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Several tools exist and can help procurers in the pre-procurement phase. It seems that
procurers manage risk mainly through political backing, pre-procurement intelligence
gathering and an effort to shift technological risks to suppliers, without using sophisticated
contracts, specific tools or carefully planned stakeholder involvement and awareness
raising. They use the tools stipulated by the EU Directives and occasionally find additional
ways to reduce risks by combining the procurement with additional elements of public or
private support. But they deal with risk more implicitly than explicitly and the tools used
are more generic than in explicit risk management in sectors experienced in practicing it
(banking and insurance). However, a variety of tools do exist, in terms of specific contract
conditions, technological foresight and awareness raising.

The major condition to manage risk is a change of attitude. Once a conscience process of
risk management along the basic functions is designed and implemented, risk in public
procurement can be de-mystified, all actors involved can reduce their risk aversion and
thus increasing the inclination of procuring innovation.

The above conclusions suggest that there is still a long way to go to make procurement of
innovation a generally used tool in the EU. Some recommendations on how to facilitate
and speed up this process follow:

5.2 Recommendations on the way forward for risk
management for public procurement of innovation

The ideas, organisations and tools found in the literature, developed in Chapter 2 or used
in the case studies are presented hereafter according to the type of user to whom they are
addressed: policy makers intervening on the broader organisational set up and the
principle political decisions on investments and procurers wishing to better manage risks
associated with their tenders. The recommendations are neither one-dimensional nor
mandatory. They are presented as suggestions, sometimes as alternatives, including their
strengths and weaknesses. They constitute ideas for policy makers and procurers to
fathom, think through and select. Their character is not binding but is thought to facilitate
the procurement of innovation.

Moreover, these recommendations need to be read with the deep understanding that the
procurement of innovation is not costless, it needs investing in organisation, intelligence
gathering, close monitoring and last but not least it is associated with opportunity costs
occurring in delays for an appropriate design. However, if appropriately used innovation
procurement may trigger adequate benefits, which more than amortise the additional
investment needed. The word appropriately is important to avoid a situation where the
pendulum would swing to the other side: not all procurements can or should be organised
as innovation procurement. Much will remain a standard procurement. The challenge is to
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correctly identify where innovation is necessary and feasible. This will mainly be where
future provision of public services would not be possible without some innovation
development (technological or otherwise) which would be unlikely to take place without a
specific demand for it from procurement agencies.

5.2.1 Recommendations to policy makers

Recommendations to policy makers (both those responsible for research and innovation
and those responsible for procurement) address the issue of better organisational set ups
to encourage and facilitate the procurement of products and services not yet in the market
and manage the associated risk. The recommendations are distinguished into those
relevant at the member state level (operational) and the EU level (concerning the internal
market and the benefit of pooling resources).

Recommendations to be implemented at the national level

1. A change of attitude and organisational culture to establish clear awareness
and principles as to the three functions of risk management can be the starting
point of all efforts: identification, reduction of likelihood of risks to occur and
mitigation. Once a conscience process of risk management along those three
basic functions is designed and implemented, risk in public procurement can
be de-mystified, all actors involved can reduce their risk aversion and thus
increase the inclination of procuring innovation

2. In more concrete terms policy makers can create a structure, which will help
the administration identify on time its future needs and the likelihood to cover
them. Two potential kinds of supporting structures can be distinguished.

* One would be to support long term planning and exchange information
about maturing technologies. This needs to be done in close interaction
between the administration and companies using technology foresights
and other forward looking studies or instruments. Attempts in this
direction are tested in the UK innovation platforms, which also include
public administrations and representatives of society. Innovation
platforms, obviously, are no panacea and entail potential drawbacks such
as technological lock-in. To avoid the drawbacks platforms need to be
designed in a way to offer alternative solutions and not reduce variety but
reduce technology risks through information, transparency and lowering
resistance.
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* Another kind of support would be targeted at the concrete procurement
process, to support procurers and commissioning bodies throughout the
procurement cycle. Most of existing cross-administration procurement
agencies focus on efficiency rather than innovation. One example in the
construction sector in the Netherlands (CROW) has demonstrated that
specialised support for procuring of innovation does work. CROW'’s role
ends there and there is no active involvement in training procurers, but
they have the advantage that they can very easily expand beyond the
national borders and offer systematic new knowledge emerging at the
global rather than the national level. A specialised organisation - in
contrast to a platform approach - has probably a more limited potential
for advising on future needs and their feasibility but is able to combine the
future needs with the next recommendation, namely coaching and
training.

3. Help procurers think in terms of functionality rather than product or service
procurement. Adopting the utilisation of “Performance-Based Procurement”
contracts is one way to do so. This is a process that can be applied to standard
as well as innovation procurement. Using sectoral associations, highly
experienced in specific technologies, to draw functional requirements and
mediate in procurement in the specific sectors is another. Additionally it can
be done through coaching and training by a specialised organisation, which
can work with the procurers on specific cases and/or can organise dedicated
training for different procurers or parts of the public administration that are
expressing their needs, even if not preparing the tender documents
themselves.

4. On an ad hoc basis, for countries where there is no experience with the
procurement of innovation policy can launch a once-off call for proposals for
procurers who wish to experiment with the idea and offer subsidies for their
first-time exposure. Since the conclusion of this report is that learning matters
and experience demystifies risk management one can hope for spill over
effects.

Recommendations to be implemented at EU level
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5.

The EU already plays an important role in the gathering of information and the
systematic collection and dissemination of good practices, precisely where thinking
and practice up to know is hampered by the pre-conceptions discussed above. This
may be further strengthened. One thing that the cases proved is that “learning
matters”, as interviewees confirmed that the experience was helpful to allow
them to design similar future activities. Support for first time launches
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(accumulation of experience) is recommended to be offered at the national level.
Learning from other procurers is the next best alternative and can be organised at
a higher level. While until now it was in the context of individual studies that cases
were identified and studied the situation is maturing for a permanent portal (wiki-
type) reporting innovation procurement and the way risks were dealt with. Using
existing networks of procurers can help this exercise become more inclusive and
ambitious, but all this must be done on a grand scale, visible and meaningful, and
not confined to an avant-garde community which is already well on its way to
procure innovation. .

Another area of intervention for the EU could be the collection of information
beyond the European territory to help learning from other countries. It is often
assumed that parts of the US administration (defence, health) have been the
pioneers and most effective innovation procurers. Learning more about them, but
possibly also countries like Canada, Brazil and beyond, or initiating a discussion for
global experience gathering in the context of the OECD could complement the
dissemination function mentioned above.

The dissemination activities can take a concrete form in the production of a
Guidebook for risk management, which can be used for general training and
decision support purposes. The guidebook would ideally include a toolbox with
dimensions and examples when to use procurement of innovation (as opposed to
standard procurement or different types of subsidy?), how to structure the bid
and most importantly which tools are more appropriate for risk management
depending on the type of innovation, size, functionality etc. Making risk
management explicit at such a level of detail will also serve the demystification
purpose.

The innovation and risk dimensions across Commission Services dealing with
R&D&I can be proactively coordinated with the target to increase the role of the
procurement of innovation in enterprise, environment, energy and regional
policies.

* Intervention for networking: An important step in this direction is
undertaken by the Lead Market Initiative. Existing procurers’ networks at
European level are at the moment hardly concerned with the idea of
procuring innovation. Support to sensitise such networks and train their
members in the topic and in particular on how to address risk
management is an area to consider. The OECD Sigma may be an
appropriate channel for the new member states.



* Intervention to link R&D support with procurement. In the context of the
OMC or ERAnet one can investigate ways to link innovation procurement
to research subsidies. Special horizontal calls for instance can be launched
to complement at national level agencies procuring solutions to common
problems thereby facilitating emergence of standards. The idea is to
support research needed to either complete or extend contracts already
granted.

* The Commission could consider incorporating instructions for the
adoption of innovation procurement policies in connection with the
Structural Funds’ encouragement to promote research and innovation.
This could take the form of specific organisational set ups (platforms or
hybrid structures), direct cooperation with research policies and risk
management practices for dissemination and adaptation.

9. Finally, the national supporting structures would benefit from support for
networking at various levels. This can include better linking procurer
networks/platform and tech platforms, but also the creation of a European
network of procurers of innovation (based on their experience and not any kind of
formal criteria).

5.2.2 Facilitate risk management for procurers

For innovation procurement there are ways to better identify and assess associated risks:
information, analyses, expert advice, strategic intelligence, dialogue, decomposition into
more stages, (more) complete contracts including complex clauses, ex ante IP
management, supply management. When risks are identified, the likelihood of their
occurrence can be reduced, mitigated and shared; their management can be integrated
into the whole procurement process.

There are some general principles which help procurers:

* Risk has to be managed as explicitly and as professionally as possible keeping
in mind that it can never be eliminated entirely.

* The principle that a certain amount of additional cost needs to be earmarked
for intelligence gathering and progress monitoring. The precise cost of risk
management is difficult to quantify and allocate but it is self-evident that it is
there. Access to more information, expertise, time delays (as opportunity cost)
and insurance are the most obvious costs but it is not possible to distinguish
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them exactly from standard procedure intelligence gathering and insurance
and hence to allocate it to the innovation process.

* Acceptance of certain delays in the whole process of procuring future oriented
products and services, compared to the decision to buy off-the-self. In all the
cases a delay in the tender and more often than not a delay in the delivery
were identified. However, the outcome often pays off, and the delays tend to
shorten with increasing routine of risk management practices.

* The principle to link risks to reward rather than to capabilities (risks better be
carried by those more likely to benefit or cause the appearance of a problem,
rather than by those who have the capability to carry it) provided that this will
not create excessive costs.

Some recommendations follow on how to manage risks, broken down by the categories
used in the conceptual framework: identification, reduction, mitigation and sharing of
risks. Unlike the generic principles, which are universally valid, the recommendations are
not about formalising or suggesting strait jackets. Neither are they trying to substitute
trust with formalised contracts and increases in transaction costs, taking into
consideration that such an approach may also aggravate principal-agent problems. On the
contrary they are ideas to be used for a case-by-case risk management design with a good-
enough (not optimal) mix of legal obligations and informal but effective cooperation
routines.

Identify and deal with risks

10. As early as possible in the decision making process the various types of risks have
to be identified ex ante as far as possible- albeit we need to stress that even the
most thorough attempt will not ensure a full coverage of all potential risk, and
uncertainties will remain. It is important to think of risks all along the innovation
cycle and procurement cycle, understand the stages and spot when and which
risks are more likely to occur. While the conceptual issues in Chapter 2 identify five
different categories of risks and interviews point out that in many cases all these
risks were possible, analyses of the case study processes suggest that during the
negotiation it was mainly technical and financial risks, which were made explicit
and shifted to suppliers via insurance, fines for time overruns or payment
schedules. But while risk is defined and managed as early as possible, decisions in
relation to risk are made during the entire procurement process.

11. For radical innovations or in cases where in-house expertise is not sufficient, the
identification of technical risks before the launch of the bid can be facilitated by
internationally recognised experts trusted by the state (e.g. academics in the

90



91

12.

13.

14.

15.

corresponding fields) and independent consultants. At the implementation stage
experts can take the role of technical advisers monitoring progress. The more they
have a good reputation the more likely it is they would not jeopardise it and
(inevitably) the higher their cost.

Organisational and societal risks, i.e. the risk of insufficient expression of needs or
insufficient adoption of the innovation within the organisation or within society (to
which the innovation in public service is finally geared), are best identified with
early discussions with all stakeholders. The emphasis is on “all”, because even
when dialogues are organised they tend to limit their scope. Stakeholders are
various members of the administration, not only the direct beneficiary, groups of
users (as in the case of cooperatives for waste management) or individuals (as in
the case of the EID card and eVoting). A dialogue going well beyond information
gathering is necessary to see to what extent stakeholders adopt the idea and are
ready to invest (physically or mentally) in its implementation.

Market risks on the demand side (spill over to private demand for innovation) and
the supply side (supply chain issues) are loaded with more uncertainty. Therefore,
it is better for them to be treated with a dialogue process with selected groups in
the supply chain and potential users of new applications. It is important to gain
knowledge about potential bottlenecks or incompetence in the supply chain early
on. By the same token procurers have to identify lead users or representatives of
potential users and find out whether they will be willing to buy/use the
product/service, when available and under which conditions.

Financial risks are easier to identify but not so easy to quantify. Internal cost
calculation, review panels and scoring mechanisms can be used to create an
overview of financial needs and worst case scenario. If loans are needed for the
completion of the supply the parties could insist to look at the calculations of the
bankers and insurers involved in the loan. Additional calculations need to be done
for potential increases in the cost of money and cost overruns.

Finally turbulence risks need to be identified using discoursive and brainstorming
techniques. As stressed throughout this report, turbulence risks by nature are least
predictable and thus a broad and all inclusive brainstorming exercise seems most
appropriate, so that different parties involved understand potential dangers of
others and how those might effect their own contributions. As far as possible the
potential consequences of those risks need to be assessed with neutral experts,
suppliers and policy makers. In cases in which turbulence is associated with
changing regulatory and economic policies (as all ICT and environmental
technologies pointed out in the case studies) it is important to stage discussions
with sectoral ministries and agencies, often totally detached from the bid at its
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initial stage. Thinking of who might be a stakeholder is a challenge and it will be
beneficial to involve as many stakeholders as necessary (better too many than too
few).

The identification and assessment of the various types of risks and the
differentiation for the various stakeholders involved will then eventually lead to

the decision whether to proceed with innovation procurement or not. “Go-stop”
scorecards constitute a good tool for this decision.

The “go-stop” will however be affected by the possibility to reduce, mitigate or share
initially identified risks. The next three categories of recommendations address these

aspects:

Reduce the likelihood of a risk to occur
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17.

18.

19.

Technical risks, especially with radical innovations designed for a long term
application, can be reduced by combining the long term procurement process with
research grants, so that a potential supplier shares the risk with a public funding
organisation in coordination with the procuring body. Market risks (triggered by
the supply chain) may be reduced if combined with venture capital investing in
new-technology-based firms participating in public bids.

Lock-in risks can be reduced by using getting technical information from different
sources, so that interoperability is possible at a later stage. If the second and third
bidder get compensation for their costs for improving or proving the technical
dimensions of their bid the technological information increases and lock-ins can be
better judged.

Information increases and uncertainty diminishes as time passes. So it is good to
split the process if high risks are identified. Disentangling the first stage from the
rest of the procurement cycle is expected to reduce risks. With better knowledge,
which can only be gained after the first stage (e.g. prototype creation) one takes
informed decisions and diminishes risks. Breaking up the process in two separate
contracts helps looking at the necessary information each time and better manage
time and cost. However, to make the process attractive to suppliers it needs some
form of continuity (like the US SBIR programme, where a second phase follows
automatically if the first is successfully completed and the conditions for the
second are met). Only then will suppliers see that they have a potential to address
a larger, profitable market.
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20.

21.

22.

23.

24.

25.

26.

The disentangling is particularly important in the case of radical innovation, where
a pre-commercial procurement stage may be necessary, including R&D services or
design contests before the project bidding process.

If during the risk identification process societal risks appear too high it is important
to mobilise the stakeholders on who the project depends and if necessary and
feasible sign binding contracts with potential private lead users to guarantee an
early adoption of a first batch of innovations. They can have the benefit of price
reductions as early adopters facilitating the go-stop decision (this could be the
case for the first rents in the passive houses, if tenants would be ready to sign a
contract before the houses were completed).

Market risks coming from insufficient private demand can be reduced, if the public
procurer joins forces at national or international level to help attract new clients to
the new market (thereby enlarging the public market and increasing the likelihood
of the private market to follow). Alternatively it is possible to help the supplier
(through research or other grants) to benefit from technological spillovers. This is
then not catalytic procurement but a simple effort to offer more prospective
rewards to the supplier, who would in turn be willing to accept more risks.

A similar approach can be used for projects where the procurer has multiple
shareholders (as in the case of the GigaPort) or the expected early adopters (as in
the case of the Manchester waste treatment). It helps if contractual obligations
are explicit or very close monitoring if contracts are incomplete, due to the
uncertainty associated with the innovation.

If diverse offers are brought to common denominators by attributing weightings to
functions this can clarify the cost-benefit ratio of different components of the offer
and help procurers select suppliers who present less risks in the functions of major
interest. Training procurers to work with functionalities rather than product
specifications and organise the evaluation of bids in this way can help the
dissemination of the particular attitude.

Sensitisation, awareness raising and education for society as a whole can also help
to eliminate resistance and reduce societal risks.

Explicit risk analysis is more important for mega-projects. Worse-case scenario can
be part of the exercise. It would also be beneficial, if the analysis included
alternative ways of funding to facilitate selection and reduce financial risks.



Mitigate against the consequences of an unwanted event (if it occurs)

27. If risk is well identified then a Roadmap, a “Risk Mitigation Strategy” can be
adopted by consensus at an early stage, based on the feed-back from experts and
stakeholder dialogue. The strategy needs to include slack (redundancies) for
service provision if things go wrong and take into account the risk — reward
allocation (see below).

28. The provision of stand-by loans already at the initial financial agreements with
suppliers or banks in a reasonable share of the budget and a reasonable (the same
or slightly higher) interest rates help eliminate cost-overrun risks. The mobilisation
of bank consortia through syndication can diminish the cost and risk of lack of
funding.

29. Trusted committees, composed of experts in different disciplines (technical,
financial, social) and from different stakeholder groups can be used for monitoring
and early warning to at least give procurers/suppliers the possibility to intervene
as early as possible when problems start occurring. Toll gates to understand how
the contract evolves can be introduced for better monitoring.

30. Finally insurance is the most effective way of mitigating financial risks and can be
abundantly used. However, one needs to keep in mind that in some cases insurers
may refuse to insure too uncertain projects or the insurance becomes too costly.

Allocating and sharing risks

So far the recommendations have been neutral as to the allocation of costs, efforts and
consequences associated with risk management and occurrence. All risks identified and
ways to reduce or mitigate them must be allocated to individual actors or any kind of
combination. Risk allocation is a horizontal issue but it is differentiated here for practical
purposes. One general principal in allocation of risk is that the allocation of risk always
needs to be guided by the risk-reward relation for the various actors as well as the costs of
allocating those risks. Thus risk is not only allocated according to its source, but also
according to the potential benefit, should the procurement be successful. The following
recommendations are formulated based on this principle:

31. Technical risks can be shifted to the supplier whenever the suppliers see excellent
market prospects, and thus perceive the public procurement as a kick start of a
private market they identify with. Companies may be ready to take a high share of
the risk when they expect the result to lead to adoption of industry standards, to
improve their credentials or be first mover in a prospective market. When this is
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the case procurers should insist for suppliers to carry more risks. Late and reduced
payments as well as fines are instruments to shift risks to the supplier. A typical
solution is to make payments depending on reaching certain milestones and
deliverables (Use Key Performance Indicators). On the other hand one has to take
into consideration that the procurement of innovation is a means to share risks
with innovative companies; going too far would practically cancel the stimulating
role of public procurement for innovation.

32. Try to identify other instruments, as suggested above (research, VC) to shifts part
of the financial risk to other funding sources, external to the procurement process
itself.

33. It is reasonable that organisational risks, in particular when standards and long-
term economic policy are concerned, be covered by the political authorities
(political responsibility), who is in a better position to know of and influence these
policies.

34. Turbulence risks are shared between the procurer and the supplier depending on
the nature of the turbulence and its potential source. But, because of its uncertain
nature, turbulence can be discussed at a higher political level, before the tender
process starts.

35. Finally, it helps if all (or almost all of) these risks, independently on how they are
allocated, are insured; if insurers accept the liability and the cost is affordable. The
allocation then is determined by whether an actor wishes to insure the risk
assumed and pay the insurance costs.

Measuring the cost of risk management

The whole process needs to be built up on the assumption that the cost of risk
management cannot be exactly measured but procurers need to acknowledge in
procurement budgets that it has a cost. It is therefore essential to get a feeling for it, to
make sure it is not excessive in terms of information and delays and to keep in mind that
the cost of no risk management may be a lot higher. But the one thing that the Expert
Group believes has learned from this exercise is that for the procurement of innovation
someone takes responsibility for a cost that is in a reasonable relation to the benefit of
the innovation.
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Appendix 1: Terms of Reference

1. INTRODUCTION AND OVERALL OBJECTIVE

These are the Terms of Reference for an Expert Group set up by DG Research of the
European Commission in the context of the follow-up of the Communication on Pre-
commercial procurement COM (2007) 799 final which promotes the public procurement of
R&D and the earlier Communications "More research and innovation, a common
approach"”, COM (2005) 488 final and on the "broad based innovation strategy"
COM(2006)502 final both of which promote public procurement as an instrument to boost

demand for innovative solutions.

The objective of this Expert Group is to provide guidance on the management of risks in
procurement of technology. The risk of failure of new technology is an important issue
faced by supplier companies in different sectors and public administrations which
respectively develop and acquire new technology to enhance their operations. The level
of risk increases when the R&D itself is part of the procurement. The expert group will also
examine how the high level political objective to utilise the purchasing power of public
procurers to boost the demand for innovation can be put into practice.

Via a combination of collective and individual work punctuated by several meetings, the
group will prepare all necessary material for discussing the key issues and for drawing its
conclusions. It will take account of existing expertise and of the major elements stemming
from earlier Commission activity in the area of procurement of innovation including the
DG ENTR study (Edler at al., 2005)"! the DG RTD expert group (the Wilkinson report)** and
the more recent DG INFSO project™ on public procurement in the ICT sector as well as the

1 http://cordis.europa.eu/innovation-policy/studies/gen study13.htm

12http://ec.europa.eu/invest-in-
research/pdf/download_en/edited_report_18112005_on_pubic_procurement_for_research_and_i
nnovation.pdf

 Not yet published
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ongoing OMC-net project™ on public technology procurement and the DG ENTR ST EPPIN
project™ on how standards are and could better be used in public procurement to boost
innovation. Where these projects have aimed at identifying cases and good practice in
public procurement of R&D services the issue of risk while identified as a barrier has not
yet been comprehensively addressed.

2. THE GENERAL CONTEXT

Public procurement is one of the instruments which can boost demand for innovation and
innovative goods and services. It is one of the key instruments to promote lead markets.
With public procurement accounting for 16% of EU GDP, public authorities are big market
players which can stimulate private investment in research and innovation when they
procure either products incorporating new technology or the R&D to develop the
technology to a point where such products become available.

As called for in the Communication "More research and innovation, a common approach",
the Commission has prepared guidelines advising procurers how to promote innovation
with practical advice on actions that could be taken at different stages in the procurement
life cycle. In the Communication on the broad based innovation strategy, the Commission
suggested public purchasers need to become more "intelligent customers" planning what
to buy, how to buy and who will buy. The more recent Communication on Pre-commercial
procurement which promotes procurement of R&D and raises awareness of a little used
instrument which could be used by procurers to intervene earlier in the innovation
pathway to help steer development of solutions which better address public needs.

This is the starting point for the work of the expert group in managing risks in public
procurement.

The expert group will analyse up to 10 cases of technology procurement and identify the
emerging practices in managing risk. The group will also examine how the high level

14
www.omc-ptp.eu

13 www.standards.eu-innova.org/Pages/Steppin/Default.aspx
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political objective to utilise the purchasing power of public procurers to boost the demand
for innovation can be practically implemented overcoming the culture of risk-avoidance.

3. MANDATE, DELIVERABLES AND TIMETABLE

3.1. Overall mandate

The expert group will:

TASK 1) Analyse up to 10 recent cases of procurement of R&D and innovations and
identify how the risk of technology failure was addressed. The cases of
procurement of R&D may or may not also involve procurement of innovative
products.

TASK 2) Identify, from this review, (emerging) practices in public procurement as well as
private sector industrial practices which could be recommended to public
procurers bearing in mind the similarities and the differences between public and
private procurement.

TASK 3) Examine how the high level political will to utilise public procurement to
boost the demand side for innovation can be effectively translated into development of
technology procurement strategies and changes in procurement practice.

TASK 4) Examine how the culture of risk avoidance could be modified and identify the user
needs and business case where technology procurement is an appropriate
instrument.

3.2. Specific issues/ questions to be addressed
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In task 1, the cases, which may include examples of research projects in the private sector,
should be selected following a screening process to identify examples where risk
management measures were expressed. These should ideally include cases from three
technology sectors and approaches in the financial sector to managing risks in lending to
technology projects.

In reviewing cases, the group will identify which other significant barriers had to be
overcome to gain approval for the proposed project and their financing. It will also
consider related concepts as time constraints, political will, technical capacity/capability,
issue of IP and other framework conditions and hindrances as well as the perspective of
the supplier managing opportunity perspective.

Task 3 will involve an identification of possible governance structures aimed at
encouraging risk taking and better managing of risk throughout the whole procurement
and implementation process. The group will produce a conceptual framework to better
understand the nature of risk, risk management and its importance within the governance
of procurement for innovation. The governance considerations will be focussed on the
implication for risk management.

3.3. Deliverables and Timetable

Expert group report

The group deliverable is a final report with the core text not exceeding 75 pages, plus all
necessary annexes and bibliographical references.

The core text of the report should be prefaced by a 2-5 pages executive summary.

A full draft final report in English is to be presented by 30 June 2009, and its final version,
in a form and quality suitable for publication, shall be ready by 30 September 2009.
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Meetings

The group will meet as up to seven times over the duration of this agreement. This may
include up to two meetings in Brussels or another location with the Chairperson and other
experts under contract to review and discuss progress with the work and the draft report.

If for any reason, the expert wishes to travel to a meeting for the execution of his/her
tasks from a point of origin other than that mentioned in the Specific Conditions of the
Appointment Letter, prior written consent should be obtained from the Commission.

OPERATION OF THE EXPERT GROUP

3.4. Number, identification and selection of experts

The expert group consists of up to 13 (7 private experts with contract and 6 public officials
without contract) members, including one chairperson and two rapporteurs, to provide a
variety of views and approaches while keeping the size of the group manageable. During
the work of the expert group additional experts can be added to the group either to
replace members who withdraw or to address new specific tasks.

Expert group members have been selected on the basis of their competence in relation with
the issues to be addressed, with an emphasis on different institutional and
national/regional viewpoints, and a good mixture of academic, industrial and innovation
policymaking backgrounds and professional procurement experiences.

3.5. Working method

The chairperson will define the meeting agendas, direct the meetings, organise the work
of the members of the group (including discussion of work and written contributions by
the group members) and summarise the main conclusions and actions arising before
closing each meeting. In particular, at the outset of the group's work, the Chairperson will:

1. Develop an operational work plan for the group.

2. Schedule the meetings of the group.
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3. Establish specific tasks and assign responsibilities for them to group members in
accordance with main areas of contributions defined in the Annex VI.1. These
tasks may be adapted in the course of the work of the group. [NOTE: In case of
substantial changes in the repartition of main areas of contributions, such
changes, within the limit of the number of days specified for the member
concerned, will lead to an amendment of their contract (Annex VI.1). Any changes
that lead to an increase in the total number of days allocated to the group, will be
subject to prior authorisation of the Commission, and will lead to an amendment
of the contract of the members concerned.]

4. Set reporting requirements, format of written deliverables and quality control
procedures.

The rapporteurs will work closely with the Chairperson. One rapporteur will prepare the
meeting agendas in consultation with the Chairperson and will prepare with the
Chairperson the interim paper and final report of the group, on the basis of all members'
written contributions. The other rapporteur will make best use of the main points of the
written contribution presented by experts, create PowerPoint presentations, draft
summaries of the key points emerging from discussions held at meetings.

Two members of the group will be responsible for developing a concept for a governance
structures which would be conducive to facilitating more procurement of technologically
innovative goods and services and the R&D needed to make the technology available.

One member will be responsible as reviewer of this concept and have a leading role in the
review of cases.

One member of the group will review the academic literature to identify other possible
mechanisms to manage risks.

All other members will contribute to the expert group work by:
* Participating in its meetings

*  Preparing written individual or joint contributions (circulated in advance of the
meetings) in his or her main area of contribution, according to Annex VI.1
below, or on other agreed topics arising from the tasks described in section
3.1. These contributions will be circulated in advance of relevant meetings and
presented at the meetings by their authors for discussion. .
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¢ Commenting, as appropriate, on the contributions of the other members.

All members of the group will participate in the screening, selection and analysis of the
cases

Place of Work

In addition to the Specific Conditions of the Appointment Letter which foresee that experts
perform their tasks on Commission premises and remotely at their home or place of work,
the Commission may communicate in writing any other place where the experts may
perform their tasks. If for any reason, the expert proposes to perform his/her tasks in
another place, prior written consent should be sought from the Commission.

Commission staff responsible for the expert group is in regular liaison with the
chairperson and the rapporteur to ensure the smooth running of the group, and they
attend the meetings to provide appropriate information and advice. Other Commission
services might be invited to attend the meetings and provide information at request of the
group. The Commission, within reason, will seek to provide the group with paper or
electronic copies of any non-confidential reports or other data which are agreed to be
necessary for the conduct of the Expert Group’s activities.

Under the chairperson’s leadership, the chairperson and the rapporteurs will prepare
(compile and edit) together the Expert Group report. The Commission staff responsible
for the Expert Group will also offer editorial input to the production of the report.

Appropriate external experts can be invited to participate in one or more of its meetings.

Members of the group are encouraged to contact other experts in their respective contact
networks to test ideas and seek their views on specific issues in their area of expertise.
However they should not provide information in public fora on the content of the
discussion of the group and on its report before the submission of the report and its
acceptance by the Commission services, unless authorized by the Commission services in
writing.

3.6. Circumstances in which a conflict of interest may exist (notwithstanding the
terms of Annex | to the Appointment letter)
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A disqualifying conflict of interest exists if an expert is in any situation that compromises

his or her ability to carry out his or her task impartially.

A potential conflict of interest may exist, if an expert is in any other situation that could

cast doubt on his or her ability to give an advice impartially, or that could reasonably
appear to do so in the eyes of an external third party.

An expert must declare any vested interests in relation to the questions upon which
he/she is asked to give advice.

3.7. Credits

The physical and intellectual products generated by the expert’s assignment will remain
the property of the Commission. The published report prepared will acknowledge the
authorship and other contributions of the members of the Expert Group.
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Appendix 2: Expert Group members and Invited

Speakers
Name Title/Profession
Chair of the Expert Group, Professor, University
Lena Tsipouri of Athens
Jakob Edler Professor, University of Manchester
Elvira Uyarra Researcher, University of Manchester
Hanneke Bodewes Rapporteur of the EG, SenterNovem, NL
Max Rolfstam Researcher, University of Southern Denmark
Rapporteur of the EG, Ramboll Management
Janne Sylvest Consulting
Institute of Public Administration,
Tarmo Kalvet Tallinn University of Technology
The Swedish Governmental Agency for
Sven Erik Hargeskog Innovation Systems (VINNOVA)
Ditmar Waterman PIANOO , NL
Doina Banciu General Director of ICI, RO
lllona Vass National Office for Research and Technology, HU
Department for Innovation, Universities and Skills
Sue Creese (DIUS), UK
Peter Thevissen IWT Flanders, BE
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Invited speakers for the EG meetings:

Name

Title/Profession

Frances Scarff

OGC, UK

Anne de Moor

EICTA, the European ICT industry association

Demetrios
Konstantakopoulos

National Bank of Greece (NBG)

Teun van Reeuwijk CROW, NL
Niels van Ommen CROW, NL
Marieke van Putten PIANOO, NL
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Appendix 3: A template for case analysis

This template serves to characterise cases the members of the group select to discuss
within the group. It should give a quick overview of the type of case, type of
procurement, type of risk and major risk management issue. It is linked to the concept
paper that is being developed. It limits itself to the major dimensions of this concept
paper. For a thorough in-depth analysis of the cases we will have selected we will need
more differentiation, but ‘less is more’ in this stage of the process, as we need to get a
mix of cases that together cover the major aspects and types.

Later on, once we have looked at the first selection of cases, we will have a second,
enlarged version for the analysis. This is simply to collect the cases and discuss them, not
to analyse them in depth.
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Case delivered by: Date:

Case selection: we select all cases where the product / service are new for the buying
administration and that have risks that are related to the fact that it is new for the buyer.

Basic Characterisation

Date (period where procurement was carried out)

Name of the case:

Procuring institution, country, region, level (include information about variety of actors in
public administrations that have been involved and their roles (if known already):

Supplier: Name, sector:

Description of the product / service procured (catch words):

Level of innovativeness (incremental, radical; new combinations, organisational
adaptation), what is new, how new is it; clarify the perspective: whose assessment of
innovativeness; ex ante expectations, realisation etc.)
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Nature of the procurement: strictly public, cooperative, catalytic (consider here also:
does the product / service have potential to spill over in other public or private markets,
any diffusion issues, have there been spill-overs realised etc.?)

Benefit / Added value for public administration (purpose, internal use, societal value)

Are there different benefits for different actors?

(Expected) Benefit for the supplier (long term supplier for the administration, creating
private market (new market, better position, market leader etc.)

Short description of the procurement cycle activities (in bullet points, if known at this
stage):

Outcome of the process (does / did it work, any stories, problems etc.)

108




What kind of risk was involved (fill in relevant boxes) and what are the causes

Please identify — if known - if those risks were anticipated by the actors or not.

Operational risks (supplier cannot deliver):

Who carries that risk (within public administration, try to clarify who shares which
burden)

Institutional risks (absorption and diffusion in public sector, coordination problems in the
process etc.)

Who carries that risk (within public administration, try to clarify who shares which
burden)

Societal risk (end users do not accept, are not able to use etc.):

Who carries that risk (within public administration, try to clarify who shares which
burden)
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Market risks

Subsequent demand in overall, private market,:

Supplier market: (e.g. supply chain issues)

Financial risk:

Who carries that risk?

Did ‘turbulence’ (unanticipated causes for failure, hindrance) play any role? IF so, how?

Spill over risks in public service:
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Risk management issues

Summary: Who carried the main risk(s)

Risk in what phase of the procurement whole cycle?

Perceptions of risks (different actors..)?

Conscious risk management in-built (ex ante), or ex post?

Main measures of risk management (please indicate the procurement phase(s))

(this is the main box later on, please indicate all you need at this point, here we will have
to be more differentiated in the second step)

Which actors were dealing with the risk:
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Any knowledge on negotiations, on potential tensions between the partners?

Cost of the risk management?

Any resources dedicated to it ex ante?

What kinds of lessons could we learn?
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