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Preface

This book is a response to the persistent suggestion of Dr. Jack Rabin, former executive editor of
the Public Administration and Public Policy Series. I agreed to undertake this challenging project
several months before Dr. Rabin’s death in late 2006. It is challenging because its scope is extremely
broad.

First, from the perspective of procurement organization, how can a book cover the procurement
systems of all the countries in the world? Should it cover only national government procurement sys-
tems? Should it focus on only public procurement systems and practices in industrialized countries
and ignore the same in developing countries? Should it also cover procurement systems of public
international organizations such as the World Bank and its development bank group, the United
Nations, the International Monetary Fund, etc., as these organizations have a pronounced
influence on procurement practices in their client countries?

Second, substantially, public procurement has become a very complex function of government
that handles a great proportion of public expenditures (which reach 70 percent of total government
expenditure, according to numerous World Bank reports) and procurement expenditures (or “spends,”
a term found in numerous reports and publications). Indeed, public procurement is a system that
consists of

m Procurement laws and regulations, procurement organizational structure (central procurement
agencies, procurement offices in user departments)

m Procurement processes (from procurement authorization, appropriations to contract formation,
contract administration, etc.)

m Procurement methods (invitation to bid or request for bids, request for proposals, request for
quotations, etc.)

m Procurement techniques (life-cycle costing, evaluation, negotiations, etc.)

m Procurement professionalism and workforce

Third, the public procurement function of government is further complicated when public
procurement, due to the size of its spending, becomes a policy tool that policy makers use to address
social issues (helping minority/women-owned enterprises, and small and medium firms), economic
development (local preferences), and environment protection (green procurement). These policy
concerns have made procurement practices more complicated. Finally, the recent globalization
movement has further complicated public procurement as procurement officials have to comply with
not only national laws and regulations but also to international trade agreements.

Thus, despite its deceptive size, this handbook cannot cover the entire spectrum of international
public procurement. In addition to the broad scope of public procurement, there are other constraints.



Xxvi H

First, as we all know, public procurement has until recently been a neglected area of research.
Consequently, getting a good number of submitted papers is always a major challenge. Fortunately,
the international network that I have built via the International Public Procurement Conference
and the International Research Study of Public Procurement workshops, including Professors Guy
Callender (Curtin University of Technology, Australia), Christine Harland (University of Bath,
England), Gustavo Piga (University of Rome Tor Vergata, Italy), and Jan Telgen (University of
Twente, the Netherlands), has resulted in a good number of chapter proposals and full paper sub-
missions. Second, chapters selected for this book had to be of a very high quality. A number of
submitted chapters covering very meaningful issues failed to clear our rigorous review process.

Finally, I would like to thank the staff of Taylor & Francis for their attention to detail, the
timeliness of their work, and their suggestions throughout the publication process. I am indebted
to Rosalyn Carter, dean, College of Architecture and Urban and Public Affairs, Florida Atantic
University (FAU), for asking me to manage a new partnership project between FAU and the
National Institute of Governmental Purchasing, Inc. (NIGP). In this partnership, I had a chance
to work with Rick Grimm, chief executive officer, NIGP, to whom I am truly grateful for his belief
that practitioner/academic partnership, and knowledge and innovation sharing elevate public
procurement.

Khi V. Thai
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1.1 Introduction

Public procurement is continuing to evolve both conceptually and organizationally. That evolution
accelerated during the 1990s as governments at all levels came under increasing pressures to “do
more with less.” Indeed, all governmental entities of rich and poor countries are struggling in the
face of unrelenting budget constraints; government downsizing; public demand for increased
transparency in public procurement; and greater concerns about efficiency, fairness, and equity.
Additionally, public procurement professionals have faced a constantly changing environment typi-
fied by rapidly emerging technologies, increasing product choice, environment concerns, and the
complexities of international and regional trading agreements. Further, policy makers have increas-
ingly used public procurement as a tool to achieve socioeconomic goals.

In this environment, public procurement has become much more complex than ever before,
and public procurement officials must deal with a broad range of issues. They have been walking on
a tightrope in:

m Balancing the dynamic tension between (1) competing socioeconomic objectives, (2) national
economic interests, and (3) global competition as required by regional and international
trade agreements
Satistying the requirements of fairness, equity, and transparency

m Maintaining an overarching focus on maximizing competition

m Utilizing new technology to enhance procurement efficiency, including e-procurement and
purchase cards

Procurement officials have to constantly weigh the trade-offs between conflicting procurement
objectives, for example:

Quality and Cost Trade-off. Public procurement officials constantly face difficult choices between
cost and quality. Should they pick Firm A, which proposes $25,000 for an item at a quality of
90 percent of the best item available in the market, or Firm B, which proposes $27,000 for a similar
item at a quality of 97 percent of the best item available? Quality cannot be considered without
regard to cost, just as cost cannot be considered without regard to quality.

Timeliness and Cost Trade-off- Assume that a public procurement official has two offers for an item.
Firm A, alocal firm, proposes $50,000 for a contract and will deliver the item within two days after
receiving an order, and Firm B, located in another part of the state, proposes $45,000 for the same
item, and it takes him or her two extra days as compared with Firm A. Which firm should receive
the contract?

Risk and Cost Trade-off> Public procurement officials may decide to pay a higher price to a responsi-
ble firm than gamble on a firm that cannot affirm its responsibility. Likewise, public procurement
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officials may decide to pay a higher award price to a firm which based on an evaluation of his or her
relative technical and business management strengths is more likely than a competitor to succeed
in meeting the government’s objectives. There may also be an inverse relationship between the goals
of minimizing risk and maximizing competition. If minimizing technical risk were the only pro-
curement goal, public procurement officials would tend to award only to firms who successfully
performed the same or similar work on their previous contracts.

Socioeconomic Objectives and Cost Trade-off: Government entities often pay a premium, explicitly or
implicitly, to accomplish socioeconomic goals. The Buy American Act authorizes government enti-
ties, under certain circumstances, to pay a higher price for domestic-made goods vis-a-vis foreign-
made goods. On the other hand, socioeconomic programs, despite their cost, have arguably
contributed to accomplishing other procurement goals. The small business program, despite its
cost, has provided considerable work for small businesses and in doing so can be said to have been
effective in creating new sources of supply, thus maximizing competition.

Competition and Cost Trade-off. The primary benefit of competition is its demonstrated success in
reducing contract prices. On the other hand, this benefit of competition is subject to diminishing
returns. And, the government incurs an additional cost for every offer it considers (e.g., the salary
expenses of government workers who read the offer, technically evaluate it, apply price-related fac-
tors, and—if the offer has a reasonable prospect for award in negotiated acquisitions—discuss it
with the offeror). This suggests that there is an optimum level of competition for any given acquisi-
tion. This is among the reasons that the Federal Acquisition Regulation now allows for “efficiency”
in terms of narrowing the number of offerors in the competitive range with whom a contracting
officer must negotiate prior to award.

In this chapter, a public procurement framework that depicts basic components of public pro-
curement as a function of government will be presented. Then, implications of this framework will be
briefly explored. Actually, this framework became a basis for the chapter selection of this book. As pub-
lic procurement has been a neglected area of study and research (Thai, 2000), and as much attention
has been focused on procurement laws and regulations as evidenced by the existence of such academic
journals as Public Procurement Law Review (published by Sweet and Maxwell), and Public Contract
Law Journal (published by the American Bar Association Section of Public Contract Law), searching
a public procurement framework that reflects the scope of public procurement is a challenge.

In the remaining part of the chapter, more attention will be given to procurement integrity and
corruption, a problem that has been recently addressed by such international organizations as the World
Bank, the United Nations, the Organization for Economic Cooperation and Development (OECD),
and major donor countries including the U.S. Agency for International Development (USAID) and the
U.K. Department for International Development.

1.2 Public Procurement Framework

The United Nations viewed public procurement as an “overall process of acquiring goods, civil
works and services which includes all functions from the identification of needs, selection and
solicitation of sources, preparation and award of contract, and all phases of contract administration
through the end of a services’ contract or the useful life of an asset” (United Nations Development
Programme, UNDP, 2007). Although procurement process is the heart of a sound procurement
system (Harink, 1999), public procurement, according to Harink (1999, p. 15), “involves more
than the procurement process alone” and it should not only consist of supporting, but also “important
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components” including strategy and policy of the organization, methods and procedures, personnel
and organization, and information. In the last decade, several authors and organizations have
suggested conceptual procurement models. The World Bank has developed a framework of
procurement assessment under its “Country Procurement Assessment Review.” This framework
consists of four elements: legal framework, institutional framework and capacity, procurement
operations and practice, and integrity of the procurement system. This framework provides basic
guidelines or a procurement benchmarking tool for assessing the quality and performance of coun-
try procurement systems. Detailed areas covered under this framework include (1) legal framework,
(2) institutional framework, (3) procurement execution capacity, (4) procurement procedures/
tools, (5) control system, (6) anticorruption initiatives, (7) private sector participation, (8) contract
management, and (9) system for addressing complaints (Araujo, 2004).

In the United States, the Government Accountability Office (2005) suggested a conceptual
framework for assessing the procurement function that is based on four “cornerstones”: organiza-
tional alignment and leadership, policies and processes, human capital, and knowledge and infor-
mation management. Most recently, in 2006, the OECD developed a procurement assessment
model, based on indicators from OECD-DAC (Development Assistance Committee)/World Bank
Round Table, which was convened in the period 2003 to 2004 (OECD-DAC, 2006). The model
consists of four “pillars” including legislative and regulatory framework, institutional framework
and management capacity, procurement operations and market practices, and integrity and trans-
parency of the public procurement system.

Analyzing the above models, this author revisited his previous model (Thai, 2001) and the revised
model consists of (1) public procurement system and (2) a government framework and environment
within which the procurement system is operated. The public procurement system can be operated
effectively or ineffectively depending on its four pillars: procurement organization, procurement
laws and regulations, procurement workforce, and procurement process and procedures.

1.3 Governmental Framework and Environment

1.3.1 Governmental Framework

The term “government” implies the organizational structure and leadership within a country. In
this framework, public procurement is one of many government functions, and the procurement
system can be prescribed in the national constitution (like in South Africa where the public pro-
curement is provided in its constitution), or determined through procurement laws and regulations
and through policy and budget decisions by legislators and the executive branch. It is important
that the “public procurement system is mainstreamed and well integrated into the public sector
governance system” (OECD-DAC, 20006, p. 20).

Organizationally, public procurement is dictated by the government system. In general, there
are two major government systems: unitary and federal. In a unitary system, the central govern-
ment exercises various levels of control over local governments in various countries, be it provincial
or local governments. Local government procurement structure and process are dictated by the
national government. For example, in Uganda, the central government regulates local governments’
public procurement structure and process. An amended Local Governments Act was enacted in
2006 to provide for the replacement of tender boards of local governments with contract commit-
tees, and to regulate the procurement procedures of local governments.
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At the other extreme, in the federal system, state and local governments enjoy a high level of
autonomy. Each state and each local government are free to create their own procurement struc-
ture, methods, and processes. Thus, the public procurement system in the federal system is very
fragmented; and there exists a great variation in procurement organizational structure, methods,
and processes. The United States of America and Canada are an exemplar federal system. How-
ever, in many unitary type countries, too much centralization tends to hinder procurement
efficiency.

Within a country, be it in the unitary system or the federal system, public procurement organi-
zations at each level of government can be decentralized or centralized. A decentralized structure
must be carried out within the context of a larger organization. In a survey of NIGP (1997) mem-
bers conducted in 1997, 48 percent of the 700 responding chief procurement officers of local and
state governments in the United States reported to the director of the finance department or equiv-
alent; and 21 percent reported to the director of general services department.

In all cases, public procurement officials spanned the boundary between their internal clients
and suppliers or contractors. Those who do it well pay particular attention to effective interpersonal
relations and the active maintenance of a broad network of business contacts.

1.3.2 Cultural, Administrative, Economic, Legal,
and Social Environment

As each country has its own culture and its cultural, administrative, economic, legal, and social tra-
ditions, adopting any preconceived procurement system is not effective and appropriate.

1.3.2.1 Economic or Market Conditions

Economic or market conditions have a great influence over the public procurement system’s effort
to maximize competition. Moreover, the market determines whether or not socioeconomic
objectives of procurement are accomplished; whether or not a governmental entity can fulfill its
needs; the timeliness of fulfillment; and the quality and costs of purchased goods, services, and
capital assets. As there are different levels of economic growth among countries in the world, market
conditions may be very favorable in industrialized countries, while they may be less favorable in
developing countries. Economists classify three fundamental types of competition: pure, imperfect,
and monopoly. At one end of the scale is pure (or perfect) competition. At the opposite end of the
scale is monopoly. In between the two, we have a situation defined as imperfect competition, such
as oligopoly.
Pure or perfect competition exists only under the following circumstances:

Market contains a large number of buyers and sellers of approximately equal importance.
Products traded are homogeneous (a buyer would not desire one particular seller’s product
over any other’s).
Buyers and sellers always have a full knowledge of the market.
Buyers always act rationally and sellers are free to enter and to leave the market at will
(Dobler and Burt, 1996, p. 297).

m Under this market condition, the supply and demand principle dictates the deal, and
suppliers compete for business of a third party by the offer of the most favorable terms as to
price, quality, promptness of delivery, or service.
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But is it true that under a perfect competition market, “a buyer is able to achieve a solid value with
litcle or no effort” as Fearon et al. (1993, p. 639) stated? Actually, in the competitive automobile
market, for example, two buyers pay two different prices for the same type of cars, depending on
their buying efforts and negotiation skills.

Imperfect competition occurs in the competitive area between pure or perfect competition and
monopoly. Imperfect competition may occur in two forms. One is a market characterized by few sell-
ers, commonly referred to as an oligopoly. The second form of imperfect competition may exist when
many sellers produce many products. Most of the products sold in this type of marketplace may be dis-
tinguished by specific differences. Neither the buyers nor the sellers are able to dominate in such a mar-
ketplace, so they get together to achieve some sort of a deal. The key to generating value in this type of
market is the ability of the parties to solve the problems themselves. To be successful, buyers must be
aware of the marketplace in which they are working and be prepared to negotiate their best deals.

Monopoly is defined as (1) a situation where there is one seller and many buyers of a product that
has no close substitution and where the seller has considerable over-price because of the lack of
competition or (2) the exclusive right to carry on a particular activity. A monopoly exists when one
company is able to dictate the prices, quality, and service. In practice, these categories are not mutually
exclusive and may overlap. Even under a perfectly competitive condition like that in the United States,
some supplies and services are required only by the government (particularly for weapons systems) and
are not available in the market. This is a captive market which is limited in scope and competition.

Markets can be grouped into two types: stable and unstable markets. Generally, materials pur-
chased in stable markets tend to be standard off the shelf supplies. In the long run, the supply and
demand principle (perfect competition) will determine the prices for these items. In running their
daily business, buyers should concern themselves with short-term market conditions. In the short
term, prices for the standard shelf items may not fluctuate, but we may become aware of a decrease
in some raw material price or a “price war” in some product area. We would like to obtain the ben-
efits of such a decrease. The only way a buyer can have some protection against the short-term fluc-
tuations is to develop contracts that have some sort of economic adjustment clause.

Unstable markets exhibit substantial short-run fluctuations. This market is typically dominated
by raw macterials such as oil, minerals, agricultural products, and animal by-products. The supply
of these raw materials is frequently influenced by political forces, weather conditions, speculative
financial actions, and other unpredictable reasons that are not governed by the laws of supply and
demand. Normally, there are a large number of suppliers in this market and a large number of rela-
tively small purchasers. This means that the actions of any one individual buyer or seller may have
little effect on the price in the marketplace. The buyer should be aware of the timing of purchases
and be sure to plan for fluctuations.

1.3.2.2 Legal Environment

Different from public procurement regulations and rules, the legal environment refers to a broad
legal framework that governs all business activities, including research and development (regulations
dealing with safety and health of new products), manufacturing (safety and health regulations at
wotkplace and pollution control), finance (regulations dealing with disclosure of information),
marketing (regulations dealing with deceptive advertising and disclosure of product characteris-
tics), personnel (regulations dealing with equal opportunity for women and minorities), and
contract law. Indeed, most aspects of contracts—public or private—such as contract requirements,
disputes, and breach of contract are governed under the same contract law. In developing and
particularly transitional countries, where legal systems are not comprehensive, government contracts
may need detailed clauses defining basic principles.
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As “contract administration includes all relationships between the Government and the con-
tractor,” (Cibinic, Jr. and Nash, Jr., 1995, p. 1) the legal rights and duties of the parties determine

the proper course of action.

1.3.2.3 Political Environment

In a democracy many individuals, groups, and organizations in the private sector including trade
associations, professional associations, and business firms or companies (commonly known as inter-
est groups) are actively involved in all aspects of the public procurement system. Having various
interests, objectives, and beliefs, interest groups are involved in the public procurement system in
several ways such as lobbying legislative bodies to pass or alter procurement statutes, influencing
implementation of these statutes, and influencing budget authorization and appropriation pro-
cesses. Normally, a government program that is eventually adopted is a compromise among differ-
ent views of interest groups, policy makers, and management. In this democratic environment,
there are cases of a strong coalition of policy makers, bureaucrats, and interest groups in their effort
to get their programs adopted.

However, the iron triangle shifts immediately after the procurement program authorization and
appropriation stages move to the procurement stage. As failure or success in winning large defense
contracts has a great impact on a company, specialized defense companies compete against each other
for these contracts. Public procurement professionals have difficult choices as they face various politi-
cal pressures and have to make sound economic decisions as well. For example, should they be con-
cerned with maintaining future business competition by keeping some relatively weak companies in
business, or should they let these small weak firms go out of business and leave a few specialized firms
to compete for contracts? This issue is more common in developing countries where perfect competi-
tion hardly exists. Large firms are more willing to make a small profit margin or even to take business
losses by offering especially favorable pricing simply to obtain the contract. After small and weak firms
are out of business, the larger firms will enjoy an imperfect competitive market.

1.3.2.4 Social Environment

A free media, vibrant civil society, engaged local communities, and an independent citizenry are
crucial components for good governance: they have a unique place with respect to holding procure-
ment officials accountable for procurement transparency, fairness, and efficiency. Although pro-
curement transparency can help to facilitate participation and oversight, more proactive engagement
of society is also vital: (1) creating concrete opportunities for participation and oversight, for exam-
ple, through participatory development of procurement regulations and policies, procurement
budget allocations, civil society and media oversight over public procurement, monitoring of
income and asset declarations, and other arrangements that empower legitimate social groups; (2)
helping civil society organizations to build sufficient capacity effectively to take advantage of these
opportunities; and (3) enabling the development of independent and competitive media that can
investigate and report on procurement process, including corruption (World Bank, 2006).

1.3.2.5 International Trade Agreement

Markets become more and more globalized through regional and international trade agreements
and treaties. According to Becq (2006, p. 3), public procurement is “an area where unification of
laws is particularly advanced. Generally, standardization efforts are more pronounced with respects
to the selection phase.” There are various significant international instruments promoting
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standardization which affect different aspects of the procurement contract. Among the most
important is the Vienna Convention on the International Sale of Goods which, unless specifically
opted out, applies automatically to parties having their place of business in two member countries.
In addition to the Government Procurement Agreement, the World Trade Organization’s codes
system includes other agreements which are relevant to procurement such as those on reshipment
inspection, rules of origin, and technical barriers to trade.

Consequently, the public procurement system has to be adjusted and become more complicated;
public procurement professionals face additional challenges including standard conditions, protest
and arbitration procedures, and uniform rules of interpretation for various aspects of international
transactions, communication, currency exchange rates and payment, customs regulations, lead
time, transportation, foreign government regulations, trade agreements, and transportation. Thus,
before embarking on a foreign purchasing program, public procurement professionals must care-
fully assess the total cost implications and compare them to domestic costs. Public procurement
professionals are torn between free trade agreements and their countries’ economic development/
stabilization policies when they face a choice between selecting domestic or foreign firms.

1.4 Public Procurement System

In this author’s public procurement framework, the public procurement system, operated in the
environment described above, is built on four pillars: procurement laws and regulations, procure-
ment workforce, procurement process and methods, and procurement organizational structure.
This system is determined by the government and is influenced by its economic, cultural, legal,
political, and social environment, as explained above. Conversely, the procurement system can
influence its environment and the government framework.

1.4.1 Laws and Regulations

A sound public procurement system needs to have good procurement laws and regulations. In practice
and theory, public procurement laws and regulations have been considered as one of the most impor-
tant pillars of a sound procurement system, as evidenced in past research, publications, and practices.!
Procurement laws and regulations lead to procurement efliciency or inefficiency. There was a debate
about a procurement legal framework that hinders or helps procurement discretion.

Ideally, procurement laws and regulations should be clear, consistent, comprehensive, and

flexible.

m Clarity, which requires the primary sources be carefully drafted to ensure that basic princi-
ples are clear but do not prevent the use of more efficient procedures or new technology. All
procedural details should be included in implementing regulations consistent with the pri-
mary sources. Delegation of regulatory responsibilities at the central government, political
subdivision, or agency levels should be clearly defined, as appropriate.

m Consistency, which can be achieved when procurement provisions contained in different
sources are well coordinated (i.e., there is no overlap or conflict, the hierarchy of the sources
is clear, new provisions are promptly incorporated, and outdated provisions are repealed).

m Comprehensiveness, which entails that all relevant aspects of the procurement process are
addressed (there are no gaps in the regulatory framework which allow “personal” or “distort-
ing” interpretation of aspects of the process).
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m Flexibility, which requires that primary sources set forth only principles, basic features of the
system, an outline of the procurement methods, and conditions for the use. Depending on
local conditions, there may be several layers of regulatory authority, including agency issued
codes or rules regulating aspects which are particular to the agency. Lower level sources
should provide practical guidance to practitioners in carrying out their work and should be
easily updated.

Public procurement laws and regulations clearly cover the whole scope of public procurement,
all stages of the procurement processes, methods and procurement, ethics, and transparency.
In addition, procurement laws and regulations have to be easy to be accessed by the public.
Uniformity and universality of coverage contribute to predictability and savings in the operation of
the procurement system, while access to the rules and regulations contribute to transparency thereby
resulting in more economic procurement.

1.4.2  Public Procurement Organization

Section 1.3 discusses the public procurement system as a function of government in the gov-
ernment framework. In this section, public procurement organizational structure is addressed.
In some countries there may be a central procurement office for the whole nation, such as
Uganda, Kenya, etc. In other countries, public procurement organizational structure is very
complicated. In the United States, at the federal level, although procurement regulations are
applied to all federal agencies, the General Services Administration is a central procurement
office for civilian agencies, except the Department of Defense that does have its dependent
procurement office.

According to Choi and Hong (2002), managers in the private sector simultaneously face three
different forms of structural complexity in supply networks: vertical, horizontal, and spatial. Verti-
cal complexity refers to the number of hierarchical levels in the whole system (i.e., the number of
tiers), horizontal complexity refers to the number of different entities in the same level of the supply
network (e.g., number of suppliers in each tier), and spatial complexity refers to the average dis-
tance between operating locations. This statement is particularly true in government.

An essential element of the role of the public procurement department in a government entity
is the placement of procurement authority. This is not to be confused with the location of procure-
ment personnel. Centralization occurs when all of the rights, powers, duties, and authority relating
to public procurement are vested in a central procurement officer. That central authority often del-
egates some of these powers to others, but the point remains that they stay with that central figure.
Such delegations are normally carried out within a regulatory or policy framework by means of
specific letters or memoranda to those receiving the delegated powers; they very precisely delineate
the delegated contract approval authority in terms of dollar amounts and commodities as well as
whether or not the assigned authority may be further delegated.

Decentralization occurs when procurement personnel from other functional areas can decide
unilaterally on sources of supply or negotiate with suppliers directly (Dobler and Burt, 1996).
Rarely is an agency fully centralized or fully decentralized; it is usually somewhere in between, often
with very specific exceptions on a commodity basis such as contracting for specialized professional
services (e.g., architectural and engineering, legal, medical services) arranged directly by the using
departments. It should be noted that procurements of low dollar value goods and services by clients,
procurement cards, blanket orders, or standing offers do not represent decentralization because the
procurement system establishes those mechanisms and monitors their use. Indeed, the automation
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of these processes through tools such as electronic catalog ordering or applications using electronic
data interchange really represents a kind of “virtual centralization.” Procurement is able to achieve
the benefits of enhanced control and better data for monitoring and planning through the provision
of these kinds of end-user tools.

The Model Procurement Code (Article 2-201) provides guidance to address the need for a
centralized purchasing structure through “Creation of the Office of the Chief Procurement Officer”
(American Bar Association, 2000, p. 11). Delegation and control requirements are covered in
subsequent articles of the same section.

When functioning properly, procurement centralization yields the following benefits:

Minimizing duplication of procurements by central coordination

Avoiding haphazard procurement practices and maximizing efficiency because procurement

officials with professional training and expertise are more efficient than less skilled user depart-

ments managers or operational managers whose procurement responsibility is secondary

Saving operational managers’ time so that they can focus on their core responsibilities

Lowering overall transaction costs due to consolidation of orders

Achieving volume discounts through the consolidation of procurements

Reducing shipping and handling charges through the consolidation of shipments

Receiving better prices and better services offered by suppliers because their sales, shipping,

and invoicing expenses are reduced

m Resulting in more efficient inventory control because of agencywide knowledge of stock
levels, material usage, lead times, and prices

m Facilitating procurement control and accountability

On the other hand, some potential disadvantages of centralized purchasing stem from any
suboptimal relationships that may develop between the central procurement office and the clients
it serves. Disadvantages might include:

m Lack of sensitivity to the unique priorities and operational realities of different user
departments

m Insufficient engagement of the central procurement office in the operational planning
process

m User departments’ possibility of bypassing blanket agreements negotiated by purchasing because
specific commodities are not included, thereby foregoing any advantage of consolidated
procurements
Overall increased processing time of requisitions
Possible difficult procurement and project schedule coordination as the central procurement
office has it own priorities and the project manager has his or her tight project completion
time table

1.4.3 Public Procurement Workforce

A sound procurement system has to have a competent professional workforce equipped with
defined skills and knowledge for specified procurement jobs (OECD-DAC, 2006). The
procurement workforce “permeates virtually every effort within an agency, including successfully
acquiring goods and services and executing and monitoring contracts” (Government

Accountability Office, 2005, p. 31). Unfortunately, public procurement has been a neglected
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area of education. Not until 2007, was a college degree program in public procurement offered.
Thus, public procurement personnel are mostly on-the-job training or from law schools.
Moreover, countries such as the United States and Canada will face a major problem: the short-
age of its procurement workforce due to retirement and job turnover, which could create an
imbalance with regard to acquisition experience and skill sets. Thus, it is a challenging task for
an agency to choose the right staff in the right numbers applying skills where needed to accomplish
the mission effectively. Creating a procurement workforce with the right skills and capabilities
can be a challenge, given changes to procurement processes, the introduction or expansion of
alternative contracting approaches, and increased reliance on services provided by the private
sector (Government Accountability Office, 2005).

Thus, governmental entities need to have a comprehensive training program, a comprehensive
strategic workforce plan to profile the current staff, and projects stafling needs for the future, to
hire, develop, and retain talent.

1.4.4 Public Procurement Process and Methods

Traditionally, public procurement has been perceived as belonging to the implementation phase of
the budgetary process. In other words, public procurement professionals are responsible for
executing the approved procurement budget. This is a very narrow view of the role of these
individuals. In reality, for certain procurement types, particularly building and road construction
projects, public procurement professionals can be valuable sources of information for sound
decisions. For a better procurement plan, they need to know in advance, before the procurement
budget is approved:

1. How many procurement projects will be conducted in the fiscal year?

2. How many procurement projects’ budgets have to be spent in the fiscal year and will expire
by the end of the fiscal year if they are not spent?

3. What projects are most critical for the agency’s mission so that extra attention can be given
to them?

Moreover, market knowledge on the part of public procurement officials will be critical to decisions
on such alternatives as privatization or “make-or-buy.” Finally, knowing how a procurement project
is planned, authorized, and budgeted, public procurement professionals will be able to implement
procurement projects effectively, efficiently, and economically.

In reality, procurement officials are involved in procurement only after agencies obtain procure-
ment budget. The procurement process consists of many stages.

1.4.4.1 Procurement Planning

According to appropriation law, government agencies cannot spend until the budget is appropri-
ated by the legislature and apportioned by the central budget office. But as procurement is a long
and time-consuming process, contract planning should “begin as soon as the agency need is
identified, preferably well in advance of the fiscal year in which contract award is necessary” (FAR

7.104a) by:

1. Forming a team consisting of all those who will be responsible for significant aspects of the
procurement, such as contracting, fiscal, legal, and technical personnel
2. Coordinating with and securing the concurrence of user departments in all planning
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3. Consulting requirements and logistics personnel who determine type, quality, quantity, and
delivery requirements
4. Establishing standard acquisition plan formats, if desired, suitable to agency needs

The purpose of this planning is to ensure that the procurement agents meet the agency’s needs in
the most effective, economical, and timely manner. FAR also recommends that knowledge gained
from prior acquisitions be used to further refine requirements and acquisition strategies.

1.4.4.2 Preparing and Processing Procurement Requests

Although the procurement planning should start well in advance of the fiscal year in which contract
award is necessary, the real procurement action will not commence until the user agency prepares
and forwards a procurement request (PR) to the central procurement office.

The purpose of a PR is to provide the procurement professional (or contract specialist or
contracting officer, in the federal government) with the information and approvals necessary for
initiating procurement. When preparing the PR, user departments should consult with the
procurement staff. The more the user department consults with procurement professionals, the more
precise the document will be. A procurement that starts with a defective PR is likely to be trouble-
some at some point in the process. For example, if a single source acquisition is initiated without
justification and approvals, the action may later be protested and the entire process disrupted and
delayed. Other consequences of a deficient PR might include:

m Need to cancel a solicitation because of improper approvals or lack of funds
m Failure to order an economic quantity
m Failure to include price-related evaluation factors in the solicitation

1.4.4.21 Conducting Market Research

Normally, the central procurement office researches markets even before developing new require-
ments documents for an acquisition by user agencies, before soliciting offers for acquisitions with
an estimated value in excess of the simplified acquisition threshold, and before soliciting offers
for acquisitions with an estimated value less than the simplified acquisition threshold when ade-
quate information is not available and the circumstances justify its cost. The extent of market
research and analysis will vary depending on the urgency, value, and complexity of the proposed
acquisition.

1.4.4.3 Developing and Reviewing Requirements Documents

In preparing the requirements documents, agencies may select from existing requirements docu-
ments, modify or combine existing requirements documents, or create new requirements documents
to meet agency needs. To demonstrate that an item has achieved commercial market acceptance,
the criteria in the solicitation should reflect the minimum need of the agency; relate to an item’s
performance and intended use, not an offeror’s capability; and include consideration of items
supplied satisfactorily under recent or current contracts for the same or similar items.

Requirements documents include the specifications or statements of work and related elements of
the PR. The procurement professional may accept requirements documents proposed by the requir-
ing activities “as is” or recommend improvements.



International Public Procurement: Concepts and Practices ® 13

1.4.4.3.1 Specifications

According to Thai (2007), a good specification contains the following elements:

It identifies a minimum requirement.

It allows for maximum competition (competitive bids).

It identifies the test methods to be used to verify compliance with the requirement.

It contributes to obtaining best value at the lowest possible cost using a fair, equitable, and
transparent (easy for the public to see and understand) contract award process.

1.4.4.3.1.1 Types of Specifications—For the procurement of goods (rather than services),
there are two main categories of purchase descriptions: detailed specifications and other purchase
descriptions. Commercial standards, design specifications, material and method-of-manufacture
specifications, and engineering drawings are types of detailed specifications. Performance specifica-
tions, brand name, brand name or equal specifications, samples, market grades, qualified products
lists (QPL), and combination of methods are the types of specifications found in the category of
other purchase descriptions.

Material and Method of Manufacture Specifications. This type of specification is used primarily by
the armed forces and by the Department of Energy. Potential suppliers are told precisely what
materials to use and how they are to be processed. The buying organization assumes full responsi-
bility for the performance of the products acquired under this arrangement. Large buyers of paint
would use these specifications to request manufacturers to add or to delete certain chemicals when
producing paint for them. In the industrial sector, for reasons of health or safety, some firms dealing
with chemical or with pharmaceutical products also use these specifications to describe their
requirements.

Engineering Drawings. Descriptions by blueprints or drawings are recommended when precise
shapes, dimensions, close tolerances, and a high degree of manufacturing perfection are needed.
Drawings may be used alone, although normally they accompany other purchase descriptions.
Machined parts, forging, castings, construction, and special mechanical parts and components are
the types of requirements that would normally justify the use of drawings.

This is an expensive method of describing requirements, both from the point of view of prepar-
ing the information and from using it in the manufacturing process. The availability of the infor-
mation in an electronic format and the capability of manufacturing systems to utilize the data
should help reduce some of the costs while increasing the effectiveness of this method of describing
and communicating requirements.

Performance Specifications. Performance specifications, also known as functional specifications, are
probably the best method of describing requirements. Instead of describing an item in terms of its
design characteristics, a purchaser using a performance specification describes what the item is
expected to do. The purchaser is much less concerned about the material composition of the item
and the way it is manufactured or assembled and much more concerned about its performance
when put into use. With this approach to procurement, the manufacturer/producer/supplier is not
directed to act in a certain way but rather is given an opportunity to use ingenuity and to innovate
to provide (likely at a relatively lower cost) an item which will adequately perform a specific task.
Although a high degree of precision and a lengthy text may be used to describe the required perfor-
mance, suppliers are not told what material to use in fabricating the item nor told which
manufacturing process to use in assembling it.
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Brand Name Specifications. Brand name specifications identify, by name, model number, or other
designations, a specific product manufactured by a specific corporation. One reason for manufac-
turers to brand a product is to sell that product at a relatively stable price, which is normally higher
than that of nonbranded products of equal quality. End users usually have a greater comfort level
with a brand name product. It should be pointed out, however, that there is normally a price to pay
for this comfort. One example is a battery. Even though they know that the manufacturer of a very
popular brand of batteries sells the same item as a no-name product at a lower cost, some users will
still insist on obtaining the brand name product. The use of brand name specifications in purchas-
ing goods simplifies the task of a purchaser. Inspection is also easier to perform because the brand
is the quality ordered and expected of the product.

Brand Name or Equivalent Specifications. Brand name or equivalent specifications go beyond
the traditional brand name specifications by demonstrating and emphasizing the idea that any
brands or models substantially equivalent to the branded product(s) referred to in the bid
invitation will be considered for contract award. The purchaser reserves the right of determin-
ing equivalency. Brand name or equal specifications must specify that the brands designated in
the bid documents are for reference purposes only and must not be interpreted as a statement
of preference.

Samples. The comparison and testing of samples can effectively substitute for a detailed speci-
fication in some instances. Generally, they are used when other methods of specifying a
requirement are impractical. For example, it would be quite appropriate to use samples when
specifying that a precise shade of blue is to be used as the color of the needed product. The
alternative would be to attempt to describe, in words, the required color. Samples are often
utilized when acquiring uniforms, badges, decals, footwear, bulletproof vests, and other items
of this nature.

Combination. Many of the more complex products cannot be adequately described by a single
type of specification. A combination of two or more types is therefore appropriate in such
cases. For many requirements, the design—performance combination may be the best approach,
with design requirements kept to a minimum while the performance characteristics are very

detailed.

Performance Specifications. Performance specifications describe the deliverable in terms of desired
operational characteristics. Where an item is purchased against a performance specification, the
contractor accepts general responsibility for design, engineering, and achievement of the stated
performance requirements. The contractor has general discretion and election as to detail but the
work is subject to the government’s reserved rights of final inspection and approval or rejection.
This type of specifications tends to be more restrictive than the functional specifications, in terms
of limiting alternatives which the government will consider and defining separate performance
standards for each such alternative.

Design Specifications. Design specifications establish precise measurements, tolerances, materials in
process and finished product tests, quality control, inspection requirements, and other specific
details of the deliverable. The government assumes liability for the design and related omissions,
errors, and deficiencies in the specification and drawings.

Standards. Standards establish engineering and technical limitations and applications of items,

materials, processes, methods, designs, and engineering practices. Standards include any related
criteria deemed essential to achieve the highest practical degree of uniformity in materials or
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products or interchangeability of parts. Standards supplement specifications and are generally
incorporated by reference in the solicitation document.

Product Descriptions (PDs). PDs describe physical characteristics or functions required to meet the
governments need. PDs are prepared when FED Specs or MIL Specs are inapplicable or do not
fully cover the requirement.

Services. There are two primary types of descriptions of services: the statement of work and the
Yy
performance work statement.

n Statement of Work (SOW). A SOW describes the contract work to be performed and
incorporates any applicable specifications. The scope and elements of a SOW vary greatly
depending on what is being procured. A SOW for a major system may be complex, quite
long, and incorporate numerous specifications. A SOW for lawn-mowing service, however,
can be fairly simple and short. The SOW may or may not incorporate any specifications
regarding products or equipment used in providing the service.

n Performance Work Statement (PWS). In recent years, public procurement has seen an
increased emphasis on promoting better contract results through performance-based
service contracting/acquisition (PBSC or PBSA). The heart of such a contract is the PWS
that defines the specific performance required of the contractor, including standards to be
met and a surveillance plan for the government to use in monitoring the work.

n  Swatement of Objectives (SOO). The SOO approach has become a popular variation of PBSC.
A SOQ is a high-level description of the outcomes desired by the government. The contractor
reads the SOO in the solicitation document and prepares a proposal that outlines how it will
provide a solution to the stated problem. In essence, traditional roles are reversed, as the
contractor writes the PWS and surveillance plan, for evaluation by the public procurement
professional, who selects the best solution offered. This technique requires less work up front,
but it also demands clear knowledge of the results needed and allows great flexibility to the
contractor in performing the work.

1.4.4.4 Planning for Evaluation

Another important step in the procurement planning phase is creating an evaluation team and
procedure and developing evaluation criteria. The goal of the procurement is to achieve the “best
value” for the user agency in terms of performance, delivery time, and cost while ensuring that all
firms submitting offers are treated in a fair and equitable manner. The discussion in this section
deals primarily with solicitations for competitive proposals, rather than sealed bidding. The
procedures are much simpler in sealed bidding, where there is a public bid opening, determination
of lowest responsive, responsible bi