategic sup-
plier management. Offering such companies access to key decision-makers responsible for
governmentwide policies or programs, for example, could incentivize them to invest more
deeply in solving cross-agency procurement challenges.

By adopting the model of the U.K.'s Crown Representatives initiative, the U.S. category man-
agement program could gain business acumen and knowledge to help even the odds in nego-
tiation with its largest contractors.

Recommendation Three:

OMB and GSA should coordinate agency efforts to implement purposeful,
management of strategic U.S. cross-government suppliers. Adopting such a strategy
could help enhance a consistent approach to large, longtime suppliers, and improve
the negotiating power and business acumen of U.S. category teams and procure-
ment staff. Designating a corps of industry executives to support such a program
would add experience and knowledge to the effort.

<J~. Insight Four: Counting subcontracts enables better visibility, over-
,- sight, and deployment of spending with small businesses.

© The U.K. government has set a socio-economic goal of spending 33 percent of its
contract dollars with small and medium-sized enterprises (SMEs) by 2020. The SME goal
includes both direct spending with SMEs and indirect expenditure with SMEs in the supply
chains of larger contractors. In fiscal year 2016/17, 22 percent of U.K. government procure-
ment spending went to SMEs, 10.5 percent of it in direct spending, and 12 percent in indi-
rect spending.

Accounting for dollars in the supply chain is difficult and complicated. Nonetheless, including
SME subcontractors in small business spending initiatives has made accounting more visible
and enabled better oversight when small companies receive government funding. Using sub-
contracts to help meet agency and overall small business goals could benefit the U.S. govern-
ment as well.

The U.K. Experience to Date. Including SME subcontractors in SME spending initiatives pro-
vides small and medium-size businesses credit for a type of spending well suited to them.
The U.K.'s target for spending with SMEs is significantly higher than the U.S. government’s
small business contract spending goal of 23 percent. However, expenditure with companies
in larger firms’ supply chains makes up 60 percent of the U.K. government’s annual spending
with SMEs.%

A survey of large suppliers in 2011/12 developed an estimate of the amount the government
spends with SMEs throughout the supply chain. The National Audit Office has advised the
government to introduce prime contractor conduct codes and enforce prompt payment rules

94. U.K. National Audit Office, Government’s Spending With Small and Medium-Sized Enterprises, March 9, 2016. Available at:
https://www.nao.org.uk/wp-content/uploads/2016/03/Governments-spending-with-small-and-medium-sizes-enterprises. pdf
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in sectors where SMEs predominate in the supply chain. U.K. government departments cur-
rently do not have systems that integrate information on contracts, payments, and contractor
performance in areas not covered by existing category management frameworks, so spending
with SMEs outside those contracts is not fully captured. As a result, the audit office has rec-
ommended that the government build an integrated digital procurement platform to capture
direct and indirect SME expenditures beyond the commonly purchased goods and services
covered by category management spend analytics.

The U.S. Experience to Date. The U.S. government does not count subcontractors when cal-
culating its spending targets for small business contractors. USASpending.gov now reports
contracting data for first-tier subcontractors, but it does not identify the type of subcontracting
plan and thus cannot currently differentiate small subcontractors from others. In addition, it
does not collect data about subcontractors below the first tier. This is limiting in the case of
tracking the extent of small business subcontracting, which often is found in deeper tiers of
large contractors’ supply chains. Thus, the Government Accountability Office reported in 2014
that there is not a feasible way to link small business subcontractors to prime contracts using
existing contract reporting systems.®®

Lessons for the U.S. The U.S. government could, like the United Kingdom, consider expand-
ing its small business reporting regime to small businesses in the supply chains of larger sup-
pliers in order to provide greater visibility and oversight of small business spending. To do this,
it could create a platform for all third-party spending and base it on accounts payable data.
Counting small subcontractors at the first tier of supply chains and below would require the
kind of improvements in data collection that also would be required to move the U.S. govern-
ment from basing its “spend” management on contract obligations to analyzing accounts pay-
able data (see Insight Six). Given that the federal government has neither capability now, it
might expand on the idea of an integrated digital platform for all small business spending to
include all spending, common or not, drawn, cleansed, and rationalized by a commercial
spend management provider from all agencies’ accounts payable data.

Doing so would produce a more complete and nuanced picture of federal spending with small
businesses, providing insight as to which categories of common and other expenditure are
best suited to them. Then, as the software subcategory team did in the United Kingdom with
G-Cloud, U.S. category teams could use this information to identify markets where small busi-
nesses flourish and then construct contracts to enable government agencies to quickly and
easily reach them.

Recommendation Four:

While the U.S. category management program currently focuses on prime
vendor dollars, counting subcontracts could improve small business spend manage-
ment and outcomes and illuminate supply chain challenges and opportunities.

95. U.S. Government Accountability Office, Federal Subcontracting: Linking Small Business Subcontractors to Prime Contracts Is Not
Feasible Using Current Systems, GAO-15-116, December 2014. Available at: https://www.gao.gov/assets/670/667410.pdf
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L

<. Insight Five: Leveraging uniform usage data, and standardizing on
:’: fewer versions of common goods can drive savings.

The U.K. standardized data and leveraged common inventory within and across
each of its categories. The value of standardizing inventory data is best exemplified by the
U.K. Government Procurement Service’s efforts with software management. In that case, soft-
ware subcategory managers built on a prior history of information sharing, spurred by user
groups and Crown Representatives to:

* Standardize software data
e Use spend analysis to negotiate with resellers and publishers as a single government buyer
e (Create a governmentwide software exchange

e Help departments incrementally inventory their licenses by vendor size and type

The U.K. Experience to Date. U.K. software management strategy was spurred by the cre-
ation of the role of Crown Representatives to manage strategic suppliers. Rob Wilmot, a
founding executive of Freeserve, once the U.K.’s largest Internet service provider, served as the
government’s Crown Representative for software products from 2013 to 2015. He brought a
sophisticated understanding of total lifetime software costs to the government buyer commu-
nity. This knowledge was important for departments that had been far too willing to individu-
ally accept discounted prices for software without factoring in the lifecycle costs imposed by
implementing and maintaining these applications. The agencies also gave little thought to
whether they would receive better pricing by buying in concert with other departments.®®
Wilmot helped support more sophisticated software demand management by requiring govern-
ment buyers planning to acquire software to first consider what their departments already
owned, where it was being used, whether it was fully in use, and whether they could make
better use of existing stock. This information gave departments greater leverage in negotiating
with application resellers, systems integrators, and software publishers by exposing opportuni-
ties to eliminate unused and misused licenses to reduce maintenance costs.?’

The Government Procurement Service's software subcategory managers built on this history of
information sharing. They helped departments inventory their licenses, standardize software
data, use spend analysis to negotiate with resellers and publishers as a single government
buyer, and create a governmentwide software exchange. The subcategory team discovered that
conducting a single, uniform, all-encompassing inventory was overwhelmingly costly to depart-
ments in time and staff resources. They found greater success at less cost in successively
requesting inventories by sets of vendors, e.g., the largest sellers to government, the most dif-
ficult to manage, etc. This allowed the team to analyze early rounds of inventory data and use
it to win concessions from suppliers, which, in turn, built buy-in among departments. The
team also found it was better to set minimum, governmentwide software data standards
before centrally collecting inventory information from departments. In some cases, the U.K.
software subcategory adopted industry data standards and adapted them to add government-
specific data fields.

The standardized software inventory data became the information base for a host of other
software licensing management practices, including:

* Negotiating with the largest suppliers separately because their license pricing, policies and
practices differ

* Including in each negotiation specialists with expertise in that company’s practices

96. Gillian Leicester, Contract Licensing Specialist, Crown Representative for Software, 2013-2015. Interview with author.
97. Leicester interview.
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* Discovering the margins that software resellers were charging and ensuring those margins
were in line with industry standards and the volume of government spending

* Software managers used centrally reported usage data to:
e Halt or slow buying of underused software
e Upgrade from versions of software no longer supported by their publishers

* Determine which agencies had large inventories of unused licenses from which ven-
dors and publishers

* Build into software contracts the right to share licenses across the entire government

* Establish a government software license exchange and require agencies to check it
before buying new licenses

*  Purge, sell, or redeploy unused licenses using the exchange

e Continually monitor the governmentwide software inventory to share information, e.g.,
reminding agencies to upgrade and broadcasting news about software problems

Software reuse supported demand management by enabling the Government Procurement
Service to point departments first to the exchange rather than the market to meet expanding
or new license requirements. Agencies with surplus licenses reduced costs by transferring
them to other agencies, which picked up the maintenance fees but avoided the higher cost of
new licenses. Reusing licenses produced considerable savings. “We have seen a reuse pro-
gram for a single brand of software produce annual savings of £5.8 million in a public-sector
organization with a £150 million budget,” said Tony Crawley, formerly a top government top
software licensing advisor.%®

The U.S. Experience to Date. The U.S. federal government has identified software license
management as an opportunity for significant savings and efficiency. The government annually
spends about $9.1 billion on commercial software, through more than 50,000 separate trans-
actions. A typical federal organization spends 30 percent more than it needs to for software.®?
The urgency of improving software-licensing management was highlighted in 2014 when the
U.S. Government Accountability Office found that only two of the 24 largest departments had
adequate software licensing management policies. The majority of agencies lacked compre-
hensive license inventories and none was analyzing data to identify opportunities for software
licensing management savings.'°°

Recent statutory mandates and Office of Management and Budget policy require federal
departments and agencies to create software license inventories and follow best-practice
license management practices. However, adoption has been slow. It has improved since a
software licensing score—reflecting progress on establishing and updating license inventories
and using usage data to make cost effective decisions—was added in 2017 to the biannual
report card on the implementation of the Federal IT Acquisition and Reform Act (FITARA). In
December 2018, 18 of 24 agencies received “A” grades for software licensing, more than
double the number in May 2018.

98. Tony Crawley, Software Licensing Subject Matter Expert, Government Procurement Service and Crown Commercial Service, 2011-
2015. Interview with the author.

99. Software License Management Service, GSA, last reviewed Feb. 20, 2018. Available at: https://www.gsa.gov/technology/technol-
ogy-products-services/software-products-and-services/software-license-management-service-sims

100. U.S. Government Accountability Office. Federal Software Licenses: Better Management Needed to Achieve Governmentwide
Savings, GAO-14-413, May 2014. Accessible at: https://www.gao.gov/products/GAO-14-413
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The December 2018 Category Management Cross-Agency Priority (CAP) Goal quarterly prog-
ress report noted that two key software management milestones were at risk of not being met.
One requires agencies to compile an inventory for 80 percent of their software spending by
Spring 2018. The other milestone requires them to have implemented software centralization
plans by the end of 2018. Regarding the missed milestones, the CAP goal report says, “In
August 2018, 21 of the 24 CFO Act agencies have reported that they met this milestone. The
ESCT [Enterprise Software Category Team] is continuing to work with agencies to meet this
goal” by providing training and technical assistance.!°!

The ESCT comprises the software managers from the 24 CFO Act agencies. It has educated
agencies about software management tools and assisted in getting tools onto GSA's IT 70
schedule to make them easier to acquire. GSA's shared, fee-based software license management
service will begin training multiple agency groups in 2019. Training will be free for the first
group of eight agencies targeted for their low FITARA software scores. The service began in
2016 and uses agency-owned inventory tools to develop software utilization dashboards. It also
provides access to tools, templates, and training to help agencies set up management programs.
The ESCT also is working with the Defense Department Enterprise Software Institute to provide
software management training governmentwide.!%?

Lessons for the U.S. The federal Enterprise Software Category Team is working with agencies
on meeting their software milestones. But given that some agencies have lacked the tools and
resources to conduct inventories or central software management, adopting the U.K. phased,

vendor-based inventory approach could help.

While the U.S. category management software license policy requires each agency to produce
a license inventory, it does not impose data standards or a reporting template. Agencies do not
report their inventory data centrally. Instead, the category management program uses the
Federal Procurement Data System to identify the most commonly bought licenses. This
approach means that the ESCT manages the software category without true spending data and
does not aggregate spending and usage patterns across agencies. As a result, agencies,
bureaus, and vendors can report their software inventories using different discovery tools—as
they do at the Homeland Security Department—and in different formats, preventing them from
maximizing the power of the data through sharing it within departments, let alone across them.

Standardizing reporting data so the Enterprise Software Category Team or the Category
Management Program Management Office at the General Services Administration could perform
governmentwide analysis for agencies could pave the way to negotiating license reuse with
large publishers and resellers en route to standing up license exchanges. This could lead to
more exchanges within departments—on the model of the Justice Department’s software
“closet”—and, with congressional support, across government.

Recommendation Five:

The U.S. category management program should standardize data and inventory
common goods in each category where that is appropriate, and then leveraging that
information on behalf of agencies to conduct analytics on use, pricing, best practices, as
well as to issue warnings of problems with standard versions.

101. OMB, President's Management Agenda, Category Management Cross-Agency Priority Goal. https://www.performance.gov/CAP/
action_plans/FY2018 Q4 Category Management.pdf
102. Jennifer Kuk, Office of Procurement Policy IT Category Management Specialist, interview with the author
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- just obligations.

N Detailed, accurate, and current accounting that enables spending visibility and con-
trol has led to U.K. government price and demand management savings and ongoing identifi-
cation of savings opportunities. In contrast, the U.S. government relies on proxy spending
information from a less accurate, poorly categorized database. It could benefit from commer-
cial expertise and collection and analysis of more accurate and timely spending data.

b

\i, Insight Six: Category management requires managing spending, not

The U.K. Experience to Date. Spending data was the essential foundation for the U.K.’s cate-
gory management framework. David Shields, the U.K.’s governmentwide lead for implement-
ing category management, brought spend management techniques to government from the
private sector and set out to build a governmentwide database. After several false starts
attempting to create an analytics capability within the Government Procurement Service, he
hired a private sector analytics firm to build the database. In 2012, the company conducted
for Shields what it claimed was one of the largest spend analyses ever done at the time, “cov-
ering approximately £60 billion in annual spend, more than 500,000 suppliers, and tens of
millions of invoices and contracts.”!% Shields credited this detailed, accurate, and current
accounting of government procurement spending for enabling the spending visibility and con-
trol that led to price and demand management savings of £2.5 billion in 2011 to 2012. The
continuous reporting also helped the Government Procurement Service identify additional sav-
ings opportunities.

The U.S. Experience to Date. The U.S. government has so far been unable to imitate the
United Kingdom’s accomplishment. U.S. agencies find themselves today in a data-poor posi-
tion similar to the U.K.'s in 2010. Many have not marshalled their own accounts payable
data. There is no central capability for collecting and analyzing governmentwide spending.
Instead, most of the federal government, including the Category Management Program
Management Office, relies on the Federal Procurement Data System-Next Generation
(FPDS-NG), which wasn't built for the job. FPDS-NG isn't organized to enable the entire gov-
ernment or agencies to effectively categorize their spending and analyze it in a market-facing
way so they can pursue strategies to drive value within specific industries. Passage of the
2014 Digital Accountability and Transparency Act (DATA Act) raised hope for better, more
granular information about federal spending. However, FPDS-NG serves as the source of DATA
Act contracts data and the act does not require accounting for what is purchased or how.'*
Further, in July 2018, GAO surveyed inspectors general about their assessments of the quality
of their agencies’ DATA Act submissions. Auditors found only about half of agencies had met
the data standards set by the Office of Management and Budget as well as the Treasury
Department. In addition, “almost three-fourths of [inspectors general] determined that their
respective agencies’ submissions were not complete, timely, accurate, or of quality,” GAO
auditors reported.10

FPDS-NG cannot track spending. It contains data on contract obligations, not actual outlays.
Obligations occur when agencies legally commit to spend money via contracts, purchase
orders, and the like. But how much of what is actually supplied often changes after the obli-
gations are made and before purchases are final. FPDS-NG doesn’t draw on agency accounts
payable data so it doesn't record those changes.

103. “Government Procurement Service Tackles Spend under Management Using BravoSolution Spend Analysis,” Press Release,
Business Wire, Nov. 13, 2012. Available at: https://www.businesswire.com/news/home/20121113006494/en/Government-
Procurement-Service-Tackles-Spend-Management-BravoSolution

104. Jennifer Teefy, “Tracking Federal Awards: USAspending.gov and Other Data Sources,” Congressional Research Service, R44027,
Updated Oct. 23, 2018. Available at: https://fas.org/sgp/crs/misc/R44027 .pdf

105. U.S. Government Accountability Office, Reported Quality of Agencies Spending Data Reviewed by OIGs Varied Because of
Government-Wide and Agency Issues, GAO, GAO-18-546, July 2018. Available at: https://www.gao.gov/products/GAO-18-546
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In FPDS-NG, contracts are assigned codes based on the predominant product or service in the
order, even when it includes a variety of items. “For example, an order for $1,000 of lumber
and $500 of pipe would be coded as 5510 Lumber and Related Wood Materials,” according
to the FPDS Product and Service Codes Manual.!% The product service code system is
entirely government-owned and managed, divorced from industry and has become outdated.
In addition, FPDS-NG is known for its questionable data quality, making it more useful for
high-level views of trends than granular spending analysis. As the Congressional Research
Service noted in 2016, “Decision-makers should be cautious when using obligation data from
FPDS to develop policy or otherwise draw conclusions.”1%”

Lessons for the U.S. Detailed, accurate, and current accounting that enables spending visibil-
ity and control has led to U.K. price and demand management savings and ongoing identifica-
tion of savings opportunities. The U.S. government is relying on proxy spending information
from a less accurate, poorly categorized database augmented with some transactional data
from best-in-class contracts. It could benefit from commercial expertise and collection and
analysis of agency accounts payable spending data. To pave the way for real spend manage-
ment, the White House could tap one organization to lead development and operational exe-
cution of a governmentwide spend analysis strategy to centrally collect spending data from
agency accounts payable, analyze it for all agencies using best-in-class commercial applica-
tions, and provide it to category teams and agencies.

Recommendation Six:

The U.S. category management program should begin collecting and analyz-
ing agency accounts payable and contract data, in addition to budget obligations and
transactional data. A central organization should work with industry partners to col-
lect, standardize, cleanse, and analyze spend data on behalf of all agencies.

106. U.S. General Services Administration, Federal Procurement Data System: Product and Service Codes Manual, August 2011
Edition. Available at: https://www.acquisition.gov/sites/default/files/page file uploads/PSC%20Manual%20-%20Final%20-%2011%20
August%202011.pdf

107. Moshe Schwartz, John F. Sargent Jr., Gabriel M. Nelson, Ceir Coral, “Defense Acquisitions: How and Where DOD Spends and
Reports Its Contracting Dollars,” Congressional Research Service, 7-5700, R44010, Dec. 20, 2016.
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APPENDICES

Appendix |: Building the Case for U.K. Government Category
Management 1999-2010

The seeds of U.K. government category management can be found in the 1999 “Review of
Civil Service Procurement in Central Government” by Peter Gershon, a well-known business-
man, Conservative Party adviser, and advocate of cutting government spending through effi-
ciency improvements rather than reducing services.

Drawing on studies dating back to 1993 and interviews and observations across government,
Gershon reported the absence of a governmentwide process for managing suppliers, many of
which charged differential pricing to departments as a result. He noted the advantage in a
common database of supplier information, including cost bases, and the disadvantage of
dependence on a few suppliers in key areas of procurement. Gershon recommended creation
of an Office of Government Commerce (OGC) to set governmentwide procurement strategy and
policy, develop supplier management, strategically manage suppliers of critical goods and ser-
vices, measure and benchmark procurement performance, enhance ecommerce, and purchase
on government’s behalf where aggregation of requirements offered significant value.

Gershon’s recommendations were accepted and he became chief executive of OGC, a part of
HM Treasury. At the same time, The Buying Agency, a fee-for-service procurement organiza-
tion, was folded into OGC, along with a central IT managed service, to create OGCbuying.solu-
tions, the office’s professional buying arm. The name changed to Buying Solutions in 2009, to
emphasize the group’s role as creator of contracts for all departments to use.

By 2004, OGC was said to have saved £1.6 billion through supplier management, aggregat-
ing demand on governmentwide contracts, naming departments as lead buyers for groups of
agencies, instituting purchase cards, and improved program management. Yet problems per-
sisted, as Gershon noted in a second review, “Releasing Resources to the Front Line:
Independent Review of Public Sector Efficiency.” The 2004 report found supply management
still lacking, spend visibility low, and procurement staff in need of professionalization and ear-
lier involvement in purchases. Gershon was knighted that year for his work to improve public
procurement.

In 2007, Treasury ministers published “Transforming Public Procurement,” a plan for the first
fundamental change to OGC. It announced that OGC would drive “the single approach to
sourcing” coupled with cross-government category management. OGC was to name either
Buying Solutions or the department with the most spending to lead buying in each category.
The program enhanced OGC's power to direct departments to use 12 governmentwide con-
tracts, known as frameworks, for common purchases. The main focus was to drive collabora-
tive procurement by pressing departments not only to use frameworks, but to commit to
moving all their spending on common goods and services to the frameworks designated for
those categories. In 2007, OGCbuying.solutions ran 180 frameworks, but 25 percent of them
carried 90 percent of sales. OGC conducted an analysis of common government spending that
year and began providing annual analyses of spending in common categories.
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By 2009, these spend analyses allowed the Operational Efficiency Program to find that more
than 80 percent of categorized spending was in categories bought by more than one govern-
ment organization and across more than one sector of government. A minority of spending
was in categories bought by organizations in just one sector of government. And even less was
bought by a single organization. By then, OGC had divided common procurement into six cat-
egories—energy, fleet, office solutions, travel, professional services, and IT—and established a
collaborative board to develop category strategies and drive collaborative procurement. Still,
the Operational Efficiency Program (OEP) found:

* Spend data was neither assured nor comparable enough to make the case for collaboration
across the public sector.

e Spending categories were too high-level.
* Procurement remained highly fragmented across 45 buying organizations.

e Use of collaborative contracts still was too low.

OEP recommended more effective marketing of central category contracts; OGC operation of a
governance group to drive coordination and transparency among professional buying organiza-
tions; and expansion of the government’s online marketplace to allow buyers to see all avail-
able contracts, increase supplier competition, and collect more management information.

A 2010 review of government efficiency ordered by Prime Minister David Cameron provided
Cabinet Minister Francis Maude the base case for creating the Cabinet Office Efficiency and
Reform Group (ERG), further reorganizing OGC, and institutionalizing category management.
The review found that government continued to buy inefficiently as separate departments, and
still paid different prices for the same goods. It pinned the blame on the failure to centrally
mandate collaborative procurement. A nearly simultaneous National Audit Office report on col-
laborative procurement made similar findings, calling for management of some categories
nationally and for departments to focus their own procurement staff only on strategic spending
unique to them, while delegating the rest to the organization managing relevant common cate-
gories. This set the stage for ERG spending mandates and controls and tighter central man-
agement of procurement.
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Appendix Il: U.K. Commercial Operating Standards

1. Blueprints and Resources: Government to agreeing a sourcing pathway, and produce

will ensure that it has the right workforce to
deliver against each department’s pipeline
of commercial activity. A key enabler will
be that each department will have a signed
off blueprint that indicates their expected
commercial activity, details grants where
appropriate, and sets out their resource and
capability requirements for the next three
years.

. Pipeline and Planning: Government will
prepare and retain a comprehensive view of
current and future contracts and commer-
cial activity through a commercial pipeline,
refreshed every six months (with major
changes updated as they happen), and plan
commercial activity in good time.

. Senior Responsible Owners and
Expertise: Government will maintain
senior engagement throughout the commer-
cial process, with all commercial activity
on its pipeline having a senior officer (or
“senior responsible owner” if appropriate)
appointed or identified. This will ensure that
the department as a whole maintains a clear
understanding of the requirements.

. Early Cross-Functional Analysis of
Options: Government, through widely
sourced cross-functional analysis, will con-
sider all relevant commercial options prior

8.

timely commercial cases with options for
appraisal.

. Maximizing Competition: Government

will maximize competition by engaging
with the market early, and design service
requirements that are accessible to as many
suppliers as possible (including small and
medium-sized businesses where appropri-
ate).

. Contracting: Government will make use

of flexible commercial contracts that can
adapt to future changes. When appropriate,
government will use model terms/standard
forms of contracts with minimal amendment.

. Contract Management: Government will

ensure the implementation of adequate
contract management processes to ensure
measurable performance against the require-
ments throughout the contract lifecycle.

Supplier Relationships: Government will
develop a comprehensive view of its sup-
ply chain and apply relevant strategies to
manage industry capacity. At a strategic
level, government will create and maintain
strategic supplier relationship management
programs with its highest impact suppliers,
both across government and for each depart-
ment’s commercial portfolio.

Source: Source: U.K. Government, Policy Paper, “Commercial Operating Standards for Government,” Updated
22 February 2018. https://www.gov.uk/government/publications/commercial-operating-standards-for-government
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