Briefing Note

Innovation and Standards

STEPPIN

“"Better Purchasing results by Using Standards”
Dissemination workshop, 20 June, Warsaw

This document acts as background information for of this dissemination workshop. The aim of

this workshop is to present the “Fr amew&TEPPIN projectforhas b
using open standards in tenders. STEPPIN prepares practical guidelines that can be used by

public purchasers in their day to day work.

Specific attention will be given to a number of issues that have been brought up in the ongoing
discussions with procurement experts. The most relevant issue is Innovation in relation to the
general scope of work of a public procurement officer. Does Innovation play a role in the tender
procedures the participants are involved in at this moment?

Backg round

The project STEPPIN (Standards in European Public Procurement lead to IN novation) is funded by
the 6™ framework programme. It is part of a series of projects addressing the interrelation
between standards and innovation. Whereas the other projects have a specific sector or
technology focus, STEPPIN addresses the potential standards can play in public procurement
processes to promote innovation.

Representing more than 15% of European Gross Domestic Product, public procurement is both a
key source of demand for firms in sectors such as construction, health care, environment,
security and transport, and a major area in which governments are striving to improve
effectiveness. In addition, the European Commission recognised that procurement could be used
to provide pioneer markets for new research and innovation-intensive products. Finally,
meanwhile it was also acknowledged that standards are an effective and efficient instrument to
promote the diffusion of innovative technologies and products.

Genera | Project Objectives

The main objective is to stimulate innovation through reference to standards in public
procurement. STEPPIN has to ensure that knowledge that is being created is attractive for
purchasers and is written in their professional-language so they can use it.

The approach of the project is to start from a survey of the present situation, via analysis and
extensive discussion and involvement of networked stakeholders, via a practical handbook and
knowledge gathered in STEPPIN databases for procurement to a motivated and interested group
of early users in all 25 Member States.

Thus the main questions for the project are:
1) how should standards play the required role and what procedures can be used
2) how to implement and stimulate the use of this procedures and methods by public sectors
/ organisations.

Specific Objectives of the Dissemination Workshop
The main objective of the workshop is to present and d

results of the research done by the project. This Framework defines the structure for the
handbook and is the basis for this workshop.
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Other objectives of the workshop are to:
e discuss the relevance of Innovation for purchaser and their clients and the use of
standards,
show how to find and use open standards,
show the benefits of using standards,
discuss the format of the handbook and its use in practice.

Workshop program

The workshop has been composed in such a way that it leads from an inventory of the relevance
of Innovation for public procurement to the practical use of standards and a discussions about the
presented ideas and concepts.

e First the STEPPIN project will be introduced in a concise presentation, followed by a
short interactive intervention that addresses the relevance of innovation for the
participants (see also “Relevance of I nnovation
e Then a background overview is given about the benefits of using standards in public
procurement and how they can be used in tender documents.

After these initial presentations the speakers will dive deeper into the use of standards and the
use of the tools and the handbook:
e First you will be shown how to find relevant standards, using the STEPPIN tool and the
National Standards Bodies.
¢ Using one or more practical examples explanation will be given were standards can be
used in a tender document. This will include the legal aspects with respect to the EU
public purchasing directives and the national laws and regulations.
e Then the handbook will be presented and a concise paper version will be distributed. The
participants will be asked to give their feedback on the structure, contents and missing
items for the practical use.

Finally these elements will be summarised and their practical use will be discussed.
Relevance of Innovation for pur chasers

The use of standards in public tenders can stimulate innovation. There is theoretical and empirical
evidence that this is the case. But are public purchasers and their clients interested in
Innovation?

In the interviews with purchasers many were more or less "allergic" to the word innovation. It
opens up a world full of risks that they rather like to avoid.

On the other hand it has been observed that quite often innovation is hidden somewhere in the
tenders: It can be in the user requirements, in the strategic choices made for a particular type of
approach or procedure.

A hypothesis can be that one of the main motivators for a public purchaser is to satisfy his clients
needs within the social responsibility aspects of his role: he is responsible for spending taxpayers
money, the goods and services he procures should contribute to the society, child labour,
sustainability and environmental issues, local or regional economic welfare are all issues he takes
into account doing his job.
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This raises the following questions:

e Do these social responsibility aspects play a role when a specific tender procedure or
approach is chosen?

e Has innovation on the supplier side ever been an aspect of the tenders the participants
were involved in?

e Is the use of functional tendering growing because it gives the opportunity to get the
best products and services from the market at reasonable prices, at the same time
providing opportunities to suppliers that haven't been able to do business with the
tendering organisation before?

e If the use of functional tendering is growing, how can be ensured that it results in the
procurement of the required products ?

Elements of the Framework

The Framework consists of the following main elements:
e Theoretical background

Practical examples

Barriers and enablers

Models for using standards in tenders

Do’s and don’'ts

Theoretical background

This theoretical background is the result of desk research, previous research undertaken by
members of the consortium, an analysis of over 500 public tenders and interviews with
stakeholders.

The handbook will amongst others cover the following aspects:

A) The use of standards can have different effects on innovation.

For example the use of standards can have a positive effect on innovation when they are used to
set minimum levels of quality and performance. The use of standards has a positive effect on the
market situation. It gives support to the market acceptance of new innovated products. It opens
up the marketplace for new suppliers.

However, using old standards can prevent innovation and products will no longer be innovated
once standards have been set.

So when standards are being used they must be specified in a sensible way.

B) Different categories of standards have different effects

Standards can be clustered into different categories. In the past standards were quite technical

oriented, describing the elements of for instance a product in detail, leaving no room for

innovation.

Nowadays standards are mostly specified in a more functional way, describing the required
performance of the subject. These standards are call ed

1. Performance based standards make it easier for the purchaser to express their needs not in
terms of technical specifications or solutions, but as functional specifications. In this way, the
tender does not pre-define the technical solution, but is open to alternative technical ways to
address the needs as expressed in the specifications. The suppliers can therefore propose
alternative and innovative technical solutions.
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2. Another category that is relevant for innovation are the interoperability standards (or
compatibility and interface standards), that describe
These standards make it possible that we can exchange parts from different suppliers and add for
instance new peripherals to a PC.

It has been found that the use of performance based and interoperability standards will, when
properly used, have a positive influence on innovation on the supplier side.

C) Using standards in tender documents is not a problem.

STEPPIN has analysed over 500 tenders from all over Europe. Using standards is not a problem,
they are used in over 50% of the tenders. However no direct references were found to innovation
and additional interviews have been carried out. These interviews with public procurement
organisations revealed that referencing standards is not the real problem, but the low or even
lacking incentive of public procurers to purchase innovative solutions.

Most countries have a national procurement law and have implemented the European
Procurement Directives. In most countries however there are no central procurement policies or
guidelines. Innovation plays no major role in public procurement, but standards do play an
important role. They are used to describe product specifications, to set minimum requirements or
to secure compatibility with existing products. When a tender is being prepared it is a problem to
select the relevant standards. In the procurement process in general no incentive instruments are
used to stimulate suppliers to innovate.

It seems clear that purchasers are not aware of the benefits innovation can have for their
organisations. They must be made aware of the fact that the way they already use standards now
can also have a positive influence on innovation and that they can easily profit from this effect.

D) Introduction of standards in early stages of procurement process has greatest potential to
stimulate innovation.

The greatest potential of standards arises from the earliest stages:
e when innovation policy is being formulated;
e when programmes and projects are being shaped;
e in the formulation of procurement strategy.
The large potentials in early stages justify the importance of early supplier involvement in
selecting and discussing the relevant proposals. During procurement, the scope to promote
i nnovation via referencing standards may be | imited by
Once a contract has been selected, the scope to accommodate innovation within the contract is
governed by the contract itself and the nature of the contractual relationship.

E) Some product/market combinations have more potential.

In some markets there is more innovation happening than in others (like for instance in ICT, ITS
or healthcare). I n addition to this there are markets
and have a distinct influence on the conditions and product developments.

For example: The mar lsarn iprowaative ofiep but therole ofipublic authorities is a
small one. In this example it is probably not worthwhile to give much attention to using
standards in this kind of tenders

Another example: The marketplace for Intelligent Transport Systems (ITS) like monitoring
equipment for motorways and toll collection systems may not be large, but it is an innovative one
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and public authorities play a major role in the procurement of these systems. Here it is probably
very effective to use standards in order to stimulate the innovation processes.

When procurement policies are being prepared this differences in potential should be recognised.

Specific attention is being paid to the so called “Lea
where a market for innovation can work and public policy can have a significant role, as they

have been for past successes such as GSM and Airbus. These Lead Markets account for a large

portion of GDP and impact upon the daily lives of citizens.

Finding the right standard

Once the potentials of the use of standards in the procurement process has become clear, finding
the right standards becomes a challenge for the procurement organisation. Standards experts
acknowledge that this is not an easy task for non-standards experts. However there are several
methods to overcome this.

One of the products of the project will be a tool that will assist with this selection process using
the CPV codes as a method to navigate in the standards jungle.

In addition to this most national standards organisations provide assistance. The handbook will
contain links and addresses.

Using standards in tender documents

The use of standards in tender documents is governed (and limited) by EU directives and national
laws and regulations.

The use of specifications in a tender serves two purposes; the first is for the contracting authority
to describe the intended contract to the bidders and secondly, to enable the contracting authority
to perform an evaluation of offers based upon these requirements. The manner in which the
specifications are drawn up determine the variety and quality of the offers.

The most recent changes in the EU directives for Public Procurement have made it much easier to
use Functional or Performance Based Specifications providing the most useful improvement in
terms of fostering innovation. In the old Directives the use of functional and performance-based
requirements needed to be explained and justified. In the new directives they have been put on
the same level as references to standards.

Nevertheless, it is clear that the use and positioning of standards in tender documents needs
careful consideration. The handbook will provide a toolkit that will assist in this process.

Practical examples

The project has collected a number of practical examples. They will be placed in a database that
will be made available via the Internet.

For each of these examples it will be indicated how standards have been or could have been used
in the tender documents in order to get the required service or product in such a way that the
supplier gets as much freedom to innovate.

In some cases the procurement organisations and industry have cooperated on the development
of new standards, leading to innovation.

It has not been easy so far to find these practical examples. More cases are welcome and the
participants will be asked for suggestions.

These examples will also be used in the upcoming workshops throughout Europe.
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The handbook

As said earlier, the presented Framework will be used to define the structure for the handbook.
The first activity has been the definition of the handbook: the target audience and distribution
means of the handbook will be determined in order to adequately describe the issues that have
been identified in the workshops. The handbook will be described as a compendium /
encyclopaedia with practical guidelines, which the public purchaser can use during the
procurement process: in other words it will be a living, web-based document, that is designed to
be updated and completed.

A concise paper version will also be available and distributed during the dissemination workshop.
This will have the format of a “quick reference guide”

Preparation for the workshop

The participants are suggested to prepare themselves for the workshop as follows:
e Prepare answers on the questions raised regarding
for purchasers” (see page 3).
e Gather information about interesting cases that can be used as practical examples, if
possible a case you were involved in personally.
Make a list of subjects that you expect in the handbook.
Does the implementation of the framework require policy changes?

Practical Issues

If you have any questions about the issues on the agenda or in this briefing note, please let me
know. You can contact me under tel. + 31 23 526 7211.

Questions regarding organisational issues will be answered by Corine Bart, tel. + 31 23 526
7211.

We sincerely hope that our meeting will give valuable results. We look forward meeting you in
Warsaw!

With kind regards,

Joep Frijdal

Project manager STEPPIN

Virage BV, Environment & Management
Korte Spaarne 31

NL - 2011 AJ Haarlem

The Netherlands

T: +31 (0)23 526 7211

M: +31(0)653900735

F: +31 (0)23 527 3985
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