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HeAuRTEaTe MU WoaHINH @RE O sgaed g1 e @REEvEyl HuEEr ge
BT AEIHN TEHEN (WEAHE FEEET uHE) GeE 9 qEieEiEe  Aeear
AT BRI ST G YFFATHT e g7 G| Herd: A€l cAewdT SUaeA A
T HEE g MUH 5 |

@Rg @, 3059



e e

TES® FEEdT gratad AeAeEs afEEe diieusl daied HRUE qEeg T
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gt sEaFAST AT w1 TEeeft FRT crEaier A T a6 T ARl A ST
T faeelt wH ATST e cuaTdr TRUET g | A AurAh! HEr & T Fuir sqgardient
R, A T FEAAET A GRS T BT Wggebent g | Teaelt i soqaariie s
A U FI EeEET @i el wHET i wer T gadE @ wE wmw
ToetRerar e wieed FArgT T wvqel B e St U el T TRebTel e
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FAAIAE U @E H1HT ol f&f¥= Standard Bid Document, SOP T Guidelines B& ST
W7 | Toddle [Sieger @ie w1 wew T wH feEied wud o g A e e
GRE wE TF W T el JERar YUHT STeaFHs] Saaele AT d T aariar
AEYTT ATEear THelres @iE BT HT GHaTEiE UREl AEIhd 9l U8 7| e
U GUR S U ol FHEAHT THEM GOHT T | GRG BITTAT HUBT TAETTEEh!
THMAIRATIAF HTAl-aa" TS WEHTAT BT AUHT U GHEAEE THIAM g qoFe |

T wnnlt
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U quE e we 9y, Wiid T geRond aREdd oarsT Usel Weedar 'l We
e | B U T AT ST T i qEfareesr auierd SR ®H geg |
AR ATASATEEH! Aheldlel S HBTEh! TaehT G TsTel T Iqersy TS
JararE gHA IME g | fas FA IwEEdl dqwade IR g B @R
ATTSHIEET AT FAaR Thetdl W0 T S9eee ATdH Ffgh! Mg qH Ters
AHA AUHT T

R. owg waum

AAART AT HehEdT ugel ueey A, WA 093 IR W wEuR feers
TEHRT WAWHATHT TEHT IRI=g a8l R0Gq ¥ &5 a¥ T I9 Al
HAAAT TUHT Y AT ATAE AIEEH] eI AT T B 9 q: el Ao
roTer iR e AEANHET G A A Aaed o | ) T W 99 At
ASATAT TEAATAL GO G HUHT L |
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3. AU AT Ghadreh! e

TUEH! W/l FU & TAUR AESEEE MR qHaa gvod qga T gl
/AR T g AN e gy TE vEed fiE e T ageee R
TR G| T WEHRHT AH HqAE FAAT T T qgar fGuehm ar agueim
AN A WOF], T Gel AAGHIeed] a6l IO URAE $9EEsd e
o M TgE GHT TRg | A e 9 (TSR # AT el Heds T
gidaed (F9 2001-3098) ATIR TS HI FEANTHT GAIId ATASHEEH! FHAA &T
JUTERT %, WA S STRT UREET wihed (IR W) WeaT i 9t T fierg Ry
SR BT 9 TG ST WA (¥ ) T s (y wierd) 9= o w5 |

F U AR Al T fEoherar aie= T v ==t w6l 9t s gEei
R, R, GHF Y ANAHT SFOd WAT/90E, AT SiEd Sares aered
AT/, A AATETAT GO TRISH Werdl/ Ao S8 Tjudeg | % 9 sy
AEALIHA AT, T AU, @A A Yidded, WRE wE, e
AT SRS ATAT /AT =76 9ol g | AT ShehT Tcidh =0 AThar
Hecaqut FEE gl ATAST FTHH T ST HATaa=a TEC AaTF T |

F UM AT BrEEad T ol et gwer gvaerar deme A1 g
TRl ALITT TUag | T8 HHAT I ARG Watesd T B ar ade aae
ATIT TAT AL Mg | WAld TIAT GEAET ATISATRT ol ST €981 i
AN A7 HEY T T TR U EiT Gl IRfEmr @ aRas e wer f4F a
W ARAHRT Freberaia 7 SR AT HuE | q A AT 6 A
TIAT § GEAA G A AR el B e @ g wWae | T viawe B oS
WU 9 gl W G g e AT FH A W | B A
AT €A g9 GFE SRIUGRg oF BT ©9W 99 g AT 99 W e |

YT B U A AfdA GHA A A T ol R\ T -
TN I /A T T, T o T aFed | O AEeEEE Arsy Ui
T T AT #ater (Rate of Return and Payback Period) R@m@fhaE I e |
THIdE  AEATHdHT QT AR S  ATHT AN A ARl e wreaar ar
WIITE T T ATAGHMT A DT ot IR | afd A 2ige, 998 giawe oo
Waal AT A A OIS A G sgaedT el dWey a8 giawe &
AASAIEEATS HHY: WAREHAT 7% FAFEITH oo g Adiq AT gae T&r
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TEHT giAtE T AdE qeD Wied TTH AT T @@l T TEHIdHT ARl WS
T3 A W&WQ%F&TI{[ mﬁﬂfﬂwaﬁﬁ%@ AT (Best Practice)
Bl | ATANHTS! ThHAd T HTATAITH TAEHIAS! el Amavdshdl I ATASHTS! TUr
TEAA & 9 A |

BTHT ST AT TAHT HAY T HEAT DA WEEh! § A @07 BT TITerHr el
AT Sedted wRFaEE T T e wwEr Wy ol Herdid '@ w@ T TR
T ATy X FE HANNEE W g TH G| A Afel WeAlel, & BT T
T T URASAIEEH] T UNASHT SHHT G SR QU WAH HH SR
SR BRI T YA | AT SoiaHT Tiieiciss (AT efereler Sedl T, ATaeT
Wb A% AIE T, WRE UPRAT & T, AT GUHRART TE A AR
fefceaar, weae fean Wl StEar A T T AR ARG & THHT ARl qard o
vt g FHN O Fel UE 9 IRAWET WA ¥ Wikt deae 9e aiked qge
ol areqe grg | W MR 16 FeEdae derT TEET TETeE Hi
TN TG T eI TIHH! U F & 9 dfeel gaRkl TR U a9 fgal A 96
T T ApUAr T T TH BT TAHHT BRI AT AT db1 38 a4 el g1 T |
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Considerations on Writing
Specifications for a Public
Procurement Project

Er. Ram Chandra Dangal”

Abstract

In the context of public procurement, a successful procurement process relies heavily on its
specifications' clarity, completeness, and correctness. This article delves into the critical role of
precise specifications in the procurement process, from supplier selection to project execution.
By examining the principles of effective specification writing, this article aims to provide
procurement professionals with the insights needed to improve efficiency and effectiveness in
their procurement projects. Through a detailed exploration of key topics and sub-topics,
particularly focusing on construction projects, readers will gain an understanding of how to
formulate effective specifications that guarantee project success.

Introduction

Specification is the act of describing or identifying something precisely or stating a precise
requirement for a product or work. It often represents a technical standard and refers to a set of
documented requirements that must be met by a material, design, product, or service. Technical
or engineering specifications come in various types, and the term is interpreted differently in
various technical contexts.

A construction specification is a well-structured, detailed description of the quality, standards,
workmanship, materials, and completion of work to be done that evolves across a project.

* Joint Secretary, Public Procurement Monitoring Office.
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Specifications are often prepared by architects, engineers, and designers referred to as specifiers
and may be published as part of the contractual documentation for contractors to be read in
parallel with models and drawings and as part of the handover information.

In a procurement context, a specification can be defined as a statement of needs. It defines what
the procurer wants to buy and, consequently, what the supplier is required to provide.
Specifications can be simple or complex, depending on the need. The success of the
procurement activity relies on the specification being a true and accurate statement of the
buyer’s requirements. Apart from being the means of identifying the goods or services required,
a specification will form part of any future contract that might result from offers received.
Specifications should state the requirements clearly, concisely, and logically in functional and
performance terms unless specific technical requirements are needed.

Principles of Specification Writing

Specification information can be captured at any stage of the design process. Early client
requirements should be recorded and will develop over time into choices about the systems and
products needed and a description of their performance against standards, key properties, and
manufacturers.

Some key principles should be kept in mind while writing a robust specification. They are listed
below:

a) CLEAR: Use clear, plain language and short phrases to list requirements. Avoid
ambiguity to improve understanding for all users.

b) CONCISE: Do not include information that isn’t required or relevant; make the
specification project-specific. If in doubt, leave it out.

C) CORRECT: Clarify requirements, refer to outcomes, and refer to current Nepal
standards, Indian standards, or 1ISO standards wherever possible.

d) COMPLETE: Check whether the depth of the information is appropriate. Only address
the contractor; don’t specify separately for sub-contractors or manufacturers.

e) COMPREHENSIVE: Ensure all aspects of the project are covered—"say" it once, in the
right place"—and use cross-references to avoid repetition or conflicts.

f) CONSISTENT: Use standard structure, terminology, and style. Keep outputs neat when
published, so they are easy to navigate and understand for all receivers.

g0 COORDINATED: Ensure that drawing references in the specification are kept up-to-
date to match model annotations and other contract documentation.
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Types of Specifications

Different types of specifications can be used at different stages of a project’s development. At
an early stage, requests from meeting briefs and high-level design ideas can be captured as an
outline description. Subsequently, the requirements of the buildings, systems, or products can be
specified in performance terms in a descriptive or performance specification, such as the
acoustic, thermal, or structural requirements. The specifications can be further developed into
more prescriptive clauses, selecting the standards, grades, and materials of component products.
Proprietary specifications include product information like range names, reference codes, and
key properties selected from manufacturer choices. The specification is often developed in
tandem with preliminaries, managing the contractual and project-wide requirements, and will
continue to evolve as changes are requested, eventually forming handover data, for example, as
a record specification. Specifications are mainly divided into the following three categories:

A) Functional Specifications

These are specifications that define the function, duty, or role of the goods or services.
They specify what the goods or services are broadly required to do. Functional
specifications define the task or desired result by focusing on what is to be achieved rather
than how it is to be done. They do not describe the method of achieving the intended
result. This enables suppliers to provide solutions to defined problems.

B) Performance Specifications

These specifications define the purpose of goods or services in terms of their effectiveness
in performance or capability. Performance is a logical extension of function. Performance
specifications outline the task or desired outcome by emphasizing what needs to be
achieved, without detailing the method of achieving it. This approach allows suppliers to
offer solutions to the specified issues. Tests or criteria are established to assess a product's
performance and durability as needed.

C) Technical Specifications

Specifications are detailed descriptions that outline the technical and physical
characteristics, measurements, and requirements of a product. They encompass physical
aspects like dimensions, color, surface finish, design details, material properties, energy
needs, processes, maintenance, and operational requirements. Specifications are essential
when functional and performance characteristics alone are inadequate to define the
product's requirements. Drawings may also be included in specifications to illustrate
technical aspects or provide guidance to suppliers and developers. This type of
specification primarily pertains to construction projects and covers the quality of materials,
material properties, workmanship, finishing, methods of work, and related details.
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Construction Specifications

Contractors and clients use a variety of measures to ensure the safe and accurate completion of
construction projects. They often utilize specifications to outline detailed aspects of a project
and align their expectations and objectives with those of their clients. Understanding the
essential components of construction specifications may assist responsible professionals in more
successfully incorporating them into their service contracts.

Construction specifications, or specs, are details that define the construction project’s scope,
client expectations, and other important information for the project. In addition, specifications in
construction documents typically include information on the project’s required materials,
timeline, methods, and requirements.

. The construction specifications often include information about:
. The scope of works or items

. The materials needed for the project

. Methods of Installation and Construction

. Quality of workmanship

. Testing requirements for quality assurance

Often, the more details included in a contract, the more accurately construction companies can
complete a project. Including thorough specifications in a service contract can help ensure that
each member of the crew has access to the data and details they need to complete their tasks
correctly. This can contribute to the overall success and organization of a project. Throughout a
project, contractors and construction workers can use specifications to refer to important details
and ensure they remain on schedule and complete essential milestones.

Specifications are a great way to establish clear expectations between a construction company
and its clients. Ensuring that both parties have a mutual understanding of the project details can
align objectives and prevent delays due to misinterpretations. Specifications can also offer
details that help clients more accurately comprehend the project's outcomes.

Specifications often outline the materials and labour needed to complete a project. This
information may help contractors more accurately quote prices for their projects and could help
ensure that they receive proper compensation for their efforts. By fully understanding the
project’s scope and requirements, it is often easier for all parties to comprehend and establish
fair expectations for the work.

Drafting the Specifications

The specification information describes things that cannot be visualized or explained in
drawings or the model. This content can include site requirements, contact information, client
requests, performance criteria to be achieved, the quality of products needed, references to

@hg w3, R05q



various standards applicable to the materials and systems selected, instructions on how work is
to be completed and tested, and guidelines for the maintenance of the building in use.

Some dimensions, such as tolerances or coating thicknesses, may be specified. However, the
specification is not the ideal location for visual information like complex dimensions, positions,
and geometry, or lists of schedules and quantities. This information should be included in the
model to enable more precise pricing and cost estimation. It's important to note that 3D models
cannot entirely substitute detailed specifications, as certain elements may not be modelled, and
aspects like performance, standards, and execution requirements may not be fully represented.
Additionally, notes on drawing outputs should not be seen as a substitute for a well-crafted
specification.

We must consider each aspect of the project thoroughly and clearly to ensure successful project
fulfillment. Although creating specifications requires time and meticulous work, the outcome of
a successful project and a satisfied client is often rewarding.

It is important to begin writing specifications early in the project life cycle. By initiating the
specifications early, there is more time available to review the contract details with clients and
construction workers to ensure that all parties agree to the content and are prepared to start work
on the project. Starting the specifications as soon as possible may also allow the parties enough
time to make any required revisions.

To prevent any ambiguity or misinterpretation, it is important that parties carefully review and
revise the language and punctuation of the specifications. This may help ensure that all parties
clearly understand the intention of the content and could help prevent future litigation. Having
all specifications reviewed by a lawyer or legal professional to ensure that the language of the
contracts represents the interests of both parties can also be considered.

It is important that all specification requirements are clearly stated once within the contract.
Repeating requirements using different wording may lead to ambiguity or confusion. If a
requirement needs to be reiterated to clarify tasks essential for project completion, it is crucial to
ensure that the same or similar wording is used as in the initial instance.

While drafting the specifications for each item of a project, there should be three guiding
contents, which are mentioned below:

. General provisions: These service provisions often refer to the related codes and
standards that contractors must comply with.

. Required products: This section of a prescriptive specification outlines the materials and
resources needed to meet structural and performance requirements.

. Execution procedures: Execution procedures outline the optimal and desired methods of
installation, as well as the criteria for measuring the quality and effectiveness of the
completed work.

@Rg e, 059



The specifications should not restrict competition or act as a barrier to the introduction of
alternative products or new advanced technologies. They should also encourage suppliers to
provide innovative options or solutions that enhance the department’s ability to conduct its
business more cost-effectively and support the standardization and validation of the product.

A consistent structure is essential for helping others understand the requirements outlined in the
specification and navigate through the information. The content in the specification can be
organized in various ways. Utilizing a digital platform will facilitate this process by providing
accurate and up-to-date codes.

Legal Provision for Specification

The provisions stated in the Public Procurement Act (PPA) 2063, Public Procurement
Regulation (PPR) 2064, Standard Bidding Document (SBD), approved designs, drawings, and
estimates mentioning specifications regarding quality aspects are the legal grounds for
specifications.

Present Practice for Specification Usage

At present, most public entities are following pre-made, departmentally approved standard
specifications that do not encompass all aspects and items of the project. These specifications do
not comprehensively address current materials, technology, and workmanship. There may be
gaps in including all materials, the latest technology, and workmanship, leading to a disparity
between expectations and reality.

The Importance of Specifications for Project Performance

Almost one-third of projects encounter disputes, most commonly between clients and
contractors. Not surprisingly, a quarter of those disputes are linked to poor or missing
specifications. A specification must be clear and accurately define the expectations imposed on
the supplier. Ambiguity in the specification may result in an inappropriate or incomplete
response from potential suppliers. A poor description of the requirement may mean that the
product or service is not delivered as required. Great care and consideration are required when
writing the specification. Before preparing a specification, it may be necessary to undertake
sufficient consultation with the end users of the proposed goods or services to be purchased and
ensure that their requirements are incorporated into the specification. It is essential to research
the market to determine currently available solutions, likely costs, and time scales. This can be
achieved by making general inquiries with suppliers, purchasers, or industry associations, or by
issuing formal advertisements for requests for information.
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Conclusion and Recommendation

Specification is a crucial part of project preparation work. A successful project without clear
and robust specifications is hard to envision. When preparing a project, a significant amount of
time must be dedicated to researching and drafting specifications for all items in the proposed
project. Drafting the specification involves more than just copying the company's catalogue or
brochure. It entails thorough market research to identify the end user's requirements. Therefore,
when drafting the specification, conducting a fair assessment of cost, requirements, and market
availability is of utmost importance.
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Emergency Public Procurement Management

1.

(Goods, Services, and Works)

Er. Prabhat Kumar Jha”

Defining Emergency Procurement

An ‘emergency’ is a sudden, unforeseen event that can result in injury, loss of life, or critical
damage to property or infrastructure.

Emergencies can include:

Natural or man-made disasters, such as earthquakes, cyclones, flooding, fires, or
contamination.

Failures of critical infrastructure or equipment, such as a prison security system or
essential hospital infrastructure.

Critical health or environmental emergencies, such as a pandemic or food safety incident.

Unanticipated events that make it impossible for a public entity to perform a statutory or
critical function within the necessary timeframe. For example, the destruction of critical
election supplies immediately before an election would constitute an emergency for the
Electoral Commission.

In a genuine emergency, public entities will need to be flexible in how they procure the goods,
services, or work required for their response. Public entities are allowed to bypass routine
procurement procedures. When adopting a more flexible procurement process, public entities
should consider what is reasonable and justifiable given all the facts and circumstances they

* Joint Secretary, Ministry of Physical Infrastructure and Transport.
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have to handle. Public entities are allowed to purchase directly from a supplier if the delay
involved in conducting routine procurement (i.e., which involves advertising and competitive
tendering) will prevent them from delivering the goods, services, or works in time to provide
effective relief.

Public entities are required to balance the need to act promptly (for example, to save or preserve
life, safeguard buildings, or repair critical infrastructure) with fulfilling their primary public
sector responsibilities (acting lawfully, reasonably, and with integrity).

Urgent situations that arise due to a public entity's lack of planning or risk mitigation do not
qualify as emergencies. Public entities should engage in contingency planning to ensure the
continued provision of goods, services, or works in the event of an emergency, supply shortage,
or unforeseen circumstance. The extent of proactive planning should align with the strategic
importance of the goods, services, or works, the likelihood of an emergency, and the expenses
associated with contingency measures. The public entity's approach should be well-balanced,
practical, fiscally responsible, and integrated into their broader risk management strategy.

2. Key Considerations

The following key considerations may help your Public Entity respond in an emergency:

° Clarify that the situation meets the criteria for treatment as an ‘emergency’ and that a
flexible approach to procurement can be fully justified.

° Identify, specify, and prioritize the immediate procurement activities that will bring relief.

° Consider the operating environment and conditions on the ground.

° Find out what other government Public Entities and NGOs are doing and, where possible,
collaborate.

° Consider the duty of care to suppliers or contractors and take appropriate measures to
ensure their safety.

3. Legal Provisions in Nepal

The Public Procurement Act of 2063, Clause 66, includes provisions regarding procurement to
be conducted in special circumstances. These circumstances arise when an event necessitates
immediate procurement to prevent additional losses to the public entity. In such cases, the
public entity is authorized to promptly initiate the procurement process. The head of the public
entity must inform a higher-level authority about the situation and provide a detailed description
of the urgent procurement required.

Public Procurement Regulation 2064, Rule 145, includes provisions stating that a Public Entity
must prepare written details of the procurement requirements, quality, quantity, conditions, and
completion period when making a procurement under Section 66 of the Act. The entity should
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procure only the necessary quantity for the required period to address contingent circumstances.
This can be achieved by conducting a competition whenever possible or by negotiating a fair
and appropriate price after receiving a written quotation or proposal from a single construction
entrepreneur, supplier, consultant, or service provider, as applicable.

4.  Maintaining Accountability

° Once the situation has been stabilized and there is no immediate risk to human life, the
environment, or critical infrastructure, consider establishing a governance and
management structure to coordinate and authorize necessary procurement activities.

. In emergencies, there is a higher risk of inflated prices. Fraud, bribery, and corruption
may also be concerns. Be aware of these possibilities and take action to guard against
them.

. Be aware of the possibility of conflicts of interest and manage them appropriately.
. Document the emergency procurements during or as soon as possible after the event.

° clearly state in the records that the purchase was an emergency procurement and record
the facts and circumstances justifying this approach.

° Whatever procurement process has been adopted, it is still subject to audit.

5. Ensuring Procurement Principles
Value for money

Value for money involves a balanced judgment of financial and non-financial factors and takes
into account the total cost of procurement from initiation to the end of the contract or disposal.
Further guidance can be found in the Value for Money: Goods and Services or Procurement
Guide.

Value for money may be more challenging to determine in response to an emergency. There
may be:
° Urgency necessitates streamlining the invitation, offer, and evaluation processes.

° Increased risks include risks to fitness for purpose, quantities, timeliness, probity, due
diligence, contractual terms, and waste.

° significant changes in demand may include variations in performance, quantities, delivery
timings, or locations.

. significant market disruptions can include challenges such as raw materials and
production, transportation and distribution, introduction of new goods or services, start-
ups, or changing suppliers.

° unfamiliar goods and services, along with their markets, leave buyers with limited time to
conduct market analysis and due diligence.
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. a lack of standards or testing available for new goods and services.

When determining value for money in an emergency response, urgency places a heightened
emphasis on timeliness and reliability of delivery relative to the value of other factors. This is
not a reduction in value for money but rather a rebalancing of factors; urgent and reliable supply
also holds value.

Accountability

During an emergency, accountable officers remain responsible for their Public Entity's
procurement decisions. The Public Entity should assess whether its current accountability
framework is suitable for emergencies or if adjustments to accountabilities and governance
structures are necessary. To ensure accountability effectiveness, the plan must specify who is
authorized to make decisions under what circumstances. It is essential to document decision-
makers, their decisions, and the rationale behind them.

Public Entities should consider how procurement support will be provided and governed during
an emergency. This will be influenced by how the Public Entity commands its response. For
example, will the Public Entity response be centralized or decentralized?

The emergency procurement plan should identify responsible officers and applicable reporting
and communication lines. It should also define appropriate levels of financial, sourcing, and
contract approval delegations for these officers.

Probity

When conducting urgent procurement, there is an increased risk related to maintaining the
integrity, incorruptibility, and impartiality of procurement decisions. Normal probity
considerations apply, with a greater focus on managing conflicts of interest to reduce this risk.

The urgency of a procurement in an emergency may preclude competitive market approaches or
restrict competition. Consequently, some suppliers may perceive that the market was not given a
fair opportunity. Recording the basis for procurement decisions is important to address such
concerns.

Scalability

Scalability involves adjusting procurement processes based on the risk, complexity, and urgency
of the procurement. For routine procurement, processes can be streamlined for low-risk and
simple procurement activities or expedited to meet urgent business requirements. During
emergencies, scalability can shorten processes for high-risk and complex procurement activities
to ensure the required urgency.

Consider which processes in the procurement lifecycle can be shortened and explain how they
will be implemented in the emergency procurement plan.

@Rg ufaT, 059



Manage procurement risk

An increase in procurement risk should only be considered if it reduces risks to life,
property, the environment, and services.

Identify and manage risks to information asset security, as any vulnerabilities that arise in
an emergency could be exploited, and these vulnerabilities may persist beyond the
emergency event.

Reduce the risk in emergency procurement activities while increasing speed by:
o  Leveraging existing contracts

o  Dealing with proven suppliers

o  Referring to the public entity's past market research and evaluations

o  Collaborating across Public Entities to gather information about the market, specific
suppliers, or unfamiliar goods, services, or works.

Plan to purchase from the Public Entity’s existing contracts wherever possible. If
contracts are due to expire during the urgent response stage, the Public Entity may
consider extending them until both the Public Entity and prospective suppliers can
undertake a routine procurement process.

The emergency procurement plan should guide how to identify and manage procurement
risks during emergencies.

Where unfamiliar emergency needs are common across several Public Entities, expertise
in one or more Public Entities could be utilized or developed to provide a whole-
government response.

Prepare for Foreseeable types of Emergencies

Prior preparation prevents poor performance. Analyze the Public Entity's emergency
response and business continuity plans, and be ready to provide procurement support
accordingly.

The emergency procurement plan should include the necessary procurement support for
anticipated emergencies. Preparedness should be commensurate with the level of risk
associated with foreseeable emergencies.

Prepare for procurement support activities before an emergency event by:
o  considering likely activities in category planning

o conducting market analysis and preparing the market approach for new goods and
services that may be needed.

o  varying relevant existing contracts to ensure they can be leveraged in an emergency.
o establishing new contracts specifically for emergencies
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. Responses to previous emergencies could help identify urgent goods and services that are
likely to be needed in similar emergencies in the future.

° Conduct a complexity and capability assessment in preparation for probable procurement
support activities to be carried out during an emergency. The urgency of these
procurement activities is likely to escalate risk and may necessitate greater capability than
in routine procurement. If additional capability is deemed necessary, it should be
incorporated into the Public Entity’s capability development plan.

° Communicate the emergency procurement plan to relevant parties before an emergency
occurs so they can prepare, which may involve notifying certain suppliers.

. In the event of an unforeseen emergency or impact, preparation for foreseeable situations
will likely be useful, with or without modifications.

° In the Department of Roads in Nepal, the Annual Integrated Emergency Plan is prepared
for the deployment of emergency equipment at possible locations along each highway to
address emergencies caused by floods and landslides.

8. Types of Emergencies in Public Procurement

Emergency responsiveness can be viewed at three different levels based on the immediacy of
the threat or danger and the degree of harm if relief is delayed.

Level 1: Immediate Response - Reactive Procurement

Level 2: Disaster Relief - Emergency Procurement

Level 3: Post-disaster Reconstruction - Accelerated Procurement
Level 1 - Immediate Reaction Phase

When an emergency occurs, lives, property, the environment, and services are at risk, and
people may get stressed or even panicked. In emergency procedures, an immediate reaction,
such as evacuating from a building to a designated assembly area, is crucial; everyone should
know what to do promptly, both individually and collectively. Similarly, the emergency
response should enable an immediate reaction within predetermined constraints as necessary.

At this point in an emergency, procurement activity is reactive and likely to be of limited scale.
Procurement activities need to follow an urgent, reasonable, and defensible procurement
process.

Level 2 — Disaster Relief: Emergency procurement

The urgent response phase commences once the impact of the emergency is assessed. A Public
Entity will determine how to direct and control its emergency response and when to activate its
business continuity plan. The procurement response becomes less reactive and progressively
more controlled.
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Procurement risk in this phase is amplified due to the urgency and increased scale and
complexity of procurement. Control of procurement at this stage is critical to timely and
effective procurement support, whether the Public Entity’s procurement function is centralized
or decentralized.

Consider how the emergency event may affect the operating environment. There may be a need
to collaborate with other government Public Entities, non-government Public Entities, and local
communities. For example, when arranging the delivery of goods and services, the Public
Entity, the response should not compete with affected communities for limited local resources
such as fuel, food, and water.

Level 3 — Post-disaster Reconstruction: Accelerated Procurement

The recovery phase occurs when life, property, the environment, essential services, or key
Public Entity services are no longer endangered or threatened. The focus shifts from urgent
response to rebuilding and restoring business as usual.

In the recovery phase, routine procurement policies and processes should resume for all
procurements. Some procurement activities may be accelerated under routine procurement
policies and processes that comply with all mandatory supply and work policies’ requirements.
Contracts awarded earlier in response to an emergency should be reviewed. It may be
appropriate to terminate or renegotiate these contracts.

9. Application of the Framework Agreement for Emergency Public
Procurement

A framework is an agreement with suppliers to establish terms governing contracts that may be
awarded during the life of the agreement. In the conventional method of procurement, the time
of delivery, location of delivery, and quantity of delivery are well defined at the time of
procurement. However, in the case of the framework agreement, all or any of them may not be
mentioned at the time of the framework agreement and are only defined in the call-off contract.
This procurement model is useful for recurring and emergency purchases.

It is an agreement between one or more suppliers, "the purpose of which is to establish the terms
governing contracts to be awarded during a given period, especially regarding price and, if
applicable, the quantity envisaged." Additionally, it is an agreement between the procuring
entity and the selected supplier (or suppliers) concluded upon completion of the first stage of the
framework agreement procedure.

The framework agreement procedure is conducted in two stages: the first stage involves
selecting a supplier (or suppliers) to be a party (or parties) to a framework agreement with a
procuring entity, and the second stage involves awarding a procurement contract under the
framework agreement to a supplier party to the framework agreement. Call-Off Agreement.
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The Basic Idea of Two-Stage Process:

0 %o -
O 0 Suppliers in the Market
Buyers concluding O
the Framework 9)

1°t Stage Selection |—>

Suppliers in the
Framework

Buyers awarding the
Specific Contracts

2"dStageSelection |~

Awardees
O (Call-Off Contracts)

Framework Contract

Closed framework
agreement OR

Open framework
agreement

Framework agreement
procedure without second-
stage competition

Framework agreement
procedure with second-stage
competition

A) Sealed B)Electronic Reverse
Submission Auctions

Call-Off
Agreement — | J

indefinite-quantityframework contracts.

/definite-quantity indefinite-delivery framework contracts
requirementsframework contracts, and

J

Overview of Framework Agreement

GRE 9@, 3059

<
o



Some key features of framework agreements are:

° Can be placed by an individual contracting authority, a group of contracting authorities,
or a central purchasing authority.

° Can be with a single supplier or multiple suppliers.

° If there are multiple suppliers, the minimum number must be three, provided there are at
least this number of qualified candidates.

° "Mini-competitions” may be held between participants as needed.

° The maximum duration is three years, unless exceptional circumstances are justified by
the subject of the framework.

° The terms and criteria for awarding contracts must be published at the outset and not
substantially changed.

“Closed framework agreement” means a framework agreement to which no supplier, who was
not initially a party to the framework agreement, may subsequently become a party.

“Open framework agreement” means a framework agreement to which a supplier (or suppliers),
in addition to the initial parties, may subsequently become a party or parties;

Suppliers may apply to become parties to the framework agreement at any time during its
operation by submitting indicative proposals to the procuring entity by the requirements
outlined in the invitation to participate in the open framework agreement.

There are three types of indefinite-delivery framework contracts:
° definite-quantity, indefinite-delivery framework contracts,
. requirements, framework contracts, and
° indefinite-quantity framework contracts.

“Definite-quantity framework contract”: a contract to provide for delivery of a definite
quantity of specific goods or services for a fixed period, with deliveries or performance to be
scheduled at designated locations upon order. Example: Uniform for Police Officer Purchase

“Requirements_framework contract”; recurring requirements cannot be predetermined with
precise quantities of goods and services that the procuring entity will need during a specific
period. The procuring entity provides a realistic estimated total quantity in the bid and resulting
contract. This estimate does not represent a guarantee to a bidder that the estimated quantity will
be required or ordered.

The contract stipulates that all purchases for the specified goods and services by the procuring
entity will be exclusively made under the contract. The entity has not procured in any other
manner or from other suppliers; all actual purchases are solely conducted under the contract.
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The contract outlines, when feasible, the maximum limit of the supplier’s obligation to deliver
or perform and the procuring entity’s obligation to place orders. Additionally, the contract may
specify the maximum or minimum quantities that the procuring entity can order per transaction
and the maximum quantity permissible within a specified timeframe. For instance, office
printing papers and toner purchases are included in the contract.

“Indefinite-quantity framework contract”: a contract to provide an indefinite quantity, within
stated limits, of goods or services during a fixed period when the procuring entity cannot
predetermine, above a specified minimum, the precise quantities of goods or services that will
be required during the contract period. It is not advisable for the procuring entity to commit
itself to more than a minimum quantity. The procuring entity should use an indefinite-quantity
framework contract only when a recurring need is anticipated.

If demand is fixed and the place of delivery or performance is fixed, definite-quantity and
indefinite-delivery framework contracts are good options for procurement under the Framework
Agreement.

If demand is recurring but cannot be predetermined, specifying demand in terms of minimum
and maximum quality and entity commitment to all actual purchases only under one contract
(requirements framework contracts) is a good option for procurement under the Framework
Agreement.

If demand is recurring but demand cannot be predetermined, specifying demand in terms of
minimum and maximum quality, but min. quantity must be procured indefinite-quantity
framework contracts, is a good option for procurement under the Framework Agreement.

Second stage of a framework agreement procedure (call-off contract)

A procurement contract under a framework agreement may be awarded only to a supplier that is
a party to the framework agreement by sending the order form template electronically or in
writing.

On receipt of an order form from a procuring entity or other procuring entity, the supplier shall
accept the call-off proposal and electronically return the order form to the procuring entity
concerned within the defined working days to deliver the goods, services, or works at the agreed
rates at the time of the framework agreement (FWA), quote the rates for mini-competition, or
participate in an electronic reverse auction.

Least Order or Call-Off Contract Price is one of the options to set award criteria for a call-off
contract. A call-off contract can also be awarded based on the Most Economically
Advantageous Offer ("MEAQO") from the point of view of the procuring entity. The criteria shall
be related to quality (which consists of the added value or innovation, social value, approach to
the delivery of the services, mobilization, use of the supply chain or partners), cost-
effectiveness, technical merit, technical assistance, sales service, price, aesthetic and functional
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characteristics, running costs, environmental characteristics, delivery date and delivery period,

and period of completion.

The model also best suits the procurement of relief logistics in cases of disasters such as floods
and landslides, i.e., emergencies. However, an e-portal for the implementation of the
procurement model is still being developed in Nepal.

10. Legal Options available for Emergencies Public Procurement

There are multiple legal options to manage the emergency public procurement management to

public entities.

Options

Proposed Procedure

Option 1: Public Procurement Act 2063,
Clause 66  Provision  Concerning
Procurement to be Made in Special
Circumstances & Public Procurement
Regulation 2064, Rule 145 Provision
Concerning Procurement in  Special
Circumstances

No limit on procurement amount

If need to act within hrs or 3-5 days, direct
negotiation with a single construction
entrepreneur, supplier, consultant or service
provider

If need to act more than 7 days, One Envelop
1-3 days — Tender Notice, 1-2 days Eol and 3
days for agreement

Option 2: Public Procurement Act 2063,
Clause 41. Provision for Direct
Procurement & Public Procurement
Regulation 2064, Rule 85 Provision
Concerning Direct Procurement

Limit of procurement amount as per
clauses/rules

By getting quotations from a minimum 3
construction entrepreneurs, suppliers,
consultants or service provider

negotiation and action

Option 3: Public Procurement Act 2063,
Clause 9. Procurement to be Made by
Inviting Open Bid & Public Procurement
Regulation 2064, Chapter 5 Provision
Relating to Bidding

For Level 3 — Post-disaster reconstruction:
accelerated procurement

If need to act within a few months, 2-3
weeks — Tender Notice, 3-5 days Eol and 7
days for an agreement after departmental
approval for timeline

Option 4: Public Procurement Regulation
2064, Rule 98. To Carry out Construction
Work Through Force Account

No limit on procurement amount

Material procurement as per relevant
procurement provisions

Labour components under Muster roll

Option 5: Public Procurement Regulation
2064, Schedule-3 (Relating to Sub-rule
(1) of Rule 21), Procurement contract of
goods or other services, b) Framework
Agreement

No limit on procurement amount
But, need a separate e-procurement system
with Reverse Auction for mini-competitions
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11. Keep adequate records & Public Disclosure

Record emergency procurement activities during or as soon as practicable after the event. Mark
the record as an emergency procurement and outline the facts and circumstances justifying this
approach.

Documents containing the following matters shall have to be kept in the records under Rule 149,
which shall be, but not limited to:

. description relating to special circumstances
° the procurer(s), financial delegate
° conflict of interest declarations

. the business needs, the crisis to occur in public security, interest and community health if
procurement is not made immediately,

. justification for conducting an emergency procurement, and not adopting the other
methods of procurement.

° the market analysis
. the market approach and why (including consideration of state purchase contracts)
° supplier/contractor(s) and key offer(s) details
° evaluation outcome and value for money of selected offer(s)
. financial approval amount (including options to extend and contingency funds)
° details required by procurement-related policies
. copy of the contract or key contract details:
o  supplier/contractor (s)
o  scope (type and quantity of goods or services or works)
o  delivery date for one-off supply or term
o value (initial term)

Where a Public Entity has made a procurement exceeding one million rupees under Public
Procurement Act 2063, Clause 66 Provision Concerning Procurement to be Made in Special
Circumstances & Public Procurement Regulation 2064, Rule 145 Provision Concerning
Procurement in Special Circumstances; it shall have to publish a public notice of the details of
the procurement so made and send information thereof to the Public Procurement Monitoring
Office.
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12. Conclusions

In Nepal, there are clear legal provisions available to manage emergency or special
circumstances procurement. Urgent situations that are created by a Public Entity through a lack
of planning or risk mitigation do not constitute an emergency. Also, emergency procurement
shall not apply where goods, services, or works fall under a common procurement arrangement
or where a specific event was anticipated or planned.

Guidance on performance security, insurance, variation orders, time extensions, and similar
issues shall need to be detailed by the Public Procurement Monitoring Office.

After the emergency response is complete, review the performance under emergency
procurement to identify improvements. This may be part of, or in addition to, an annual review
of the emergency procurement plan as part of the annual procurement planning cycle.

Consider also applying learnings from conducting emergency procurement that may be relevant
to improving routine procurement processes and plans. For example, if processes were
abbreviated without increasing risk, that may indicate that those abbreviated processes are
suitable for use by the Public Entity in routine procurement.
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Electronic Reverse Auction in Public
Procurement

Er. Krishna Raj Panta”

Background

Public Procurement does not allow subjective or unrestrained buying. We have to follow
procedures stipulated in the Act, Regulation, Norms, Guidelines, and so on. So, we have to
spend a lot of time to conclude public procurement. These days, everybody has concerns
regarding lengthy and delayed public procurement processes. To make public procurement more
effective and efficient and hence achieve value for money, we need procurement methods that
consume less time to complete procurement proceedings. Electronic Reverse Auction may be
one of the best options for carrying out public procurement for short durations.

Reverse auctions are e-auctions where suppliers submit online bids to compete against each
other. Unlike forward auctions, where bids increase as the auction progresses, in reverse
auctions, bidding starts with the highest possible price and decreases gradually. The lowest bid
wins.

What is a Reverse Auction?

Reverse auctions are e-auctions where bidders submit online bids to compete against each other.
Unlike forward auctions, where bids increase as the auction progresses, in reverse auctions,
bidding starts with the highest possible price and decreases gradually. The lowest bid wins.

* Joint Secretary, Ministry of Physical Infrastructure and Transport.
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In a reverse auction, the procuring entity puts up a request for a required procurement. Bidders
then place bids for the amount they are willing to be paid for the good or service, with the
winner being the bidder prepared to accept the lowest amount.

Reverse auctions gained popularity with the emergence of internet-based online auction tools
that enabled multiple bidders to connect with a procuring entity in real time basis. Today,
reverse auctions are used by large corporations and government entities as a competitive
procurement method. Reverse auctions can help save time and money, albeit sometimes at the
cost of quality.

Understanding a Reverse Auction

Bidder 3

Bidder 2 Bidder 4

Procuring Entity

Bidder 1 Bidder 5

Bidder 6

Reverse Auction Cautions

It is important to note that the reverse auction does not work for every procurement. The reverse
auction is not suitable for a particular procurement if sufficient bidders are not available in the
market. In other words, a reverse auction works only when there are many bidders to ensure the
integrity of a competitive process.

In addition, there could be a tendency for bidders to focus on the lowest bids with less regard for
quality. The procuring entity may suffer from the suboptimal quality of the lowest-priced set of
goods or services purchased through a reverse auction.
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The procuring entity must be thorough in communicating all of the specifications to the auction
participants. A failure to do so could leave the procuring entity with a winning bid that does not
capture all of the sought-after attributes.

How does areverse auction work?

In a reverse auction, a buyer puts out a request for a specific procurement, inviting businesses to
compete against each other with bids for the amount they are willing to accept to deliver what is
being requested by the specified timeline. In the end, the contract goes to the seller, who is
prepared to accept the lowest amount.

Reverse auctions can make a lot of sense when there are many bidders in the market and price is
the most important factor. They save time and money, which is no small thing for a business,
although sometimes this can come at the cost of sacrificing quality.

Reverse auctions are a dynamic and efficient procurement method that has gained traction
across various industries. A detailed breakdown of how reverse auctions work is as follows:

1. Auction Setup: Reverse auctions are typically facilitated through specialized software or
online auction platforms. These platforms provide a virtual marketplace where procuring
entities and bidders can interact in real-time.

2. Procuring the entity's specifications: The process begins with the procurement entity
defining their procurement needs and specifying the requirements for the goods or
services they wish to acquire. This includes detailing product specifications, quantity
requirements, delivery terms, and any other relevant details.

3. Inviting Suppliers: After establishing their requirements, the procuring entity invites a
selected group of qualified suppliers to participate in the reverse auction. The selection of
suppliers is a critical step as it determines who will compete to win the contract.

4. Supplier Registration: Invited suppliers register on the auction platform, ensuring they
meet the specified criteria. This may include demonstrating their ability to meet
the buyer’s requirements, such as having the necessary certifications or capabilities.

5. Auction Parameters: The buyer configures the auction parameters on the platform. This

includes setting the auction’s start and end times, the starting price (if applicable),
minimum bidding increments, and any additional rules or conditions governing the
auction.

6. Real-Time Bidding: When the auction commences, suppliers can log in to the platform

and start submitting their bids in real-time. Unlike traditional auctions, where bids
increase, in a reverse auction, suppliers aim to offer progressively lower prices to secure
the contract.
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11.

12

Competitive Bidding: The competitive nature of reverse auctions encourages suppliers
to continuously lower their prices as they compete with one another. Suppliers monitor
the platform closely to gauge the competition and strategically adjust their bids to remain

competitive.

Bid Visibility: One significant feature of reverse auctions is bid visibility. All
participating suppliers can see the bids submitted by their competitors in real time. This
transparency fosters a highly competitive environment as suppliers attempt to outbid each
other.

Countdown Timer: Typically, reverse auctions are conducted within a predetermined
timeframe, often with a countdown timer displayed on the platform. Suppliers must
submit their bids before the timer runs out.

Auction Conclusion: Once the timer reaches zero, the reverse auction concludes. The
supplier who submitted the lowest bid during the auction is awarded the contract. This
supplier is now responsible for fulfilling the buyer’s requirements under the agreed-upon
terms and conditions.

Contract Negotiation (Optional): Following the auction’s conclusion, the buyer and the
winning bidder may engage in contract negotiations to finalize the details of the
agreement. This negotiation process may involve discussions on pricing, delivery

schedules, quality standards, and other contract terms.

Post-Auction Analysis: After the contract is awarded, both the buyer and the bidder can

analyze the data generated during the auction. This information provides valuable insights
into market dynamics, bidder’s performance, and competitive pricing trends, which can
inform future procurement strategies.

Advantages of Electronic Reverse Auctions

The main advantages of Reverse Auctions are as follows:

This method reduces the price of the goods or services to be procured.

It enhances the efficiency and effectiveness of procurement, i.e., it leads to a reduction in
the costs and the time scales of the procurement process.

It improves transparency in the procurement process since information on successive
results of the evaluation of bids at every stage of the auction and the final result of the
auction are made known to all tenderers instantly and simultaneously.

This will improve the confidence of tenderers participating in the process that they will be
treated fairly and that the results will not be compromised by the undue influence of any
of the role players.
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. Electronic Reverse Auctions are characterized by an evaluation process that is fully
automated or with limited human intervention and, therefore, can discourage abuse and
corruption.

. This process is less costly for both the procurement entity and the bidders in that, if well
structured, it is more accessible, cheaper, and saves a lot of time.

Disadvantages of Electronic Reverse Auctions
The main disadvantages of Reverse Auctions are as follows:

o It has inherent limitations making it only suitable for the simpler types of procurement
that can be precisely specified.

o Because of the focus on price, non-price factors relevant to the procurement may be given
insufficient attention.

o Long-term relations with high-quality bidders may be damaged causing them to exit the
market.

o Prices may be reduced at the cost of quality and performance in delivery. If the bid price
is too low and no mechanism exists to verify the viability of the bid price, it can lead to
the failure of the contract.

o Collusion between bidders may be easier in the case of Electronic Reverse Auction.

o Procuring entities may have to incur overhead costs in training and facilitating bidders
who are not familiar with the process of bidding through electronic reverse auctions.

Conclusion:

In the field of public procurement, reverse auctions have emerged as a powerful and
transformative tool, revolutionizing traditional procurement methods.

Reverse auctions, facilitated by specialized software and online auction platforms, create a
competitive marketplace where suppliers compete to offer the lowest possible price for a
contract. The buyer’s detailed specifications and the transparent, real-time bidding process drive
prices down, resulting in cost savings and efficiency gains.

There are many benefits to reverse auctions, including cost savings, transparency, and time
efficiency. However, successful implementation requires careful planning, real-time monitoring,
and post-auction analysis.

In the context of Nepal, there are no legal provisions for the application of Electronic Reverse
Auction. Due to the conventional procurement process, even for small type of procurement,
long time have to elapse and procurement process is being inefficient. So, by amending the
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Public Procurement Act, 2063, and the Public Procurement Regulation, 2064, if provisions on
Electronic Reverse Auction are incorporated for small types of procurement, especially for
procurement that can be procured by making competition on price only, i.e., for which bidder’s
qualifications are not required, obviously public procurement can be made more efficient and
easier. In such situations, online auction platforms will be developed by the Public Procurement
Monitoring Office (PPMO).
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Finding Ways to follow an Effective
Strategy in Public Procurement

Dr. Suman Kumar Regmi”*

1. Background

It may sometimes be necessary to engage and external consultant who can provide technical
expertise to help users define their requirements. A consultant would normally only be required
where complex technical issues are involved. A consultant engaged to develop specification is
normally excluded from tendering for those goods or services and should not be used to make
management decisions. Closing monitoring and management of identified conflict of interests
and confidentiality requirements must be undertaken by the procuring entity (Panta, Baishakha
2073 B.S).

Even the best of strategies are of no value without proper execution. To day's procurement
professional has the knowledge and skills necessary for converting plans intoactionable
objectives. A procurement professional's job responsibilities require them to not only
understand requirements, but to effectively communicate them to both internal stakeholders and
suppliers/contractors.

Procurement planning is the process of deciding what to buy, when and from what source.
During the procurement planning process the procurement methodis assigned and the
expectations for fulfillment of procurement requirements determined. The preparation of a
realistic procurement plan of a project is very crucial for its effective and implementation.
Strategic procurement planning provides benefits by drawing a strategic concentration between
the highe level project planning and implementation through the procurement process (Karn,
2072).

* Former Deputy Executive Director of Trade and Export Promotion Centre.
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Further, the application of value based procurements and performance based contracts by
procurement professionals are proven methods for improving outcomes and lowering overall
costs. The contribution of procurement professionals in the strategic planning process are a
positive asset for optimizing organizational systems, processes and outcomes (Dr. Suman,
2075).

Even the best of strategiesare no value without proper execution. Today's procurement
professional has the knowledge and skills necessary for converting plans into actionable
objectives. A procurement professional's job responsibilities require them to not only
understand requirements, but no effectively communicate them to both internal stakeholders and
suppliers/ contractors. So, if public procurement is to work effectively and to the benefit to the
people, the business community of suppliers, contractors and consultants must be trained in the
concepts of public procurement, made technically and professionally competent, given access to
finance and construction equipment, made to adopt a strict code of ethics and made to
complement the efforts of the public purchaser to make the whole process economic, efficient
and free of corruption(Suresh, 2074).

Indeed, it is assumed that the industry spends 70 percent of its revenue with suppliers.A big
reason for this increase is the rapid rise in the amount of indirect spend-that is, the procurement
of goods and services that are not directly incorporated into a manufactured product. In
particular, the procurement of outsourced services has experienced significant growth.

Now a day's procurement professionals must move in a complicated, evolving environment that
is more dynamic than ever; they must hold change as business needs change. This means
balancing what seem to be impossible, conflicting goals of reducing cost compositions while
heavy innovation and adjusting risks.

Unfortunately, the method to buying goods and services today's procurement professionals and
stakeholders learned may not be up to the task. Nearly all textbooks state that the "gold
standard" for a sourcing strategy is the strategic sourcing matrix (Strategic sourcing matrix
adapted from Kraljic1983, Timothy G. Hawkins et all, 2011).

The matrix provides companies a framework for segmenting their supplier spend in a way that
enables them to setrank the spend categories that could provide the biggest impact for the firm.
The Matrix classified suppliers into four groupings: Non-critical, Leverage, Strategic, and
Bottleneck.

The matrix was an instant hit among procurement executives, and it soon became the standard
taught all over the world.

The problem with the matrix is that it bases its logic primarily on a company's purchasing
power-that is, by teaching organizations how to leverage their power and position in the
marketplace to their advantage. While power-based approaches can work well with less-
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complex goods and services, they fall short when dealing with a dynamic environment that
demands a high degree of collaboration, especially with outsourced serviceproviders.

So is there a better way? The answer is "absolutely.” But there is no single method that works
best for every situation. Instead, there is a range of strategic sourcing models companies can
choose from based on a number of tangible and intangible factors.

One of the underlying principles of public procurement is cost effectiveness in procurement that
is to keep procurement cost low. For that standard practice followed worldwide is competitive
bidding procedure in which contract is awarded based on the low bid method i.e to the lowest
bidder (of course it has to pass all eligibility and qualification criteria). Though there is a
provisions of rejecting unrealistic bids ( if the clarification sought from employer is not
satisfactory to the employer and if the bidder could not justify that the works can be
completed from the quoted price), concerned authorities, in many cases, fear to reject low
bids(Mani Ram Gelal, 2072 Aashada).

This article has outlined the basic features of thoseconcepts and offer anidea determining which
is most appropriate for a particular organization. It has included a case by case study on how
this process is being applied in the particular industry.

This information as well as all of the facts in this article have been adapted from Public
Procurement Journal (Public Procurement Journal, 2072- 2076).

2. Strategic Sourcing as a Field

The huge majority of organizations that buy goods or services use a traditional transaction-
based contract that pays a supplier per unit, per hour, per mile/kilometer, and so forth. The
buyer provides the specifications and typically uses a highly competitive bidding process to
choose the best supplier. Transaction-based contracts are by far the leading commercial
contracting method.

Waste analysis can provide information to support procurement decisions on strategic
sourcing.Strategic sourcing is a systematic continuous improvement process that directs supply
managers to assess, plan, manage, and develop the supply base in line with the agency's stated
objectives. Procurement organizations that use strategic sourcing are constantly re-evaluating
procurement actions to insure alignment with long term organizational goals. It also facilitates
continuous process improvement by measuring the effectiveness of these same procurement
actions. Applied effectively, strategic sourcing can significantly lower the costs of goods and
services( Dr. Suman, 2075 B.S.).

Most organizations operate under conventional transaction-based concepts that are controlled by
a formal, legally oriented, risk-averse, and liability-based culture.
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Under some international initiatives, risks of public procurement are implicitly and /or explicitly
addressed as a means of fulfilling the objectives of public procurement. Following are some
widely accepted and ratified initiatives for fighting against fraud and corruption in public
procurement: UN Convention against Corruption, 2003 (UNCAC,2003); Open Governmental
Partnership, 2011 (OGP,2011); OECD Anti-Bribery Convention, 1999 (OECD,1999);AU
Convention on Corruption, 2006(AU,2006); Inter-American Convention against corruption,
1997(IACAC,1997);ADB and OECD Anti -Corruption Initiatives, 2001(ADB and
OECD,2001); and  Council of Europe Convention on Corruption, 2002(CECC,2002).
Recommendations made by the above conventions and initiatives are mainly focused towards
the development and enactment of legal instruments, strengthening of institutional capacity,
supporting access to information, involvement of civil society, strengthening judicial integrity,
and promoting private sector integrity(Ajaya Adhikari, 2072).

But modern-day thinking is challenging tradition, instead thinking about sourcing along a field
that leads to a path of value creation not just exchanging value through transactions. One of his
key lessons would that organizations should view sourcing as a continuum rather than as a
simple, market-based make vs. buy decision. It is suggested that organizations should use a
"hybrid" approach for complex contracts.

Various methods procurement professionals were using and classified them into the three
categories crossing make vs. buy continuum. Two market-based "buy" models were classified
as transactional in nature, and two "make" models were classified as investment models. It is
identified three models that were more "mixture” in nature, which they reference as "relational”
contracts due to the longer-term and more strategic nature of the supplier relationships.

Successful procurement actions rely on effective suppliers, supplier relationship management is
concerned with all of an entity's potential suppliers, not just suppliers with current contracts.
Fostering a viable pool of potential suppliers can be a valuable procurement strategy. Planning for,
and managing, all interactions with third party organizations that supply goods and/or services to
an organization is required in order to maximize the value of those interactions. Supplier
relationship management requires to improve outcomes by getting past the traditional tailor made
approach to managing suppliers. Areas for improvement that may be addressed collaboratively
with suppliers include: quality, delivery,price or cost, transaction efficiency, value and ideas,
innovation ideas, logistics, service needs assurance of supply(Dr. Suman, 2075 B.S).

Below paragraphs exemplifies how the seven models relate to each other along the
continuum.The sourcing business models are given below:

2.1  Approved-provider model
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An approved-provider model is also a transaction-based method, with goods and services
purchased from suppliers that meet a predefined set of qualification features, such as
quality standards, earlier proven performance, or other selection criteria. Frequently
organizations have a limited number of preapproved suppliers for various categories from
which buyers or business units can choose. In these transactions risks and costs are
known or are relatively low. Multiple suppliers mean costs are competitive, and one
supplier can easily be replaced with another if it fails to meet performance standards.

Transactional practices in procurement can be- and increasingly are-handled through
technology based means, Thankfully so when we consider that the greater value
procurement brings to organizations is only through the professional application of skills
and knowledge to core procurement related activities. Supply chain management....
strategic sourcing... supplier relationship management... negotiation ...procurement and
contract law... contract management, and risk mitigation ( Dr. Suman, 2075).

2.2 Basic provider model.

The basic provider model is a transaction-based economic model. Specifically and
typically there is a set price for individual products and services for which there are a
wide range of readily available, standard market options, with a short differentiation
among what is offered. This model is best suited when there are low-cost, standardized
goods and services in a market with many suppliers. Buyers generally use frequent
competitive bidding (often with pre-established e-auction calendar of events), and there is
little or no impact to the business when switching suppliers.

2.3 Partnerships

If an organization does not have adequate internal capabilities to acquire mission-critical
goods and services, but it does not want to outsource or invest in a shared-services
organization, it may provide options to develop an equity partnership. Equity partnerships
create a legally binding entity and take a number of different legal forms, from
acquisition of a supplier or creation of a subsidiary to an equity-sharing joint venture.

2.4  Preferred-provider model

A key difference between the preferred-provider and other transaction-based models is that
the buyer has chosen to move to a more strategic, relational approach. Buying companies
seek to do business with a preferred provider to streamline their buying process and build
longer-term relationships with key suppliers. They often enter into numerous contracts
using a master agreement that allows them to conduct repeat business efficiently. The
preferred-provider model is still transactional, but the way the partiesconduct together and
the efficiencies achieved go beyond the simple purchase order.

2.5 Performance-based model
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2.6

2.7

3.

A performance-based model is generally a longer-term, formal supplier agreement that
combines a relational contracting approach with an output-based economic model, based
on a supplier's ability to achieve predefined performance parameters or savings targets.

Performance-based agreements shift thinking away from activities to predefined outputs
or events. A good example of an output is a supplier's ability to achieve the objectives set
out in predefined service-level agreements (SLAs). Some companies call the results
"outcomes," but in performance-based agreements the term "outcome" is defined as the
achievement of an event or deliverable that is typically finite in nature and is therefore
easily understood and controllable by the supplier.

Shared-services model.

A shared-services model is an investment-based model where a company typically has set
up a centralized or center-led, internal organization that provides services to internal
customers. The shared-services organization acts as a supplier to the company's various
business units or functional groups, charging them for the services used. Organizations
use this model for a variety of functional services, such as human resources, finance
operations, and administrative services (for example, claims processing in health care).

Vested business model.

A Vested business model is a highly collaborative sourcing business model where the
buyer and supplier have an economic, or vested, interest in each other's success.

A vested sourcing business model combines an outcome-based economic model with the
concepts of behavioral economics and the principles of shared value. Using these
concepts, companies enter into highly collaborative arrangements designed to create
value for the buyer and supplier above and beyond the conventional buy-sell economics
of a transaction-based agreement. A vested business model is best used when a company
has transformational or innovation objectives that it cannot achieve by itself or by using
transactional sourcing business models or a performance-based agreement.

Finding the Suitable Sourcing Model

No single sourcing business model is better over another. Rather, most organizations perhaps
should use multiple models. Moreover, sourcing models can develop over time as the business
changes and events arise. An organization might start out with an approved-provider model and
change along the sourcing range to a preferred-provider or, later on, even a performance-based
relationship model.

The bellow following four steps mentioned can help them determine the most suitable sourcing
business model for a particular buyer-supplier situation.
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3.1 Select the defined spend category/categories those are sourcing or potentially
sourcing.

This includes products and/or services that will be needed in the "make or buy" decision,
including those that are currently insourced, currently outsourced, or may be launched in
the future.

Next, it is defined each allied spend category that is part of the sourcing initiative. For
example, an organization thinking about outsourcing facilities management might have
six different services they are considering: repair and maintenance, supervisory/cleaning,
grounds maintenance, dining, security, and employee moves.

Conventional procurement methodsinstruct buyers to commoditize the various services, as
commoditization may help them influence their buying power. However, sourcing-
business-model educates organizations to consider self-assured as a way to drive potential
supplier efficiencies.When following a business-model structure , then, it is helpful to
sketch the spend category both as a packaged and an uncountable service to see if it may
make a difference in how it is thought about the category from a more strategic perspective.

3.2 Using business-model sketching peculiar to determine the best relationship model
for what it is sourcing.

This mayenable to help answer questions about the business environment, such as the
overall level of dependency, the risk "comfort zone," and the strategic impact of each
spend category. For example, one of the attributes to sketch is the level of supplier
integration/interface. The possible responsesrange from "none" to “critical."”

3.3 Using the business-model sketching tailor-made to determine the
best economic model for what is being sourced.

As earlier noted, the most widely used economic model in businesses is a transaction-
based model. They are the easiest to administer, as typically the supplier is paid per
activity. However, as companies move along the sourcing continuum they may want to
shift to more of an output- or outcome-based economic model because it gives the
supplier greater degrees of freedom to provide solutions that will create value and drive
innovation.

3.4 Using the business-model mapping matrix to develop a consensus view of the
sourcing business model that is right for your situation.

The best sourcing model may be a combination of the relationship model and the
economic model chosen. For example, if it is sketched, it indicates that it should use a
relational contract model and an output-based economic model, then the matrix might
indicate that a performance-based agreement is the most appropriate model for the
situation.
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4. Business Planning in Actions

Organizations have increasingly turned to outsourcing as a way to increase speed-to-market and
reduce the costs of product development. One popular spend category that is growing rapidly in
the manufacturing and processing sector is contract research outsourcing (CRO), a strategy
manufacturing companies use to speed the innovation of new goods by outsourcing
experimental research. CRO is a complex outsourcing initiative and could be a good candidate
to shift up the sourcing continuum.

The business-model sketching toolkit helps companies identify which sourcing business model
is most appropriate for their situation. A key part of the mapping exercise involves completing
the map for one-fourth business attributes. These attributes fall within the following broader
considerations:

. What level of dependency exists between the buyer's and supplier's organizations?
. What is the overall availability of the service/product in the marketplace?

. To what extent is what you are outsourcing a "core competency"?

. To what extent is there business risk in what you are outsourcing?

. How much potential is there to create mutual advantage?

. What is the nature/characteristics of the work-scope?

o How critical is that work?

. What are your risk-tolerance preferences?

Theresearchers discovered each of the 25 attributes within the context of the considerations
marked above. This created a "map/sketch" of each attribute on the sourcing continuum, which,
when taken together, indicated where CRO falls on that regularity. The following overview of
some of the analyses in Step 2 of the business-model mapping process for CRO explains both
how this was done and the results. The shaded blocks indicate the responses deemed applicable
to CRO as practiced in the manufacturing industry.

Supplier dependency. The manufacturing industry scores high in the area of supplier
dependency. For example, the relatively high level of skilled personnel and the fairly high level
of asset-specific equipment engineered specifically for the unique needs of the product
companies make the cost to switch suppliers steep. In addition, time-to-market pressures as well
as the product companies' data needs meant it was important for the supplier's systems and
support processes to be integrated into the buyer's operations.
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4.1

4.2

4.3

4.4

4.5

5.

Availability of service/product in the marketplace.

The another category mapped was "availability of service/product in the marketplace.”
While there is wide-to-moderate availability of CRO suppliers, the market needs more
sophisticated suppliers than simple transactional models can offer.

Extent that service is a core competency.

Based on interviews, researchers scored the manufacturing industry's CRO spend sector
as having "some" or a "critical" level of strategic impact. Innovation is key to success,
with CRO suppliers playing a critical role in a company's ability to bring new products to
market. While product companies could insource CRO work (by moving to an
investment-based model), it is likely they will continue using suppliers to support them.

Potential to create value/mutual advantage.

CRO services have significant potential to create value, and therefore they have a high
potential to increase a product company's revenue and drive innovation.

Nature of the work- scope.

The nature of CRO work-scope aligns best with an output- and outcome-based economic
model. Due to the type of work CRO suppliers perform, most have a degree of control
over the outcome, even though there is considerable shared risk. Because of the strategic
nature of the CRO services, companies should be looking to more strategic key
performance indicators (KPIs) or business-outcome metrics rather than the transactional
metrics they tend to rely upon now.

Risk-tolerance preferences.

The scoring for risk tolerance indicated that product companies anticipated shared risk. In
talking with CRO suppliers, we learned that some suppliers are exploring outcome-based
shared-risk/reward economic models.

Explore Alternative Approaches

Now a days, procurement professionals need more modern approaches that help them leverage
the power of their suppliers, and not simply leverage their power over the supplier. This requires
going beyond conventional "make vs. buy" decisions and tapping into alternative sourcing
business models designed to enable supplier collaboration and innovation.

The good news is that the 21st century is ushering in progressive, new approaches such as
sourcing-business-model concept to help organizations shift along the sourcing continuum. As
procurement professionals are challenged with sourcing initiatives that are more complex, risky,
or demanding of innovation, resources like the business-model mapping toolkit can help them
explore the potential benefits of using alternative models.

@Rg e, 059



It is important to note that no single sourcing model is "better" than another. The key is to let the
business-model mapping process help guide you to the most appropriate model. It might be
tempting to think that a performance-based or a vested sourcing business model sounds good
because it motivates a supplier to invest in innovation and transformation. But if it is choosen
one of those options even though the mapping exercise indicates, for example, a preferred-
provider model is more appropriate for a particular business or outsourcing relationship, it will
end up overthinking and most likely overengineering how you work with that supplier.

Smartness organizations are making the shift along the sourcing field to beat their strategic
suppliers and help drive transformation and innovation for their organizations.
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T
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e o =mem g,

e TP HIHAH THEN T3 STHAG TH g,
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(use of sub-standard assets) TWIAHT FTaTal (waste of time), AFET T (meaningless efforts),
Wg"@ﬂﬂﬂ (loss of cost) Wﬁ{@ﬂﬁl AT GREH! STIEIT & Hﬁﬂﬁs{ﬁ
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SALEAIH T AbT B o AATF Fog | TWHT AN B ol [Eigsd g g7 |
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N o e, Aw T @R T o gl g s yaest ek T aim
UE! THH [ A gqu AT sgaErdiet Hafder e a9 side aiet g |

HAML JoTT G GIHT A HIROT A& T G
e

o HEr! B @ adel ddEd Goiva @ gmar 0 3R o WY BRI
TH! G I A SoE @ T AT ©3 WU Wbl g | WA AR AT
o A E Ae S| A IaEE i e (fE @) ae T @ b
U o T T A T (AR @) aREH g1 Pl aoeh Teerg WhA
IE TS, FHANH] daEaTl TRTIAET ATURT A @Y WEEE G|
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e |
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T g @d T gg Aomd Rt T aifds frearer s s Redes
e B |

IRASAET T ARGHT 30 Taed w0 @F g1 AFASAT AAAST ATERAT 2@
o gefeTT @ T TR E A B STl AT FEEE [HEEE B
AR FAAE  FAAEIWAT g9 9 Yaed AfdF dfgal e W € Q @d &0
Feal AEl YO @H T | FE S 3caredhed T Yol T AN B

qHH! TESE |

AT A qRASHT GAlE T HATIITHT TG Sl Taedr g |

ol @ HH gD AT PRIBE:

Adhoc Budget Allocation:

Project or programﬁﬁwm@ﬁﬁﬁ,wgﬁﬁﬁmﬁﬂ?mﬂ,
Tgafia wiw dneeE, @ffE @ie deeee BT wEetE Semeed
FeHEEHT G T Yo Fgal | TuCH FHEY WA A U T $AEy
T AT e e THE TE WS yAR e g8 T g

LR G0 AAUHT GRATAE TS GeATs Tard gl G| ANl Sgar
FHTEAYT TAUHT TSRS qHd Fofe A g |

Project management and implementation gap:

Aftiecdl A aiH Soie AHIE 9T U G BIACIeEe AT HETS
TR T feams T WA F BRO Aoe @E g AHHH aaed Rt WA g
RIS [aEqq AT T JqEFEYl HEW A, Sadd AEE T S
ST FHFAAT 9 60 AFbgasal g7 | 9o g wienmy W i
W T 57 |

o ST awar HeTaEr qeuer ST 3 T 9 |

WOHT J6d TEAIFEEH! U GNEEE HEEaAT WOHT P e g
AASAEED] AT TG TS T, L TGFH AHG PR A T8, L0 faerd
T U GRS ST als g6al - o I |

Accountability Gap:

QoI ARELATHT BRI G4l a1 G Bael U NEHard e ya g8 g |
g aRASAS A ASHIST AHAT H-F g, [Aells Had TAHT T el
oo s uEe Hedinl 9E | S |
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Ownership deficit of the stakeholders:

o TN T FUFRATEEH] TEWRIAAT AT AT TITIe] BRATadTHT HHAT
FAHEANT, AT g Mg feelt 1 HA et g |

Intergovernmental Co-ordination gap:

o WHN HEEEds e, gedd T ARET 9wl b AR @l g |
o SN WY, AEA GFAE GNEARE U WE S g |

Ethics and Integrity gap:

o ORI SHAEAINE R G NHHEEH a9, Aawmdr T NS sEe
] WA FATAT Hirgd T AN HIATTEIT FAAR WOHT 07 |

Experiences and technology gap in contractors:

o SUEET PN SEEHT SoEE Tedr T Wat e uf R ww w9 |

Procurement Disorders:

e HA G A RUF] BERTATER T FHOT cHArEeEars B HRAE
T WEHEST W TR T 3e |

o UEWME® WRE U T AMYEw wEEE ad BRig Sa@icd UTeedr SusT
TAIFEEHT TANHT aWd o 2= |

e B AR TEXAS THHT THIA HAGE, T AT Ao ThHETS AT
A e T R

Leadership, Competencies and professionalism gap:

o YA FHACIGEHT HHAN FE T3 H&d HRI ol |

o FEAATAA ARH T IAREMAA I FT0 B G A= § ATH G|

o URVIHHE! HTH el [EHRT Tl THalg IUS T8al HHAI HIHAT FATEL
eI Srdeg |

. HHATATSAT Competencies, Hardworking, Dedication, Professionalism &1 39Td %‘%ﬁ{l

. HHATART Performance?ﬂé’Output/Outcome T Tie-Up Rie H%Q"ﬁ %‘*fl

. Project Management Team &g Strong Leadership and Support g RIEZEEa] ﬁ_’fl

. Performance Based Management System el C) éf@ﬂl

Governance Gap:

e AN GACIRI HATAIT TU AeATSTIFH AUHRATAREHT I AR
75 FF FEER g
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AN AETH B AH I |

Oversight agencies related problem:

Foe [AASH WO i SETeldel Adbebl a1 GAATHRUH] ATUGHT BRI AR TASHT
JEEW U WD | WEd: hASANGE WSH [HRAR AH{AT  AGTerdaH
ATeeTfey TRl Ay Hed wROT R coed, dMRe fae R @
T Al TR S [Aeqd TRASAT Fqdqd TR 7S oo [aareadid
VEGFIT I TR FERT FRO FRiT FEA FF F farg wuwr

Monitoring and Evaluation gap:

LB THEAH ATA TH Soiaelle TeTHADT GATSTBeaTd AT BT
HEo affE T s g oIwd, TaHEA Aqcas AT B awen qEe
a9 g qur Rl wee Adcae weAed ST e W e
R 9 G AT AT AANH Feed AT HEnEmEr gl g
AR A AT AThel  UEA e | HeATedsy AR
MRATATEEHT ATTHT T edlg Mg | UM, s HH & GhehT 9 |
Aiferarzorae el U T T, GHIHT HH 7Ga, O T ARTH Jaredr T
THERATS GHIH HITTANT BEE AME TSI ahUhT G |

FHH FHIA IO EHT I T4 qo e wriaeae oo wwatag Hemer a9
T T o T w4 A T T EH O @A A sadaedTahT

THEHTE FHTAEIT T QR S |

@Rg uk@, 2059



FIR T fAeE:
RURUGEGEIRGS
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R el ¥ iR difeud! SEEERU SOEEl Se,  heacd
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TE, YO T T O q@A ARG AgHT T T AEAHSTT @ ST
FAFIAT T AMSH FEEy qar G SoEiEca U, R00s HOTH 8 T
e At T e SaREtica FammEed, Roee # Fgw [y T k6 IAew
AT =g, NEAWHTAN @ G, AT ol Gl YOl T g i
HIT SHACAIT JUTAE A-LATAZ AT HIEIH T |

AN GEE®

HATT, T8 EHR AT TG q8 T [0 qUHRATABES T FAEAH qH-ad
T WEHE T |

AR A ARRT SoE TATDT FBRT [Rfers Iqasy TSI dad HaHrad
T T WUHT AAHIEEH! [FaT JRT T A wrEe qor Bria ot
UF-aweAmeET SR 9aiasias A axureg SId7T gelhd T |

Rk |5 G | B | s o 2 B o o b 1 T O 1 L 1 S B e
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TH WEAAAF FHET WEASHE GRE HEHI AT AEE T A '
ARAES o1 HHESe T e T bl qarhl EoH G S A
TR /A WRE B I T |

revHE @hT U Geire a7 9 e a9 Jar T HEv @ig el ugd e
Aeel IAUFT THEATATS EATHT T Fih-Tld (bW G T fafer srersT
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FeTF WeTIATRT ASTIEEHT U HATersh] TETIvIe Faerea g Tgid deerea T
(On Budget On Treasury) |

PHTETAT TRII G

o™ AT T FEHAHT HaiRa a5 e T oaEe sHE T i
TGS AR SIS | AT Y@ Gries! FiEd qEvs sHgqa, Teh-1ah
AT THE HRET HAFEITA Yddbed T8 T THTel AT Fae e a1 [iEa
FATT A AASHT 0@ GT3 Fa€dT MRA T HIAGFIEA WGHT ATIRAT AT
AAS GHE gTHT T YOIl e T, Ao oeiig SrigeaE yomedt
AT T ILA AME FHATAIT HHANGAT TR T AT THEEeR T
FHTAGEAE HL FEATAT T |

Tole HEAAT  BEANAT FER HAANA AT T BT A |
FHAGTH TATHAT TI AFAIRGD] HrA@d, dF oA T AT AT
APRTEE AT AT AT g0 | TEHd BAHA HEadT T Feaad a
Ml Qe HAqaeH SRl T HERET TR T IEEsR) A A T |
AT e T o SAAT FAT &S T B g T@H! qgEedr T W q41 GANT
B SAHA AlbA T A B UHUCH TEIS T qAT AEd qedd gidee
TIHIAHT AR RATdF T TUHTAT oniaeiier a9 T97 arareERe aAede [ o
el WMARaa | $AEY SHINM HeM U T@d! Gl 0 ideraa s
X AT T ST I 9 T HITAT IR T |

FAEN AT Wddad TEiHd AU I WHRAE a7 &AH TN T @
HIHIH! THB Thucd B Al WS TP WH ety oy A v
B! AT fague sgaedr e FHAfr & o gerer g |
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HaTeo HEROT WET AU FRlAd a9 T T@e Wbl Aeargd T &l aegshia
AR SEe FEH WA AETEATAE AR N T Aee e T
FAfeaTA wArdar e e s @ e FEiva g sy R eewe
9 5 |
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Frfeer Falr sgaadier qamwR fuEn oFr e e T syl
ArEfdE (o Thipd T WE g TG G GOCRl [ THuEy | a9
TOIEAHT ATGRAT FrAfedel SH qElaE] Wid G T T AFHTee T
TFHAHT AOREATE] EUHT FFEad AT 98 T T TaHam] AT
AT STaaE®T SSEAuA EHEFAHT BRATET T A T BT oqaedl TR
g |

BRI I £ W b R e e e | o R | 2 B o D | lee 2o | W i | R
GrtaTe qFuRT TwaEr g1, Fd, arqar Feres @ saaen fasqe sfasg |
AT sl FaassT ail aue RIS HRANAT o1 aue Hradd
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T e B AMEF FREEE Téq G)iT SaEiREaE U, Fawesiem THae
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yele THq (b G S ToieH AW T AT BT AT, e
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FHEIT T |

T HAfeh ITARDIATS JE! IRh T TAEHK S |
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TS RO SIS WUl AEeasd SRag, A9 ANl HHAEed ETdT,
9T, AT T FAThaTedT GRTETar TR |
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HITRAR AR g2g qA folled daR 1 wifafas  qan qwefardrarg
SrER s aTes |

T TeEd TEIAHT TRGA QOREE:

AT FAREHT T WOaET gE @9 T AUS sqaedr a9l Wi Wit
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Efficiency in Procurement of Medical
Goods Lessons Learnt from the
Department of Health Services, Nepal

Ram Kaji Bhomi”, Deepak Adhikarif

ABSTRACT

Procurement is a driving force for all health indicators towards achieving the goal of providing
quality health services to the people. Efficiency in health sector procurement plays an important
role in health service delivery. This article presents lessons learned from the provision of public
procurement-related technical assistance to the Government of Nepal’s Ministry of Health and
Population during the period of the Nepal Health Sector Support Programme 3 (NHSSP 3),
2015-2020, later extended until December 2022. Procurement systems established under the
first and second Nepal Health Sector Programmes (NHSP-1 and NHSP-2), as well as the onset
of Federalism, are summarized to provide context for the technical assistance, achievements,
and lessons learned through support for the Nepal Health Sector Strategy (NHSS).

Key Words: Efficiency, lesson, medical goods, procurement

INTRODUCTION

Ensuring good governance in public procurement is always a challenge in Nepal. A substantial
portion of the national health budget in many developing countries (20-50%) is used for the
procurement of pharmaceutical products. Ensuring good governance in public procurement is
always a challenge in Nepal. A substantial portion of the national health budget in many
developing countries (20-50%) is used for the procurement of pharmaceutical products. In
Nepal, around 6% of the national budget is used for the health sector, and out of this, only 12%
is spent on the procurement of medical goods.? Improving the procurement of medical goods is
taken as an important area of work. The Public Procurement Monitoring Office (PPMO),

" Former Procurement Advisor, Nepal Health Sector Support Programme, Ministry of Health and Population.
" Senior Public Health Officer, Management Division, Department of Health Services.
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established after the Public Procurement Act, of 2007 aims to enhance transparency,
competitiveness, and efficiency in the procurement system.

CASE REPORT
Nepal Health Sector Programmes 1 and 2

The Government of Nepal (GoN) is committed to improving the health status of Nepalese
citizens by providing quality basic health services and ensuring value for money in procurement
of medical goods. Leading from the First Nepal Health Sector Programme, 2004-2010 (NHSP-
1), the Ministry of Health and Population (MoHP), with the assistance of external development
partners (EDPs), designed the Second Health Sector Programme, 2010-2015 (NHSP-2)
focusing on improving Nepal's health system and services. NHSP-2 recognized that the efficient
procurement of medical goods is a critical function that, if poorly managed, can inhibit the
performance and governance of the whole health sector. The Nepal Health Sector Support
Programme (NHSSP) provided technical assistance (TA) and capacity-building support to the
MoHP, ensuring efficient procurement of medical goods. The procurement functions of the
MoHP were under the responsibility of the then-Logistics Management Division (LMD)" of the
Department of Health Services (DoHS).

Improving efficiency, economy, and transparency in procurement and the supply chain of
medical goods was a shared goal of the GoN and the EDPs. To accomplish that goal, the MoHP
prepared a Procurement Improvement Plan (PIP), 2013/14-2015/16, and 16 action points under
the Procurement Reform Plan, 2014-2015, in April 2014. NHSSP supported LMD in
implementing these plans, including formulating Consolidated Annual Procurement Plans
(CAPP), preparing bidding documents, technical specifications, electronic government
procurement (e-GP), bid evaluations, and capacity enhancement by transforming knowledge.
The embedded team of NHSSP procurement specialists and biomedical engineers provided day-
to-day technical support to the relevant sections of LMD.

Nepal Health Sector Programme 3

From the lessons learned from NHSP-2, the government brought forward the Nepal Health
Sector Strategy, 2015-2020 (NHSS) in December 2015 (also termed NHSP-3), extending it to
mid-July 2022. The NHSS aimed to reform procurement and logistics systems by establishing a
procurement centre with procurement experts and capacity enhancement expertise in
procurement and supply chain management. An organization and management survey was
conducted in 2015/16, which recommended a new structure and trained staff on procurement.
The NHSSP continued its embedded TA to support procurement functions until December
2023.

* LMD was changed to the Logistics Management Section (LMS) and was absorbed into the Management Division
(MD) in FY 2018/19.
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Federalism

Nepal transitioned to a decentralized federal system after the 2015 Constitution, transferring
responsibilities to the federal, provincial, and local levels. The MoHP recognized the need to
strengthen procurement functions through the revision and updating of the PIP and developed
the PIP, 2017/18-2021/22, in November 2017, which focused on pre-bid information systems,
efficient procurement planning, standard procurement processes, and capacity building at local,
provincial, and federal levels. The Constitution has established federal structural arrangements
in the health sector since 2018-19, recognizing basic health services as a fundamental right and
maintaining the responsibility of procuring basic health medicines at the local level. The MoHP,
then, endorsed the Public Procurement Strategic Framework for Management of Medicines and
Medical Goods, 2022/23-2026/27 (PPSF) in September 2022 to improve procurement
management. Following the PPSF, the Madhesh, Lumbini, and Sudurpashchim provinces
developed and approved their PIPs, focusing on strengthening effectiveness, efficiency,
transparency, and competitiveness in the procurement of medicines and medical goods.

NHSS Procurement Interventions and Achievements

The MoHP implemented initiatives to enhance the efficiency of its procuring entities (PES) in
medical goods procurement, with the NHSSP providing continuous TA and focusing on
standardization, system strengthening, and capacity building through knowledge transfer. The
following eight interventions demonstrate the achievements in reforming the procurement of
medicines and medical goods in the health sector:

i Consolidated Annual Procurement Plan (CAPP): The Public Procurement Act (PPA) and
Public Procurement Regulations (PPR) mandate that every PE must prepare their Annual
Procurement Plan (APP) at the start of the fiscal year. Consolidation of APPs is the
process of consolidating procurement activities within an organization. Since 2007,
initiatives have been made to prepare APPs for all health sector entities. The DoHS has
been implementing the CAPP since Fiscal Year (FY) 2010/11 and has been monitored
effectively since FY 2014/15, with technical support from NHSSP. In Nepal, the FY
starts in mid-July (i.e., 16/17 July). Before FY 2014/15, requisition gathering was
delayed, but NHSSP interventions improved procedures for requisition collection and
consolidation. Consensus workshops finalize consolidations, resulting in earlier approval
and notice dates (Table 1). The timely finalization of CAPP ensures timely publication of
notices, facilitating timely procurement of medical goods, although some fiscal years saw
bid notices published before finalization due to administrative leads.
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Table 1. Dates of CAPP finalization and first bid notice published in the respective FY.

FY 201415 | 201516 | 2016/17 | 2017/18 | 2018/19 | 2019/20 | 202021 | 2021/22 | 2022/23

Dete of CAPP 9 0 27 | 2 | o | B | 17 2
g 130ctober
Finalized September | ayqug | August | August | Augst | gy | duly July

Date of first Bid 12 20 6 16 14 14 2 5 9
Published December | November | September | August | August | August | August | August | September

Source: File Records of LMD, MD and e-GP Portal of PPMO; www.bolpatra.gov.np

ii. Establishment of the CAPP Monitoring Committee (CAPP-MC): The CAPP Monitoring
Committee (CAPP-MC) is a team-based initiative established in 2017 to monitor
procurement progress and resolve bottlenecks. It was established with technical support
from the NHSSP to enhance procurement capacity in DoHS, with the provision of
submitting their progress report to the MoHP. The CAPP-MC has been conducting
periodic monitoring since its establishment, revealing improvements in procurement
execution.

Table 2. Efficiency of CAPP execution.

Value in NPR Million

FY 201718 201819 201920 202021 2021/22 2022123

Vaue |% |[Vaue |% | Vaue | % | Vaue |% | Vaue | % | Vaue | %

Total Planned
Budiget 2,12855 1576.78 2,19%5.12 143376 283524 123155

Procurement
Initiated against
Planned Budget 236787 |868 (156508 [993 |249709 |893 (137356 (958 (283524 [100 (1230.75 |99

Planned Budget
of Contract
Signed 215634 |790 [141159 (895 |196740 |704 |1057.38 (737 (245378 (865 |1,14367 |929

Actual Value of
ContractSigned (160618 (589 (120316 (763 |1,78548 |639 | 837.78 |584 |193297 (682 | 9437 |775

Source: Annual Progress Report of CAPP Execution, DoHS
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This, along with one-stop discussions among division heads, has led to improved DoHS
procurement capacity efficiency (Table 2). Progress and efficiency in procurement have
been reduced during the COVID-19 pandemic (FY 2019/20).

Standardization of the procurement process through the use of e-GP: Electronic bidding,
or e-GP, is a web-based portal for bidding on public procurements, managed by PPMO. It
covers bidder registration, planning, e-tendering, evaluation, and contract management
mandated for government procurements. With the introduction of the PIP in 2013/14-
2015/16, LMD/DoHS started standardizing the procurement system using e-GP phase I.
Until FY 2016/17, LMD used only e-GP Phase I. In FY 2016/17, the system accounted
for 99.43% of procurement through e-GP 1, i.e., offline bidding.?

In December 2017, e-GP Phase Il (online bidding) was fully implemented in LMD
bidding procedures, providing training to procurement officials and support desk services.
This led to 83% of bids in contract value processed through e-GP in 2017/18, making it
an institutionalized standard practice at DoHS. Table 3 shows the progress attained using
e-GP.

Table 3. Use of e-GP in procurement.

Value in NPR Million

FY 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23

Value % Value % Value %  [Value % Value % |Value | %

Contract

Value 1606.18 | 100 [1203.16 | 100 [785.48 | 100 [837.78 | 100 (1932.97 |100 954.37 | 100

Use of e-GP [1329.75 B2.79 [1176.70 (97.80 [L776.17 |99.48 830.93 (99.18 |[1913.89 [99.01 [857.28 [89.83

Non e-GP 276.44 [17.21 |26.46 |2.20 9.31 052 |6.85 0.82 19.08 [0.99 |97.09 |10.17

Source: Various Years CAPP Data of DoHS

The e-GP system is now a regular practice at DoHS, and the skill has been transferred to
the provinces with four trainings conducted in 2021. The result has been seen, for
example, in the Madhesh Province, e-GP bids at the Provincial Health Logistics
Management Center increased from 3 to 33, while hard copy bids decreased from 18 to 4
(Procurement records of Madhesh Province 2019/20 to 2021/22).

Coding of Standard Technical Specification Bank: A technical specification is a legal
document required for procurement management initiation. The Technical Specification
Bank (TSB), operationalized in DoHS, contains standardized technical specifications for
pharmaceuticals and medical equipment. Designed in 2012/13 and updated in 2017/18, it
is available on the DoHS Management Division website. Before the TSB at LMD,
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medical goods specifications were developed by divisions and centres using existing
specifications and internet or supplier information. No written standard procedures
existed, leading to delays in procurement and numerous grievances. The procurement unit
had to develop and collect technical specifications every time, causing issues. The TSB
saved time by providing standard specifications for medical goods procurement, enabling
faster, more efficient, and more transparent procurement. However, it was not used
adequately by the concerned divisions due to the dynamic nature of the market,
technology, and user levels.

The NHSS prioritizes TSB and the coding of specifications. Therefore, we redesigned the
TSB in October 2017 to make it dynamic and user-friendly, with a standard code and
template for medical goods. The TSB is used for bidding medical goods in DoHS and
other PEs, with 1,421 technical specifications. In 2020/21, 117 COVID-19 items were
added, and by October 2022, over 1,700 users were registered and over 40,000 downloads
of specifications were recorded (TSB Admin/DoHS, as of October 2022). The
institutional practice of using TSB enhances procurement transparency, time-saving, and
bid evaluation, promoting compliance with standard medical goods, quality, and V{M.
Tables 1 and 2 above illustrate the efficiency of the earliest initiation and maximum
execution of procurement from CAPP.

Grievance Handling and Redressal System: Grievance Handling and Redressal were not
given much importance in the health sector. Like the issues of the unavailability of free
medicines and poor-quality equipment, bidders and suppliers used to have grievances
regarding procurement processes. In 2017, the DoHS endorsed a concept paper and
developed a web-based system in 2018-19, enhancing the capacity of DoHS-MD
officials to use it. A dynamic portal was linked with the MD’s website, making it
accessible to public users. The system handles public grievances in various categories and
dates, providing reports as needed by DoHS management. The DoHS published the
annual report on grievances received and resolved on the MD website. In 2018/19, 55
grievances were handled, and in 2021/22, the total recorded is 16, indicating an
improvement in efficiency.

Procurement Clinics: Procurement Clinic is a virtual platform for health sector PEs to
address procurement and contract management issues related to medical goods. Initially
implemented in 2017, it provides advisory services to decision-makers. In the initial year
of FY 2017/18, the clinic helped resolve 119 procurement cases. That decreased to 60 in
FY 2018/19, 33 in FY 2019/20, 27 in FY 2020/21, and 33 in FY 2021/22, indicating
increased government officials’ understanding of procurement procedures. NHSSP
Procurement Advisors and Specialists have facilitated on-site coaching and facilitation,
transforming the procurement clinic into a Knowledge Bank at DoHS. This pool of
government procurement officials provides advisory support to other organizations on
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viii.

procurement-related issues. The PPMO and Nepal Administrative Staff College have
provided a conceptual framework for the establishment of the Knowledge Bank.

Standard Operating Procedures and Guidelines: In FY 2017/18, two sets of Standard
Operating Procedures (SOPs) were prepared and distributed to all levels of health
institutions, covering medical goods procurement and electronic government procurement
operations. These procedures have been effectively implemented across government
levels, with support from procurement clinics at the DoHS and MoHP. The MoHP also
developed an Emergency Procurement SOP for COVID-19 response, revised the SOP for
medical goods procurement, and prepared SOPs for pre-shipment inspection and post-
delivery inspection, addressing the lack of quality assurance capacity at sub-national
procurement levels. The SOPs also address the devolution of procurements to sub-
national levels. SOPs serve as a facilitation tool for officials in procuring medical goods,
enhancing efficiency by ensuring timely execution, reducing grievances, and ensuring
quality.

Development of PIP and PPSF: The Procurement Improvement Plan (PIP) was
developed by MoHP to enhance procurement planning, implementation, and monitoring
practices. It was updated in 2017 following the commencement of NHSS and supported
by NHSSP, resulting in significant improvements. After the devolution of procurement to
the provinces and local levels, the MoHP developed a strategic framework, the PPSF, to
guide provinces and local levels in procurement and supply chain management. The
PPSF, 2022/23-2026/27, focuses on improving pre-bid information systems, increasing
efficiency in procurement planning, strengthening standard processes, contract
management, and quality assurance of procured goods. The PPSF guided the preparation
of provincial and local-level PIPs, and with NHSSP support, PIPs in Madhesh, Lumbini,
and Sudurpaschim Provinces developed. The PIPs were developed to guide sustainable
procurement and logistics management at local and sub-national levels.

DISCUSSION

NHSSP has been supporting health sector procurement activities since its inception, aiming for
the timely availability of medical goods, quality goods, fairness, transparency, and competition.
This has generated valuable knowledge and experience, which can be beneficial for future
government and health sector actions.

The CAPP is a crucial tool for integrating program unit requirements and scheduling
procurement processes. It ensures timely procurement of quality goods, but the lead time for
finalizing requirements is still long. Preparing the CAPP during the preparation of annual work
plans and budgets allows pre-bid activities to be done earlier. The Logistics Management
Section cannot make all procurement decisions, so the CAPP Monitoring Committee is a good
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example of how to expedite procurements. Periodic meetings and progress discussions are
necessary, and minutes can help resolve future grievances.

Standard bidding documents and e-GP increase efficiency, reduce mistakes and improve
transparency in procurement. However, e-GP lacks speciality features for all medical goods.
NHSSP aims to address issues like longer lead times, shortages, and cost diversity through
central bidding and local ordering. MoHP and PPMO must collaborate to establish its
application. DoHS has published technical specifications for medical goods on its website as
TSB, which includes 1,174 medical equipment, 130 pharmaceuticals, and 117 COVID-19 items.
These specifications save time, facilitate quality procurement, and make procurement processes
transparent. However, they need improvement to address technological advances and market
dynamics. MoHP should mandate using TSB for better procurement.

Grievances hinder procurement efficiency. A grievance redressal system can address these
issues by minimizing and mitigating them, requiring a wider scope and increased awareness
among officials and suppliers. Procurement bottlenecks in medical goods procurement can be
addressed through procurement clinics at DoHS, involving on-site coaching, SOPs, and
facilitation handbooks to improve procurement practices and quality assurance. PIPs and PPSF
are procurement reform roadmaps that enhance efficiency in medical goods procurement.
Emphasis should be placed on implementing these documents and guiding the government and
EDPs while developing activities in the health sector.

CONCLUSION

In Nepal, the procurement of medical goods is a crucial facet of efficient healthcare
management and service delivery. Efforts have been directed towards the implementation of
several improvement plans and activities, such as CAPP, TSB, e-GP, capacity building, etc. The
interventions laid out by the NHSSP were pivotal in achieving efficiency in health sector
procurement.
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Hybrid Annuity Model: Implications in
Nepalese Highways

Sabin Koirala™

Abstract: This research paper explores the potential implications of implementing the Hybrid
Annuity Model (HAM) in the development of highways in Nepal. Drawing upon existing
literature and case studies from other countries, the paper evaluates the suitability of HAM
within the context of Nepal's infrastructure needs and socio-economic conditions. It also offers
policy recommendations for the adoption and implementation of HAM in Nepalese highway
projects.

Keywords: HAM; BOT; PPP;

1. Introduction

Nepal, a landlocked country in South Asia, faces significant challenges in infrastructure
development, particularly in its road and highway network. The country's rugged terrain, limited
financial resources, and institutional capacity constraints have hindered the expansion and
maintenance of its road infrastructure, posing obstacles to economic growth and regional
connectivity. In the current context, investment in capital expenditure is crucial for the
development and prosperity of Nepal. Mainly, there are two problems: a lack of sufficient
budget for capital expenditure and a lack of government capacity for capital expenditure. Thus,
an increase in development budgets and capital expenditures has become a national challenge.
In developing countries like Nepal, it is very difficult to arrange financial support for the
construction, operation, and maintenance of physical infrastructure. Nepal needs to invest as
much as 10% of its GDP in infrastructure (currently at just 5% of GDP), which creates a USD
13-18 billion investment gap in infrastructure. According to the National Planning Commission
of Nepal, the financing requirement for achieving the sustainable development goal is estimated
to be USD 18 billion until 2030.

" Senior Divisional Engineer, Department of Roads.
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High-quality road infrastructure is crucial for Nepal's socio-economic development, facilitating
trade, tourism, and access to essential services. However, traditional procurement models have
proven inadequate for meeting the growing demand for infrastructure investment. In this
context, innovative financing mechanisms such as the Hybrid Annuity Model (HAM) offer
promising solutions to bridge the infrastructure gap and catalyze development.

The government of Nepal has made various efforts to implement public-private partnerships in
road transport infrastructure. However, due to various technical, financial, and market risks, the
private sector is not ready to participate in the BOOT model. The government tried to attract the
private sector in the following projects but did not succeed in these transportation infrastructure
projects.

1.1 Kathmandu-Terai/Madhesh Fast Track Road Project:

This was the first mega-road project with a length of 72 km and a four-lane expressway
intended to be implemented in the BOT model. This was a solicited project that was
identified by the government of Nepal. The first attempt was made in 2008 to call the
bidders through expressions of interest and requests for proposals. Three companies were
shortlisted for this project under the BOT model. However, none of them participated in
the Request for Proposal (RFP) stage, citing not having sufficient funds to match the
investment cost and profit, showing a need for viability gap funding. Again, the
government of Nepal published an Expression of Interest (EOI) notice for the PPP/BOT
model. Three companies submitted for the EOI, and two of them were shortlisted for the
RFP. In 2015, IL&FS was selected based on the lowest evaluated substantially responsive
bidder. No contract was awarded because of the reluctance of IL&Fs to implement the
project under the given conditions. The responsive bidder demanded a government
guarantee for minimum traffic. However, the contract was silent in terms of viability gap
funding, and finally, the project was bailed out. Later, it was given to the Nepali army for
construction and was fully funded by the government.

1.2 Kathmandu Kulekhani-Hetauda Tunnel Highway:

This was an unsolicited project with a length of 58 km and a four-lane expressway. The
NPB Company Limited was formed with more than 1000 promoter shareholders.
However, the company couldn’t mobilize the required finance from the domestic market
and tried for Foreign Direct Investment (FDI). This project also failed due to a lack of
funding and government participation.

2. Literature Review

The literature on infrastructure development and public-private partnerships (PPPs) underscores
the importance of innovative financing models to address the funding shortfall and enhance
project efficiency. The Hybrid Annuity Model (HAM) has emerged as a viable alternative to
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traditional procurement methods, offering a balanced risk-sharing mechanism between the
public and private sectors.

Infrastructure development, particularly in the transportation sector, plays a crucial role in
fostering economic growth, enhancing connectivity, and improving the quality of life for
citizens. Traditional methods of infrastructure financing and project delivery often face
challenges such as funding constraints, inefficient project execution, and inadequate risk
allocation. In recent years, governments worldwide have explored alternative financing models,
including public-private partnerships (PPPs), to address these challenges and accelerate
infrastructure development.

2.1

2.2

2.3

2.4

Importance of Innovative Financing Models: Infrastructure projects require substantial
investments in capital, resources, and long-term planning. However, many governments,
including Nepal, often face limitations in mobilizing adequate funds through traditional
budgetary allocations alone. Innovative financing models such as PPPs offer a
mechanism to leverage private sector resources, expertise, and efficiency to supplement
public investments in infrastructure development (Grimsey & Lewis, 2004).

Role of Public-Private Partnerships (PPPs): PPPs involve collaborations between the
public and private sectors to finance, develop, and operate infrastructure projects. By
sharing risks and responsibilities between the two sectors, PPPs aim to harness the
strengths of both parties while mitigating their respective weaknesses. PPPs offer several
potential advantages, including improved project efficiency, enhanced risk management,
and access to additional sources of financing (World Bank, 2019).

Hybrid Annuity Model (HAM) as an Innovative Financing Mechanism: The Hybrid
Annuity Model (HAM) represents a hybrid approach to infrastructure financing,
combining elements of both traditional procurement methods and PPPs. Under HAM, the
government provides partial financial support to private sector partners through annuity
payments, while the private sector assumes responsibility for project execution, operation,
and maintenance (Mohan et al., 2017).

Implications of HAM in Infrastructure Development: HAM offers several potential
implications for infrastructure development:

Enhanced project bankability: HAM's risk-sharing mechanism and government support
make projects more attractive to private investors, enhancing project bankability and
accelerating infrastructure delivery (Bhattacharya and Prasad, 2016).

Improved risk allocation: HAM allows for a more equitable distribution of risks between
the public and private sectors, thereby reducing the financial burden on the government
and enhancing project viability (Flyvbjerg et al., 2003).
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Stimulated private sector participation: HAM incentivizes private sector investment in
infrastructure projects by providing revenue certainty and mitigating investment risks
(Mukherjee et al., 2018).

Enhanced project transparency and accountability: HAM projects typically involve clear
contractual arrangements, performance metrics, and regulatory oversight, promoting
transparency and accountability in project delivery (Naidu and Arockiasamy, 2020).

2.5 Challenges and Considerations: Despite its potential benefits, HAM implementation
faces several challenges and considerations, including:

Regulatory complexities: HAM projects require a supportive regulatory environment and
clear legal frameworks to govern contractual arrangements, revenue mechanisms, and
risk allocation (Adhikary et al., 2019).

Financial viability: HAM projects must demonstrate financial sustainability and attract
sufficient private sector investment to ensure project success over the long term (Gurtoo
and Singh, 2018).

Capacity constraints: Effective implementation of HAM projects necessitates robust
institutional capacity, stakeholder coordination, and project management expertise within
government agencies (Sundararajan & Sen, 2019).

3.  The Hybrid Annuity Model: Key Concepts and Components

The Hybrid Annuity Model (HAM) is a form of public-private partnership (PPP) that combines
elements of traditional engineering, procurement, and construction (EPC) contracts and build-
operate-transfer (BOT) concessions. Under HAM, the government provides partial financial
support in the form of annuity payments, while the private sector assumes responsibility for
project execution, operation, and maintenance.

Key components of the HAM framework include:

Government involvement and support mechanisms: The government plays a crucial role in
providing financial support, regulatory oversight, and policy frameworks to facilitate private
sector participation.

Private sector participation: private companies are responsible for project design, construction,
financing, operation, and maintenance, bringing technical expertise and efficiency to project
execution.

Revenue model and risk allocation: Revenue generation in HAM projects is a combination of
annuity payments from the government and user fees (tolls, fares, etc.). The risks associated
with the project are allocated between the public and private sectors based on their respective
capacities to manage them effectively.

aRe wfeT, R05q



Long-term perspective and sustainability: HAM projects typically involve long-term agreements
between the government and private entities, ensuring the proper operation and maintenance of
infrastructure assets over their lifecycle.

4. Implications of HAM in Nepalese Highways

Nepal's infrastructure deficit poses significant challenges to economic growth and regional
connectivity. The Hybrid Annuity Model (HAM) offers several potential implications for the
development of highways in Nepal:

Enhanced project bankability: HAM's risk-sharing mechanism and government support make
projects more attractive to private investors, enhancing project bankability and accelerating
infrastructure delivery.

Improved quality and efficiency: Private sector involvement brings technical expertise,
innovation, and efficiency to project execution, leading to improved quality of infrastructure and
timely completion.

Sustainable financing: HAM's revenue model ensures a steady stream of income for private
investors through annuity payments, reducing reliance on government funding and enhancing
project sustainability.

Socio-economic benefits: Well-developed highways facilitate trade, tourism, and access to
essential services, driving economic growth, job creation, and poverty reduction.

Capacity building and institutional strengthening: HAM projects require strong regulatory
frameworks, institutional capacity, and stakeholder coordination to ensure successful
implementation, contributing to long-term capacity building and institutional strengthening in
Nepal.

5. Case Studies and Examples

While there are currently no specific case studies of HAM projects implemented in Nepal,
examples from other countries provide valuable insights into the potential implications on HAM
in Nepalese highways. Case studies from India, the Philippines, and Colombia demonstrate how
HAM projects have been successfully implemented to address infrastructure challenges and
promote economic development.

Case Country Project Key Features Implementation Benefits
Study Process
Eastern Access- Design, Build, The competitive Reduced travel
Peripheral india controlled Finance, bidding process for time and
Expresswa expressway Operate, and concessionaire congestion.
y (EPE) around Transfer selection. Improved
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Project NCR (DBFOT) basis Construction connectivity and
under HAM. commenced in May regional
Total project 2015 and development.
cost: INR 11,000 | completed in May | Economic benefits
crores 2018. through increased
The Toll collection trade and
concessionaire is began upon transportation
responsible for completion. efficiency.
design,
construction,
financing,
operation, and
maintenance.
Widening of
xisting r .
¢ . sting roads to - Improved traffic
six lanes under The competitive
- flow and reduced
HAM. bidding process for .
. L travel time.
Total project concessionaire
Kalyan- . Enhanced safety
. . cost: INR 1,200 selection.
Bhiwandi- Road . features and
. . crores. Construction is .
Shilphata . widening . . infrastructure
India . The carried out in .
(KBS) project in L S quality.
concessionaire is | phases to minimize .
Road Maharashtra . . . Facilitated
S responsible for disruptions.
Widening . . smoother
design, Toll collection
. movement of
construction, began upon
. . . goods and
financing, completion.
. passengers.
operation, and
maintenance.
Hybrid financing
structure
combining toll
Improved
revenue and PPP agreement L.
. connectivity
government signed between the .
between Manila
. support under government and .
Manila- . and Cavite.
. 14-km HAM. private sector
Cavite . . Reduced travel
expressway Total project consortium. .
Expresswa ., .. . . . oo time and
y Philippines | connecting cost: USD 1.1 Construction is congestion
(CAVITE MCa;\\llliz:eto b'.:.';:;n' Comﬁézid n Economic benefits
X) Project P : through increased

concessionaire is
responsible for
design,
construction,
operation, and
maintenance.

Toll collection
commenced upon
completion.

trade and tourism.
Enhanced road
safety features.
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60-km road
- . Reduced travel
widening project PPP agreement time and
under HAM. signed between .
. congestion.
- Total project government and
Widening . Enhanced safety
Bogota- cost: USD 845 private sector
. of the - . features and
Girardot . . million. consortium. .
Colombi highway . infrastructure
Road The Construction is .
L a between L i . quality.
Widening concessionaire is carried out in
. Bogota and . . Improved
Project X responsible for multiple phases. A,
Girardot . . connectivity and
design, Toll collection .
. economic
construction, began upon
. . development along
operation, and completion. .
. the corridor.
maintenance.

6. Policy Recommendations

To harness the potential of the Hybrid Annuity Model (HAM) for highway development in
Nepal, the following policy recommendations are proposed:

1.

Develop a comprehensive regulatory framework: Nepal should establish clear guidelines,
regulations, and institutional mechanisms to govern HAM projects, ensuring
transparency, accountability, and legal certainty for investors.

Strengthen institutional capacity: The government should enhance the capacity of
relevant agencies, such as the Department of Roads (DoR) and the Investment Board
Nepal (IBN), to effectively manage HAM projects and facilitate private sector
participation.

Promote stakeholder engagement: Effective stakeholder engagement and public
consultation are essential for building consensus, addressing community concerns, and
ensuring the equitable distribution of project benefits.

Prioritize project selection and planning: Nepal should prioritize strategic highway
projects with high economic and social returns, conducting thorough feasibility studies,
risk assessments, and cost-benefit analyses to inform project selection and planning.

The government of Nepal can do a trial to determine the feasibility of the HAM model in Nepal.
The trail road for implementation under the Hybrid Annuity Model (HAM) could be the Daunne
Tunnel Project. Connecting the city of Narayanghat with Butwal, a major town in the western
region of Nepal, this highway plays a crucial role in facilitating trade, tourism, and
transportation between the two areas.

Here's why the Daunne Tunnel is suitable for the HAM:
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Strategic Connectivity: The Daunne Tunnel project aims to improve connectivity between
Narayanghat and Butwal, two important cities in Nepal. This improved connectivity can
enhance trade, tourism, and economic activities in the region.

Cost and Complexity: Tunnel construction projects are often complex and require substantial
investment. By utilizing the HAM model, the financial burden on the government can be
reduced as private investors finance a portion of the project. This can expedite the construction
process and ensure timely completion.

Revenue Generation: Once operational, the Daunne Tunnel can generate revenue through toll
collection. Private investors may find this revenue stream attractive, increasing their interest in
participating in the project under the HAM model.

Risk Sharing: The HAM model allows for the sharing of risks between the government and the
private sector. Risks associated with construction delays, cost overruns, and maintenance can be
allocated appropriately, ensuring efficient project delivery.

Implementing the Daunne Tunnel project under the HAM model would require collaboration
between the government and private investors. The government would provide necessary
approvals, regulatory support, and land acquisition, while private investors would undertake the
construction, operation, and maintenance of the tunnel under a long-term agreement.

In conclusion, the Daunne Tunnel project connecting Narayanghat and Butwal holds significant
potential for implementation under the Hybrid Annuity Model in Nepal. By leveraging private
sector participation, the HAM model can expedite infrastructure development and contribute to
regional economic growth and development.

7. Conclusion

The Hybrid Annuity Model (HAM) holds significant potential for accelerating highway
development in Nepal, offering a balanced approach to risk-sharing, project financing, and
efficiency improvement. By leveraging private sector expertise and investment, Nepal can
overcome its infrastructure challenges, drive economic growth, and improve the quality of life
for its citizens. However, successful implementation of HAM requires strong regulatory
frameworks, institutional capacity, and stakeholder engagement. Through strategic policy
interventions and concerted efforts, Nepal can harness the benefits of HAM to transform its
highway infrastructure and unlock new opportunities for sustainable development.
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Specification of Goods

Er. Birendra Kandel”

1. Introduction

In simple words, specification can be defined as a statement of needs. It defines what the
procuring entity wants to buy and, consequently, what the supplier or contractor is required to
provide. It is one of the important elements of the procurement process. Inadequately or poorly
drafted specifications may cause the many potential bidders to challenge the overall
procurement processes and may raise questions about the credibility, efficiency, and integrity of
the procuring entity, which subsequently delays the purchasing process. To achieve value for
money, a specification should give clarity to the suppliers as to what they should offer. As
Terms of Reference (ToR) are used in the procurement of consulting services, specification is
largely used in the procurement of goods and works. Specification includes a description of any
requirements for inspecting, testing, or preparing a supply, service, or major repair for delivery.
A good specification is clear, concise, and based on actual needs. It should be in simple
language, free of vague terms that are subject to variation in interpretation. The significance of
developing specifications within the bidding document is to ensure that bidding is not restricted
other than to promote free and fair competition among the bidders. A specification document
shall be part of the contract agreement, and hence, it should be very carefully and precisely
prepared; otherwise, too many complications may arise during the contract management phase.
The purpose of developing a specification is to help the procuring entity promote the widest
possible competition and ensure value for money (VfM) while ensuring critical performance or
other requirements for the supply and procurement of goods.

2.  How do Specifications affect the procurement process?

The specification is an important document in public procurement. It is used during the
evaluation of bids to determine whether the bids are responsive. Further, specifications form
part of the contract document. A restrictive specification usually limits competition and

" Senior Divisional Engineer, Melamchi Water Supply Development Board.
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eliminates items that can satisfactorily meet actual needs. How the well-written specification
affects the procurement process is briefly described below in Table 1.

Table 1: Comparison between poorly written and well written specification

Poorly written Well written
Bidding o Discourage potential bidders. o Attracts qualified and potential
Process e Increase costs. bidders.
o May reduce competition. o Widens competition.
e Information omitted can lead to | e Clear and concise
suppliers making wrong specification.
assumptions. o Suppliers innovation.
Evaluation o Easily misinterpreted. o Easier to evaluate.
process e Complexity in bid evaluation and | e Sharp evaluation criteria.
quantifying the deviations. e Minimal possibility of the
e Protest by the unsuccessful protests.
bidders. e Less time-consuming in the
¢ Media attention. evaluation process.
o Justifies Value for Money.
Administration | e Unclear and inaccurate | e Well-defined and  precise
of Contract specification leads to claims, specification leads to more
disputes and poor performance control, less prone to claims
during the contract and disputes and easier
administration. contract administration.
o Deteriorates the relationship | e Healthy relationship between
between the purchaser and the purchaser and supplier.
supplier.

3. Types of Specifications

Broadly, specifications are of two types, namely conformance type of specification and
performance type of specification.

i) Conformance type of specification describes in detail the technical requirements of the
design, method of production, construction, services, and/or delivery.

ii)  Performance type of specification describes the outcomes results, or outputs required in
terms of business or functional performance requirements.
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Table 2: Conformance and Performance Specification

Conformance Specification

Performance Specification

Use of
Specificat
ion

It is wused whether a thorough
understanding of the requirements
already exists and there is little/no desire
for the supplier to innovate.

It is used where the understanding of
what is required in terms of
outcomes can be described. It
describes the ‘what’ is to be
achieved rather than a fixed
description of ‘how’ it should be
done by stating a minimum and/or
maximum acceptable output or
performance level.

Supplier
Innovation

The employer normally has a
comprehensive understanding of the
requirements and can describe them in
detail.

Effective at allowing suppliers to
bring their expertise, creativity,
innovation and resources to the
bidding process without restricting
them to predetermined methods.

Suitability

Works best for simple purchase of goods
and works, where there is a focus on
defining  specific  quantities and
specifications for requirements, unit price
costing, and specifics around the time,
place and manner for delivery and
acceptance. It defines the exact design
and details of the goods, i.e., the physical
characteristics (material or dimensions).

This allows suppliers to reduce costs
and passes the risk of both cost and
performance (supplying something
that works) to the supplier and focus
on achieving results. It defines the
task or desired result by focusing on
what is to be achieved. It does not
describe the method of achieving the
desired result.

Risk

The main risk of a conformance
specification is if the specification is
incorrect, such as the design doesn’t
function, then all the risk lies with the
Employer because they have specified
exactly what they want.

Performance-based  specifications
should be drafted such that suppliers
are allowed maximum flexibility
when meeting the requirements.

The choice of specification depends upon the many factors such as cost and time needed to
create specifications, risk sharing between the supplier and the purchaser, ability of the bidders
for innovate and the complexity of the bid evaluation which is illustrated in the figure below.
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Fig.1: Conformance and performance specifications (Figure adapted from Asian Development Bank)

4. Examples of Specification
The types of specification are described more lucidly by the following simple example of Covid

—19 Test kit.

Performance type of

Conformance type of specification e .
yp P specification

Covid -19 Test Kit Covid -19 Test Kit

“PCR Work Station [UV lamp; Laminar flow (Class 100 HEPA | 100%  accuracy  of
filtered)]; Vortex mixer; Microcentrifuge; Micropipettes (2 or 10 pl, | detection ~ within 4
200 pl and 1000 pl); Multichannel micropipettes (5-50 ul); 2 x 96- | hours...

well cold blocks; -200C (nonfrost-free) and -700C freezers; 4°C
refrigerator; Real-time PCR detection system; Nucleic acid
extraction system...”

As discussed above, the choice of specification depends on many factors, a trade-off between
conformance and performance specification may be suitable in some cases so that the
specification shall not be too restrictive and also allows some innovations from the suppliers. In
such case, a hybrid type of specification (trade-off between conformance and performance type
of specification) may be chosen, the example of which is given below.
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Hybrid Specification:

COVID-19 test kit

Real-time PCR detection system with Work Station and all accessories; nucleic acid
extraction system; offers high reliability is detection; Compliant with WHO standards and
guidelines for COVID-19 diagnosis; Compliant with 1SO 13485:2016.

5. Public Procurement Law of Nepal on Specification

Public Procurement Act, 2063 states in Section 4(1) that “Prior to procuring any goods,
construction work or service, a public body shall prepare a specification, plan, drawing, design,
special requirement or other descriptions thereof.” Further section 4(3) prohibits the use of a
particular brand, trademark, name, patent, design, type, origin or producer’s name unless there
is no other way of specifying clearly in an intelligible manner the characteristics of the goods,
construction work or service. Provided there is no other way than such specifying, a particular
brand, trademark, name, patent, design, type, origin or producer’s name may be specified, with
the words “equivalent to” being mentioned thereafter. Section 13(2, a) of the Act emphases on
use of “Technical Specification” in the Bidding Document. In the Section 25 (2), it is stated that
the bid containing minor deviations in the Technical Specification shall not be rejected, but
included in the bid evaluation with quantification in monetary terms of such deviations. The Act
allows a minor deviation of maximum of 15% of the bid price shall be deemed to be
substantially responsive and shall be included in bid evaluation.

Furthermore, the Public Procurement Regulation, 2064 emphasises that while specifying the
criteria on qualification of bidders or proponents of a pre-qualification proposal who participate
in the procurement actions related to the supply of goods, the procuring entity may specify
“Technical Specification of goods” as one of the major criteria (Rule 25, sub-rule 1). Rule 42 of
the PPR, 2064 states the matters to be specified in the Technical Specifications of Goods such
as, but not limited to;

o Plan, drawing and design of the proposed work

o Bill of quantities

o Relevant physical and chemical characteristics and anticipated performance
characteristics of the goods

o Technical configuration
o Details of the guarantee of anticipated performance and quality

o Whether the spare parts and specified services which are required during the life of the
goods will be available or not
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o If the goods may cause any environmental impact, such an impact and the measures to be
taken to mitigate such an impact.

o The criteria and method to be applied to examine whether the goods supplied conform to
the specifications outlined in the bidding documents or not.

Rule 62 (Rule relating to Evaluation of Technical Aspects of Bids) explains that the Bid
Evaluation Committee, while evaluating the bid shall consider Technical specifications and
operating and performance characteristics of key goods as one of the major criteria of bid
evaluation and the committee should fix the discrepancy (if found between the matters set out in
the bidding documents and the matter stated by the bidder in the bid) by computing following
the criteria set out in the bidding document.

6. Which Specification to Use?

A major question arises — which type of specification shall be used for a particular type of
Procurement? In this case, the most important thing that determines the type of Specification is
the nature of the Procurement. Conformance Specification or Technical Specification is
undoubtedly the first choice if we are going to procure the goods of which we have a thorough
understanding of the requirements and supplier innovation is not expected. The complexity of
bid evaluation associated with such type of specification is very minimum as we have specified
exactly what we want. Such type of specifications is suggested in most of the regular and non-
complex type of procurement as they allow to the achievement of Value for Money with the
widest competition among the bidders. The specifications offered by the bidders can be
precisely compared with the requirements of the employers and also if there are any
discrepancies, a monetary quantification can be made. An utmost care shall be taken during the
preparation of such type of specifications that they will not be too much restrictive as
provisioned by the Public Procurement Act. The only risk associated with the use of such type
of specifications is that if the product or design does not work, the purchaser shall bear all the
risks because the purchaser has specified exactly what it wanted. On the other hand,
performance-type specifications are suggested only when the procuring entity wants to allow
different options and innovations from the suppliers. Performance specifications are explicitly
used if the price is not a major criterion for the selection of a bidder because such specifications
cannot be precisely compared with the proposals of each of the bidders as bidders offer different
options with a wide range of prices. Such specifications are suggested only for the complex and
innovative type of procurement and mostly in the case of two-stage bidding. A trade-off
between the conformance and performance specification may provide a better result in terms of
the bidder’s innovation, competition, risk minimization, Value for Money and simplicity of bid
evaluation.
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7. Conclusion

Specification is one of the major elements in the Public Procurement. A clear and concise
specification attracts a greater number of bidders that allows the widest competition and helps to
achieve the Value for Money. Specifications communicate the requirements to the suppliers.
Specifications are written so as to not restrict bidding but to encourage open competition.
Specifications should not prevent innovative solutions and competition. As the mistakes in the
specification may affect the end users and undermine the strategic aim of the procuring entity,
care should be given while preparing the specification. The most important thing to notice is
that the specification should be clear and accurate as far as possible and should not be
restrictive. The success of the procurement relies on a specification being a true and accurate
statement of the buyer’s requirements.
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R.& TUHRISTARY U9 T WAt JearEs raudr

Y Jooid WUATAR Esh @RE ATTHT HATdae S 90T Standard Request for
Proposals Document T IRTHEIRTATENT Y& ANTHT <N g5 (™A Standard Document
(Time based and Lump Sum Contract) ELUREa) EEN

TR ST gt wEAnaT WAt qRASHTAT GRALTETATeT WEdTEsh! AR TET Biodata
Technical Proposal (BTP), Simplified Technical Proposal (STP) / Full Technical Proposal (FTP) Ly
& PR yedrEHer F UH BHREET wed w6 T T gHes Heeuee g
g | AHeg W] HABI AT Biodata Technical Proposal AT T IHTETATRT
YEdea fewa! se, et geeafsm wwhT sighis T B T GWg e, Taih®
fo@=or, ®T AN U T TG W Sied @rasdl HHI AN Full Technical Proposal AIRT
T BTP AT U9 U R0t Al IHEiETdd] 9569 T AT, B &&0d qaar
A, FHAHT TR, F1 Tgia o e Aeda 3 THI gy | ad T weaw
QAT HTHHT AT Simplified Technical Proposal AT &l BTP W1 U9 T@Cﬁ [EELUEA]
HATT HTAAITDR] FRBI, BT TGId T H1E A 99 T T |

.0 W I GRT TSR EREAT

qEE @E e, 08y #B S| o #B SuETE I Y WA FH UHATER
TEA T TREPTY FE 59 (%) AT ATdiHT A6 Selrs ad ahe AT Haw 3
A Joold AUATER ATAA Y BT GEEAHET B UH Geelar T qaEe e @ig
Qi WU T | ATEE L 6T SEET 4 G G Seoid WUHT T3 |

®) THYS A TSI (Lump Sum Contract)

@) qWIEg el (Time-Based Contract)

) T EARAADT ATEAT o 5 qrhier
o) WA AT wear

) Y gHF FfEE TwuwT gesar

Y Joold AUATAR Y, ] TEAdEeh! e 9U qoe qRrasfardrer Ta-
THTH T T qET Fafy qedr iR ga e [RSg T %™ WTAr Lump Sum Contract
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T T FEA Ul qUEE g WA T WHA FAT SEeeR! HIRAT W G Wed {H
T ORI § 99 Time-Based Contract S SaTET Y=Iei=dT ! g |

3. fe:

TEGHE @RE U9, R0&3 H UREgE ¥ Bl TET Q. IR 3R GEA T EWNE @RE
e, R08Y #1 UiegE € F1 AW &2 @ o3 qF0 AU AT GRESHT TEaTEs
YAEY WUHT | e @G UThl FEAeqM | Ewee @hE AR e,
Tegdl, SHMRINGT, SAheRdl ¥ Faaadr Yagq T faeadt oo fFaeql gsae
e GHHl ATHTH Uk B T AedHe aRgarasdr & qar F g ad
gell, qraefl, aEgg T faEge ST Wie 7% g W T Iood WOl gl a9y,
AENE FHEel WY a7 @REH! SHaedIad deid TRIadiieed! audl Avarg
T YR EEATS HTHERET qa%c] WG WHhamT GewRll g7 JHM daaT gHiad T
FAF! YAE T FAEHT GG I GEAEEEH A gFel WeAFH T Ahe FEdrEErd
FAle TRT WA T qAFE! A, AASE NG A SR T @ B
FFET I |

LRt
U GER, (R0€3), GEfsi @R U, 06 3, BIGHE!, HIT Fhae caaer amfy |

U WER, (06Y), e e e, 08y (GeiEaREd), wEast, B
forare saear gfufd)

Consulting Services Administered by ADB borrowers Guidance Note on Procurement, June 2018.
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el qUHT T | GRS U BEITH T AARH AEWE GREHT B GURET BHEE
WU U T @RE YOl T BIR SAAEqdT YHEST B bl a9 Gea @
forma é afif dwa o yierawea 9 S g9, @ weg Sesdl 93 adr e

AR EH] Tged MR agdel qe g |

AP @RE FA-aeaF-ad W (Cross Cutting Issue) T ETHT WHT a1 @WREHT T
qEEAT T AGH AAQUHT T WEwT FrEegdT w g aee yomell, S
T SR ®Twr ARTH 57| TEET JHEERArET Y frrreE S SR wre

T Hegd @ uouE B SHEE Bih-HiE AAIT T QURE B oW wadr| a9
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ARTGH EWE WRE TR G SR S8 AA-A AAe®d] STAl @RE
UERAT ASHH! fAMA ATWASE THST T UG EAAT T Al AT GURET SUHEE
TiEE T FAE TRUHT |

AN ATATAD! AT AT TAPIA SLIHT

WEAGF @RE UT 083 Bl TH1 ¥ SHISHS] Ae@me, FR w1 a1 qars fFEwer
TR ATy B U @REHT AN AHTTETE AT ATHA TAR I A2 € 5o
Y o THT G| eI qEsie GiE FIaAEe 08y B AW R o AR ATEA
IR &7 B IO FUEE U Qs § SEl GE Seiiarn] agedT, dat, GiEsh
7= fsbed, H A T AN THEH qET 90T Sl HEedrs A Wea qHuD
g AENHE FHEd AR ATHN IR &l EAER T W AEsie @RE A
Frad R TWaeT 37 FAaE AR A G0 Soad RS g | X e
GRE ATTAT BT BAqEH Ted H e T e Fufor vwwr g9 ake
e geoml wEvHE HEre afHard ®E T e @iEwT dm
ATA qAATHT ST bl G o i T wrwef Jarrn weeemr 99 s g

UFehT T ¥ T EIT HEfh! gHAT GeE Uk Wi SUAEEES] WG TH AN AT
T B W SR BIATT G wEedEEe WNEeTS Uh @i aq
HIEE a8 @G T I el éf@*_sgl BT Line Ministry Budget Information
System (LMBIS) BT Prarseneita soie € coaii= af Suiitiss fErsier $+ sraferes
T3Sl GH YA GgA PRI H WOl IHH AMCURT § T Ad Wl e Wodw
THREHT GAITAT AMGUHT & 9 T PRABA W8T USE HW aHEdl T Aee
FEIT NERIERT THERIS SEHT 3 AT AR TR AASH S S WA
I UF WeAmE ACEEE ardfd ar FeEnr s 9vd T emafiear ar fHer
TGS BTl AT A GRRTIET N U8 WU He e T Bt
qaw ga| hafs Fwie e 9d Femr g weraEer #oqar o
Mo FATIEEA AT Tl F |

AFIIT AEE GRE Frmamee® Fam 933 9o GeeEr T4 Saqaraed R
General Conditions of ContractM Terms of Payment 3f=a¥id Wcﬁﬂﬁ RRTAIRT KUK
T T eI TEE 30 A qeer e T Sewiiee I e et
Sfedgd TAT SATSTEHA AHT I oqaedl G | THAT sqaagqeael HRSasH! Special

Conditions of Contract HT Delivery and g?SFﬁTﬂ Milestone €& dla fararey gedl U] 3 |
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TR T e T ey W wAed qad WA SR B B SA faeae St
T €3 T EE e T afiwdeEd ad ST e T | TR
dEEdT Gl GREW THE e gq g A Sifew RAmT TR FH st
PramrarTET Har T ARSI @ wh-hE 9 @iE T g o B
e Femee g T @RE TR ARITHT 9%y HEH g1 AgAgAd Eg | aie
R fam 3 (%) & aReers g aaE T T wnhee 33 T ge
Fulasmaiars Rupmer soie aof@r T e Fueeerd 9d et ST a9 THRwT
Wgw 0 T Wb | G A GACIE SN GAReds U Fel ThUHl Hlh 9
T AAGE ATHEGA TS P HEAIATS LMBIS A1 e 3= |

FFMR Faw G0 o MR FRE! and JgAF TUR &l FHTHH T e S
T WU e ARSI ¥ el AR THUST HaEA AEeE AR qaR T
T A THR, A-AIIRAE FHhd TR T TR and A TR T
AHTHT | TRHIHIH B TS WG G FEHT A GE GERET T AE9TH G
RE e L (R o A D EANeE (< M k| ok e | B 2 A | o R 2 £l D R S MR 3
E TH AR YHEEE FliEd TS 99 gaedl g | fatve R amidier as
R TIT SUHTH] ST a1 HEERHT SATC IR &7 WS R0 el qieba!
TUEHT HATIRAT T T AT T s THCAT Abah! F TR [ehraer qrebeh!
TTATS a1 AN AT qFel [GUHI TTAIHT ATIRAT THI T B9 TS SfaT @ HIEHT
AN @™ T qEgE AT [T JHEaE Thd TRSTI sdaedl g | el
A EHT Hel THIAT TS [FWNTHT g, wa [T 0 WHT | 95
T TR AEEE WUET ey 9 Wad! TR oY 9RUE AOEd qudh o |
el W9 SEE e WL MR vty dreht S e qard qur st e
ot wereEEer e 8| FeA SIERl o ANE SRl ae e J
72 ARG AeHET G T AT dEel HIYETE AUl R SAIGAA T AR
ST N Afd FamEEsd gaT | TR Ta WuET TR suee W ¥ A sEearr
a1 ol yHEEE a1 S-FE Fuiamd Fuigare are dEer aeer A ATH
T aedeEE afiuET G| AR AEE TS A S EhT e Eh! qHT
TE gdaare @nd 9o T |

TAAHHST ARG ATAA TAR &1 G- AR TR waTH] A=A W Ta)
THT 9 waer | 9 W ORE g1 q B B BIEE 0 A4 80 GSM or
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Higher, Pen 1SO certified = =&Y &+ FTierIaé Wew@gHa 00 CCHl ¥T g4 Hare
Y00 CC HI =e" el safhid AETHds ATARAT HIAUHAH] AR TaR
T FTATIEER TIE UHAH! AHMAHT GREHT U S FEF WS Albeg | HE
HACAT FH GHM AT Bid TAEB! FAN T G 9o WA AUETS e | Sted
YRR A qrah GREAT U BT B GAE UEshT GEEh qar qed @ng T
F TR 99 Ar@E SN WE e W Bl U BASHT | B Sue SuiTddh
ARfFFa T 9g T @RE Tl F9 S @A dieusr b % 8 ww A
GREEE  AECIFHANT Soede MR WEREHT gy, Sid aee dTeg, s
AEAIHA ¥ TURTRHTT TR @RE YBRAT e deTsd ovard adl sfdeg | Fear
HATIHT GNE UAHT AHUHT AEIHAHI G0 T aEd ATHEHT [GIee  SHae
*RUEE T T WS TEHH I | WAE Ted AGIEIAS @ Bl Qv
gig FoaEediar gar gagd (Rogs) W Fow qyW # 99 T W@ @RE 94T
FACIH T T ¥ TWHN GG ¥ GAEAH] Al deeqs @rg Jqia T
FECTT g GRE FHERTRT T T g2 HEaeaaid TRUHT Gl FeT T @
WHUHT TG BTTATA Gosia Rl TEaasnd s asEd o+l g |

TEY AR AN ATAA GEIT A IO QAR AR AAeeEd e
TR THT MU el THTHIOH qo7 G¥aead IUAY Yareh] BIIen\Td gdabl AT
TR AT el Sgaeel g | Iae qardh! f[av qeaad aeeee MaHadl SeRhee
F B REER TOHT o Aifg® T T9WT a1 WU AH TR qaR T e
WA ovgg | AT U BTN AT 8Y BTNTd dEe [HaiEE e A Aaed|
all

TEHT AT T TWHR GI@T U 200Y HI TR 93 o TAHT qeeT ATFT T
o % O w7 A AW e MAR T cHEer Rl gl 99 T dgdd
T3e Frmr el sEwE W T T8 TE TFd T 0@ e s
TAcAH! fSea T ARl THE TN T a1 T Geh! JTHE Tihd TH T
TUE WM T 9= Bfaer g7g | Figa e Rgaars SR A= 8 9 g5 BIawl
AT ANFCAT Uiegeell HITAH oqaed] AN &g | [uiasbdien! FARTHAS ATIR A&l
T THE Sea Afg@W=aT T T@dl Y@ AARTHAAT 9Hd A g | T
TEH! AATAH AT TEHT TN T T THI FAAIEES Nedl T FART T
T U Fd B GG | O G GET FEACIEE FA A B AT TEA A g
g 29 TS FEEAN TE TH T gE FEmal cwEed o weae aust g
F s w Faiaer ¥ T aHen B 9 9wl Tat B aersE
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FAITDH! R FVAEEE, ATHAEE, [Ahcusedl TAE FAhauar A ey
fHeBTelt Tt HITTHT GHE TEHR F@le Wl g | WY TEGHT AATFH AN AAH IR
T a4 @ B T B gedty 5 Sl o= e gl oA s e whe
T FEAIT Bl MHEEEd &Ad T+ qaR T adr faqars aa €96 demaras
T YU S@ed o g WO qearad] AAIacls Hel eadFH HH T AR W
g |

BRETHT FOT T TEIH:

Hd WHB! REAT AME GRE A T Bid THABT REH @REH! TR T30
o Fererer e BT SR g A @i e o o o weae e
TH FIAET AET AAY T G AT AT ARSI @RE & A1 AqfH T HUS
THANET SET THAD! WRE & @REH! TRl qIR Tqus qd1 Fa| © o aifis 290
g TUAET T T @RE AT WAl AR i AR s aiftie wriw
TN ol TAR & AT 1S auar T aifies @G Ao TR o9 eaaedT T
Pl WA TR WUHI A% GRE AT U U Wi AT AiiE Tl s
AME HEFHA A0 IO T d T qqH Bl T A AATIH TSETAT sqaedT
@A G| WY TEFd FEFE A G TH A WATET FAGHT TR AUHT A1
GRE ST GRS T T d AT T &l ANHD U U Tid didsd Hraiad, S
TN <@l o= BT T WENHE GjE T BT Toraqu e g | aed
T AMGF HEE adqr B IOETcg U9 R0E | 9HT TIRUHT § S9HT ThT &
H TOC YEAET T FAhA Arqld YEAad T9c qdT BABHGT HABAD] AT AL
T IUAfCH FFITEAAT AT Uidaae, ATqERNT HAeqd [Feqa Aedzd, 99, g5 qor
fevTeTaed A TS aaTerdl RS, S A AT HAaaTh] GHaameT,
GRE TEASHT qdr altd @RE Al T ARNEHT AUed Jidhaed! [uaar @
SAGHE AgFT a1 Feiel qbdl AHHD! U gahd T bl GadeT 79
HAGHEA YF THOT cHeEd g1 W TE 90 FN JULH § T H GRE TRASHT a9
AMiH GRE ASATATET ARMH 4B BN T AR THHT AR AEEAH T B
TEATE U Aol AT T | TAY TARId BITHT TS AHT SO @iRE ST
TR T T A F qX GRE AGArE LMBIS W AR TRuET g | S
FeEEd @RE AT [Jgda @RE YO aeda HEH T4 gedrd &1 /A T W
ot zomef Belier ¥ew T AT Aot gl AR Pt aee e G g ¥ aia
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THIEH G g HHAICEEATAT TG AEH GH-aTH] 9 qeard § g Aaaal
FIAH] AMATE TFCAEH] GHET AT T g Gohbl G | @RS AT e
RIS avaT J9H! UH & O T USRI & 99 AFBIMAY TIHT THEHIRAT HHAAR |

ARSIH! FHATAY e I qFe=ga:

AR THATE T WNE G Hed giaer B Teege, geeiar ave
AT T AT TS AAT | AEHE WRE FIAEA R0&Y B FIH 90 A WieEEE
T A IUASY g AT B ALHAT M AT B W T AR qHAE e e
AT ST g |

i T e wed gET, FId, STeErEr InEdT 99 qedl GRd A T
AATAHT T A=TTE T F G GG ATGH WASHBT ARl WA T Fel G
LA TH A AT | SR €A qeel gaT, [, SeEr Seaee o
A TCHI AT SHH! URANT T Wl S WA WU ARdEd gal, [, AreqErh
TRATEEAT gl A7 ! AT ATAN T Aiobrg a8 arediasd ARl T AT T
Gt F HERET Y| AT T AT TN AT AIAETA €A e 3
IYAH g A1 g MHE A T @R ¢ el a9 caaeddy ey
BRI HIET o g | TGN AT BTALATH FFH 40 HilaHb] T8 g
o AR asg | F FEme TR B Ie@ee GRAT AfET T T B HEEE
TEI TG FE Gl gEET AilBUST AT IUAsT g Wl [l ardraor
TSI J GO e O Foaar g% g qaedn el qRaeE g |

F AT GEIR T B HA WG WA 0T T 45011 [&EEE Critical Path Method
(CPM), Program Evaluation and Review Technique (PERT) ST€dTl fafer U i gafd a9y,
ATAMD! AEAAHAT, IJTAeH qed TLATE, ATSAHRT Acadl, FaTHas &aadr, TR TR
fafer Sear B T A E | AT SUTAT G R g At anteaT 9%
T G T T A G el Adbels Bl Ul TRebl Goaeal e 5 %l qeast
AT O qRERICRT ST O WG T T S A A 9 e |

AYT THEG qAT BAGEIET THAT A A(pT T GEI-gHT:

e @E FoaEeier Faw 43 9 aied THRETER g9 SRS qEe
T AN g T AFT AN A HA IR A ureT e A @
S wa d AU ARSI AT AUl A9 U T S SHed
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I BT AR .Y Wiaerd ford wel TE 0| 9T 8l AN ATAA AT 98T
oS WA T (HeAdIaTs. FeTadl =T 9l AT ATaRAT Teard e JiaeTdes! o=
W qE Fbew wrfaaers g awe B wwe e aha g ge deadddl b
Bl qX ASAAT BrTaEE Bl U Aedd ST g5 gierd o o A wfdera for
Tl AAICTHT AITHT .Y U T AN T THT Ueeg | Sgiead ©IE Sl
AP T8 W gell GREHT =g e ffer o gor e SEEd dEeasd 9 g
AR S 3 wend A O T A @iEE SEMa @R a) g g wifed
A @i 9 gfde qE g T See WeEa ki s g S A |
GREIEHT TAHT AT THH FHRH T HATeE AeTHier TH! a8+ |

JOUY AT F BB A A HAed or? WEWE @RE HEHEe’ 08y B FHaA
Y3 W TEHA AN ATAMH! HH! G| TEHA AN ATAMH ARG ATATD! AT
qfPTaAlT Wed awdlg T T faWe dledieeadd SISl g7 A6 Fd AN
ATAMATS AR ATAMD! TEIHA T @RE @ FAe T JASHHT A B Tqa 9=l
TE TRUHT G| dF THAT AAIAGFI-4 HESAH! bid data sheet AT AT STHIA
(hH QFITSAFT TYTAT "2 to 3 percent of estimated amount excluding Value added Tax WX €€
T ORGH G T TGAT AAGFa-dl HESAH] A qaedq] FHawaEeicl sl AqnTd
ATAAH! FEAT AT U THH AET G HAEARAT geg AErerad e e |
AT S BN SAeAEide ae Ui WIEeled o WA NI ATHE
G BT ARFTHT ATAH T Ged UEANHH] ATAAAE G TgeT AT BEl
WHUST | T AITGH AT AEH TRUHT ATH] VACACHHT THHBT  ATAHT
TATA THAG AN T ARGHT TG | S AERNE TUH 6 7 W Gy @€
FITAT AT b I SHFERAT el B0d Tibe o 75| a9 fmgend
HAT A A AUl FREAA 99 T 96 9ed g1 TEed AN AgAe
AAIA AEH TSI HAFEAeH ATH] HRA 30 FAOT F¢T WIEaT AAqA AT
AUATH] ATUR qed HIITH TE A6 ol 3§ |

A BT EAE SEFAHT FA L, TG A G G| UAb! T 43(9) BN IIEH
() o WA HE TFAET THAT AATAH Fad qgHl qF Giaed e W g |
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be inclusive of vat ¥FUHT | T3S HIHTAS ATUR AW TIR U eIl T Tl
TZ THA AAUARFEE] BHRIATH Fid Al ol 9H] AR A bl a7 Ie
T | AT SRR THHAT BT WS S Heierus ! qU U g BT T
AT BAA AN ATAH] T TATATE GHSA b THIBH e |

PR faed aRE el Hiaud SHaear Jumeliel I0ET T HEEIET ST
THH AEGIH] T A4 Bl TNReh! &g | AiHga! AT qe Afqer Fepre i
Afgaar TiaeTdl WEEH TR WO HENE B UH SNEEEH A G
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& @b sgaed Wl g UEH 7 FHE 9 BRI g g, e aTed
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Public Procurement in Nepal:
Problems and the Way Forward

Ram Bahadur Shah™

1. Background:

The Constitution of Nepal has made legal and structural provisions to guarantee good
governance by ensuring equal and easy access for people to services and facilities delivered by
the state while making public administration fair, competent, impartial, transparent, free from
corruption, accountable, and participatory. The Public Procurement Act, 2063 (B.S.) and Public
Procurement Rules, 2064 (B.S.) have been enforced as a legal framework to make the processes
and decisions relating to public procurement much more open, transparent, objective, and
reliable. To obtain the maximum returns on public expenditures economically and rationally by
promoting competition, fairness, honesty, accountability, and reliability in public procurement
processes is another objective of making these legal provisions.

The Public Procurement Monitoring Office (PPMO) has been established as the institutional
arrangement to maintain transparency, accountability, effectiveness, efficiency, and economy in
Nepal’s public procurement proceedings.

Various directives, such as Directive relating to procurement through E.P.C., 2078 (BS), Public
Procurement Monitoring Directive, 2079 (BS), and Directive relating to e-GP Operation, 2080
(BS), have been enforced by PPMO to facilitate the procurement proceeding. The work of
PPMO can be made effective by providing adequate means and resources. Thus, the
institutional capacity of PPMO should be developed to make it more functional.

2. Critical Analysis:

Ensuring good governance in the public procurement system is the major responsibility of all.
Preventing corruption is a big challenge at present because Nepal ranks in the 108th position out

" Administrative Officer, Gorkhapatra Corporation+
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of 180 countries in the Corruption Perceptions Index. According to CPI 2023, Nepal scores 35
out of 100, which strongly indicates that she has serious problems regarding corruption. “Failure
to make public services, especially procurement-related services and other services of direct
concern to the citizens, completely online” has been considered a major problem by the
Fifteenth Plan.

2.1 Electronic Government Procurement (e-GP):

PPMO has established a centralized electronic Government Procurement (e-GP) system for
nationwide public procurement management. The status of digital literacy from the perspective
of e-GP operations among stakeholders is not satisfactory. So, it is a critical issue for public
entities and the PPMO regarding the operation of the e-GP system. Easy access to the internet is
needed for implementing e-GP effectively. An emphasis should be given to the development of
ICT infrastructures to make public procurement proceedings faceless and paperless.

It is a bitter truth that information that is public is kept secret, and information that is kept secret
is made public. The fundamental rights of the right to information (RTI) and the right to privacy
must be guaranteed. Mobile apps and social networks can be utilized for updating information
regularly. The Public Procurement Management Information System (PPMIS) can also be
implemented effectively to make public procurement more result-oriented.

2.2 Human Resource Development:

Human resource development is a key aspect of the proper functioning of the public
procurement system. There is a need for the development of human resources for public
procurement management by arranging training, seminars, workshops, etc. for public officials.
Training programs relating to the e-GP system should be targeted at the public entities that carry
out massive procurement. It is better to conduct procurement-related training online. Necessary
arrangements must be made to implement the principle of 'the right man in the right place at the
right time' in public entities. The knowledge, skills, and experiences acquired by the retired
manpower of civil and other government services can be utilized in public procurement
management. The contents can be included in the syllabuses of universities as a specialization in
procurement management. The experts in procurement should be acquired as permanent staff to
develop professionalism in public entities. Professionalism is lacking in bidders, which affects
procurement adversely. It should also be taken into consideration by the stakeholders. The
mechanism can be developed to give expert advice for the solution of practical problems faced
by public officials in procurement proceedings.

2.3 Green Public Procurement:

According to the OECD, “Green public procurement (GPP) is the public purchasing of products
and services that are less environmentally damaging when taking into account their whole life
cycle. GPP is part of a broader sustainable public procurement agenda that addresses economic,
social, and environmental concerns.”
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Constitutional Provision regarding GPP (as stated in the Constitution of Nepal):

Article 30. Right to a Clean Environment: (1) Every citizen shall have the right to live in a clean
and healthy environment.

(2) The victim shall have the right to obtain compensation, in accordance with the law, for any
damage caused by environmental pollution or degradation.

(3) This Article shall not be deemed to prevent the making of necessary legal provisions for a
proper balance between environment and development in the development works of the nation.

The concept of green public procurement should be applied in the execution of development
projects such as the construction of roads, airports, etc. for sustainable development.

2.4 Project Management:

The area of project management should also be taken into consideration. There is a growing
problem of cost overruns and time overruns. If the project is not completed within the time
frame, both cost and time will rise. Public entities should propose budgets for projects that are
listed in the project bank. The practice of excluding budgets for any project beyond the project
bank should be strictly applied. The practice of conducting ongoing monitoring and evaluation
of project outputs should be introduced. To make the monitoring and evaluation result-oriented,
the stakeholders should conduct the monitoring and evaluation using modern techniques. The
project management information system (PMIS) can be developed to conduct monitoring of the
projects implemented. The sunset laws can be formulated to implement national pride projects.
There is a problem with land acquisition and EIA in the implementation of projects. Appropriate
legal provisions need to be made to address these issues.

2.5 Tendencies:

There are lots of problems in the procurement system in Nepal. Weak implementation of
procurement contracts is a serious matter appearing in the procurement process. There may be a
tendency to carry out direct purchases by slicing the cost estimates into pieces to limit
competition and adding work through variations. There may be a chance of preparing
specifications to be matched only to certain construction entrepreneurs, suppliers, and service
providers. It is necessary to take steps to control these acts. The chance of cartel and corruption
through direct purchase can happen due to simple procedures. So, such types of matters should
be taken into consideration. Corruption has been increasing due to the lack of an effective penal
system. Thus, a culture of reward and punishment should be developed. The lack of complete
compliance with the procurement laws has become another big challenge. The activism of
oversight mechanisms such as the Commission for the Investigation of Abuse of Authority
(CIAA), the National Vigilance Centre (NVC), the Office of the Auditor General (OAG), and
the Public Procurement Monitoring Office (PPMO) is needed to make public procurement more
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result-oriented. The National Planning Commission (NPC) and the Ministry of Finance (MoF)
have a pivotal role in the planning and budgeting systems in Nepal.

The Financial Procedures and Fiscal Responsibility Act, 2076, and the Financial Procedures and
Fiscal Responsibility Rules, 2077, have provisioned to propose necessary sums based on
procurement masterplans and annual procurement plans. Public entities procure goods,
construction works, consultancy services, and other services without approved masterplans and
annual plans of procurement. There is a lack of continued monitoring of the public procurement
proceedings. Continuous monitoring of the public procurement proceedings by stakeholders is
necessary. PPMO can conduct monitoring of the implementation status of the public
procurement laws through visits and documentation procedures.

According to the Financial Procedures and Fiscal Responsibility Act, 2076 (BS), “a chief of
department or a person-in-charge shall be required to enter into a performance contract with the
secretary, and a chief of office or a person-in-charge with the chief of department for the
execution of the budget and programs.” Public officials could be awarded a prize if they have
achieved extraordinary performances in the execution of such a contract. The execution of
procurement plans should also be linked to the performance appraisals of officials of public
entities.

There is a trend toward selecting bids with the lowest price, but the quality aspect is neglected
by public entities. The procurement laws should focus on the costs as well as the quality of
services. It is necessary to make the procurement system easy, smart, technology-friendly, and
development-oriented. The PPMO could issue necessary manuals, directives, instructions, etc.
to systematize the procedures of the public procurement system. The recommendations relating
to public procurement provided by constitutional bodies could be followed in procuring
construction works, goods, consultancy services, and other services. Only need-based and
timely public procurement can contribute to development and nation-building by utilizing
public expenditures properly. Thus, the managerial capacity of procurement by public entities in
procuring construction work, goods, consultancy services, and other services needs to be
enhanced, and equal opportunity for bidders and proponents to participate in public procurement
processes could be ensured. There should be proper coordination and collaboration among
stakeholders at all levels to make the procurement system transparent and free from corruption.
The most important factor is the promotion of integrity and ethics in exemplary procurement
behaviours.

3. Conclusion:

Public procurement is an integral part of public financial management. More than 60 per cent of
the annual budget is executed through public procurement in Nepal. The maximum returns on
public expenditures can be achieved by implementing procurement laws and international best
practices effectively. The public procurement laws are process-oriented rather than result-

@Rg a, 3059



oriented. The development partners comply with their own procurement guidelines to conclude
the procurement contract. Therefore, the Procurement Act and Rules need to be amended as
universal procurement laws. It is necessary to formulate procurement policy as a national policy
document to make the procurement system well-governed.
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