



















































































































































































58 The Price of Winning

always submit competitive tenders. A planned leisure
management buy-out in Wandsworth submitted a tender
some £400,000 higher than the in-house bid. A tender
from a planned buy-out in Kensington & Chelsea for the
refuse/street cleansing contract was highest of six tenders.
Management buy-outs are no different from other
private contractors. They are also vulnerable to takeovers
from other firms. It may not be long before a buy-out
makes an offer to takeover another authority's DSO.

Management buy-outs are often presented as the 'only
viable option'. However, this more often than not reflects
a failure to adopt the strategy, outlined earlier in this
report, in full. The viability argument is more of a
justification for including all the DSO services in the buy-
out rather than any real test of viability in so far as the local
authority is concerned.

Nor can it be claimed to be a strategy which 'saves' more
jobs than the enforced tendering strategy noted above.
Jobs in all services included in a buy-out are transferred to
the private sector anyway, and there is no evidence that
buy-out employers are any different in the longer term
than other private companies. Buy-outs are often based on
the fear of losing contracts in the future rather than the
immediate realities of tendering.

Many local authorities are opposed to management buy-
outs for their services. The evidence of the first year of
enforced tendering suggests that where buy-outs are
initiated they need to be rigorously tested against the
following criteria:

1. what other options are available ie improving the local
authority's enforced tendering strategy?

2. what will be the longer term impact on the quality,
flexibility and stability of service provision?

3. how can the buy-out offer equal or better service than
the same in-house team, and can these advantages be
secured through changes within the local authority?

4. there must be no additional costs to the authority over
and above those which would otherwise have been
incurred by retaining services in-house. This should
include the cost of management consultants, officer
time, and the longer term impact of the sale or lease of
buildings, plant and equipment.

5. the impact for the local authority and its services iff
when the buy-out obtains additional contracts
elsewhere.

6. the impact of the buy-out on the local authority's
client functions and staffing.

7. the proposed level of employment, wages and
conditions in the buy-outs and their ability to recruit
and retain labour. This is particularly important for
local authorities already experiencing labour/skill
shortages in the local economy. Any cuts in wages and

conditions would only increase problems of
maintaining service delivery.
Management buy-outs incorporating an element of

democratic employee control can be an alternative where
other strategies have been tried and tested.

Trade pressure

Some trade organisations such as the Contract Cleaning &
Maintenance  Association (CCMA) and the British
Association of Landscape Industries (BALI) have been
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keen to represent their members' interests to the
Government, acting as 'agents' to pass on complaints
concerning tender documents and procedures.

The Government has responded to these complaints by
writing to each local authority concerned seeking
clarification. Despite a large number of these complaints
being unfounded, it has had the effect of pushing local
authorities beyond the commercial criteria upon which
enforced tendering is based to take the needs, problems
and expectations of private firms into account in tender
packaging, specifications efc.

Local government has a long track record of assisting
businesses through economic development initiatives and
the supply of goods and services to local authority
departments. But evidence from the first year of the
implementation of enforced tendering indicates that local
authorities are needlessly taking business interests into
account in excess of the requirements of the legislation.

The policing role adopted by the Audit Commission at
the Governemnt's request, coupled with some local
authorities' unprecedented consultation with District
Auditors on matters of policy as well as finance, has also
helped to set the financial and commercial agenda in many
local authorities.

Commercial considerations should never take primacy
over local government's fiduciary and democratic duties
and service requirements.

Cross boundary tendering and commercialisation

Evidence of cross boundary tendering by local authorities,
although small at present, is growing. More significantly,
our research has highlighted a number of authorities who
are submitting predatory bids. Local authorities have
traditionally carried out agency work for neighbouring
authorities, and this continues where this work is de
minimis. Where it is not, tenders have to be submitted.

Some local authorities are seeking to expand their DSOs
by competing for work in other local authorites. Predatory
bids may help to strengthen the DSO of the bidding
authority, but will endanger jobs in the DSO where the
work is being tendered.

Where alocal authority refuses to allow its own in-house
bid, cross boundary tendering may be justified, although
having taken this decision it is unlikely they will invite
tenders from another DSO. Local authorities are not
compelled, under the Local Government Act 1988, to
invite other local authorities to tender irrespective of the
number of contractors which express an interest in
tendering.

Cross Boundary Tendering: No. oftenders

Service Successful  Unsuccesful Total
Grounds Maintenance 6 17 23
Refuse/street cleansing 2 4 6
Catering 1 1 2
Building Cleaning 1 0 1

Total 10(31%) 22 (69%) 32 (100%)

Eight of the 32 tenders were from County Councils and
the remainder from District and Borough Councils. None
were London Boroughs or Metropolitan Authorities.
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We do not have sufficient information to classify these
into agreed or predatory bids, although there was no
agreed basis in several cases. There are at least three other
County Councils which have sought grounds maintenance
contracts which resulted in no invitation to tender or a
decision not to tender. These were all predatory bids.

The more that DSOs operate as private companies the
more difficult it will be to sustain their continued
ownership by local authorities. It will also encourage more
managers to opt for management buy-outs.

Management buy-outs will compete for additional work
within the host authority and other local authorities. For
example, CSO (Bath) is seeking grounds maintenance
contracts in other parts of Britain and recently won
contracts in Northumberland and London.

It also means that if a local authority awards a contract to
another council’s DSO, which in turn becomes the subject
of a management buy-out, this contract will effectively end
up being contracted out. Stratford-upon-Avon, having
won the Cotswold DC refuse and street cleansing contract,
later sub-contracted the work to the management buy-out.

The National Co-ordinating Committee on Competitive
Tendering which includes the AMA, ALA, ADLO,
LGIU and the four main local government trade unions,
have produced guidelines for cross boundary tendering by
local authorities and health authorities. They stress the
need for negotiation and agreement as the basis for cross
boundary tendering.

1. Any tendering outside an authority’s boundaries shall
only be undertaken subject to the agreement of the
authority’s trade unions.

2. Where the work being tendered for is being
undertaken through in-house provision, the
agreement of the trade unions of the authority whose
work is being tendered for will be required, prior to
tenders being submitted. Where the agreement of the
trade unions of the authority whose work is being
tendered for is withheld, no tender shall be submitted
by another authority.

3. Where the work of another authority being tendered
for is being undertaken by a contractor, then a tender
may be submitted, unless that authority is itself
submitting a tender to provide the work on an in-
house basis. In the case of an in-house tender being
submitted then no tender shall be submitted by
another authority.’

There is an alternative practice

Fortunately, not all local authorities are adopting
commercial and business practices. There is an alternative
strategy and there is an alternative public service practice,
building on the best practice adopted by local authorities
over the years. The three volumes of the Contractors’
Audit have provided the evidence that this alternative
strategy is not only more effective in safeguarding the
quality of services and jobs but strengthens the retention of
service-delivery by DSOs.

This practice must be based on the principle of public
service:
@ the provision of services to meet public needs and

demands

@ democratic accountability

@ the use of public money to maximise effectiveness,
efficiency, economy and equity

@ maintaining flexibility of response

@ achieving equal opportunities in access to and in service
delivery and employment

@ planning of services, based on user needs and quality of
employment.
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Part 11

Trends and Developments

Given the success of DSOs in winning over 80% of
contracts in 1989, it would be all too easy for
complacency to set in. In authorities which have
received no competing bids or where private sector
bids have been much higher than the DSOs,
councillors, officers and the workforce may think
that subsequent rounds of tendering will be very
similar. This is unlikely to be the case for a number
of reasons:

@ most contractors are still ‘testing the market’. In some
sectors such as vehicle maintenance and grounds
maintenance there is limited private sector experience
in delivering public services. Contractors have been
very selective. But this may change if companies decide
to increase their market share through seeking public
sector COntracts.

@ if the economy goes into recession this is likely to affect
the scale of private sector investment and development.
In these circumstances contractors may be forced to
turn to the public sector to maintain workloads and
market share.

@ the approach of the single European market is likely to
lead to further take-overs and mergers and European
firms establishing joint ventures or new subsidiaries in
Britain. Hence, many of the firms competing for public
sector contracts in the future may have more
experience of local authority services than many of
those currently competing for contracts.

@® companies will continue to diversify by offering a wider
range of services, as we noted in Volume 1. The larger
firms are likely to seek site services contracts, offering
local authorities further potential savings by combining
a range of services such as cleaning, building
maintenance, ground maintenance and security in one
contract, but for particular areas or facilities rather
than local authority-wide contracts. Companies will
attempt to maximise economies of scale and flexibility
of labour.

@ the potential fragmentation of local government as a
result of commercialisation may give contractors new
opportunities to target particular services and
authorities.

@ further services, particularly white collar central
services, are likely to be added to the list of defined
activities. Leisure management has just been added
and more are likely to follow.

@ pressure on local authorities to contract out services
affected by the new White Paper — Caring for People:
Community Care in the Next Decade and Beyond.
This will lead to companies and some voluntary groups
seeking social services contracts.

In these circumstances the early 1990s will not be a time
for complacency or retrenchment. It will be increasingly
important for local authorities and trade unions to develop
and improve their enforced tendering strategy and
organisation.
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