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"There shall be Royal Audit Authority to audit and report on the economy, efficiency, and
effectiveness in the use of public resources."
(Article 25, The Constitution of The Kingdom of Bhutan)

VISION

A credible Supreme Audit Institution that promotes value for money and good governance
in public operations and contributes towards achieving the societal aspirations of
Gross National Happiness.

MISSION

RAA is an independent constitutional body which contributes to accountability,
transparency and effective service delivery. In the service of Tsa-Wa-Sum (the King,
Country and People), we audit without fear, favour or prejudice and provide timely, reliable
and quality audit services to assist effective decision making in the public sector.

RAA CORE VALUES

TEAM WORK: We believe in team spirit
and diversity to unleash our full potential in
achieving common goals through

respect, trust and support.

PROFESSIONALISM: We perform
quality audit services through dedicated
and competent work force conforming to
auditing standards and best practices.

INTEGRITY: We are independent,
honest and incorruptible in our conduct
& remain impartial and trustworthy.

ACCOUNTABILITY: We are
accountable for our own actions in a
similar way we propound

accountability in audited agencies.

TRANSPARENCY: We are transparent in all our dealings and actions,
and promote culture of openness and submit ourselves to scrutiny.

AUDIT JUIRISDICTION

Ministries, Departments, Divisions, Units,

« Political parties

Dzongkhags, Gewogs, Thromdes, autonomous bodies, « Any Entity or Activity upon command of the Druk

foreign-assisted or special projects

Zhung Dratshang, Rabdeys and all related institution.

Judiciary and Judicial Bodies, Legislature and related
institutions

Constitutional bodies

Defense and Security Services

All corporations, Financial Institutions including the
Central Bank and their subsidiaries.

Gyalpo

All entities including non-governmental organizations,
trusts, charities and civil societies fully or partly
funded by the government; whose loans are approved
or guaranteed by the government; and

Any entity whether private or public engaged in
extracting, processing, trading and mining of natural
resources of the State.

Not withstanding the provisions of any laws relating to the accounts and audit of any public authority, the
Parliament, by resolution may direct that the accounts of such entities be audited by the Authority.
(Section 91 ofAudit Act 2018)
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EXECUTIVE SUMMARY

Government procurement constituted 40% of government expenditures for last five years
(2016-17 to 2020-21). In terms of its contribution to country’s economy, it accounted for
10-15 per cent of GDP on average. It constitutes a significant market and an important
aspect of country’s economic growth.

Procurement Rules and Regulations (PRR) renders basic structures and processes for
organising government procurement. It had undergone series of amendments since it
was first developed as a separate Procurement Manual in 1988. Despite numerous
amendments, the PRR is yet to render an efficient system capable of reducing
administrative red tape and costs in government procurements. With limited progress in
e-procurement with the development of eGP, the strategic focus in government
procurement is almost non-existent whereby the government is far from leveraging on
digital technologies in integrating all processes of procurement. The existing processes
are the legacies carried forward and have reduced relevance and applicability in current
times when options of ICT technologies exist for transformation. There are numerous
areas where continuity of old processes result in duplications and redundancies, limiting
the ability of the government to embrace transformational changes.

The other issue in government procurement is the inability to ensure quality standards
and mismanagement of public funds in the procurement of goods and services.
Numerous issues of excess payments and compromised quality in the provision of goods
and services continue to persist across procuring agencies as reported in successive
Annual Audit Reports. Besides, range of non-compliance issues that have potential to
undermine the fundamental objectives of government procurement continue to occur.
Thus, the lack of strategic approach in integrating government procurement to
consolidate processes and facilitate innovations, and inability to ensure quality of
deliverables have become impediments in achieving value for money in government
procurement.

The review identified following reasons that are seen to cause the above issues:

¢ Incoherent policies in government procurement that imposes limitations on procuring
agencies to go for quality;

e The enforcement of procurement norms is weakened basically due to lack of
accountability culture and mechanism for sanctions on delinquent officials and parties,
and also due to inadequacies in monitoring and coordination functions between
different agencies and authorities;

e There is a lack of overall capability of the procurement systems in the country to
render high professionalism in managing government procurement;

e Limited ICTisation of procurement processes to render efficient processes, and
facilitate strategic approach towards organising government procurement.

Government procurement is plagued with numerous irregularities having potential to
undermine good governance. Therefore, to render procurement processes that respond
to the needs of the time and facilitate value for money in public procurement,
transformative changes must be initiated strategically. The systems and processes must
be overhauled and must be reinforced through a strong culture of ethics and




professionalism. The RAA’s recommendations are intended to respond to those
challenges confronting the government procurement today and drive transformative
change in its procurement function. Therefore, the RAA suggests recommendations
categorised under three thematic areas — (i) Enabling Procurement Rules and
Regulations; (i) Strengthening internal controls and oversight functions; and (iii)
Enforcing accountability and stricter sanctions. Specific recommendations are:

PRR should undergo transformative change to render more efficient and effective
procurement system. Government procurements should be allowed to be
conducted through direct contracting or sourcing where there is a visible case of
achieving better deal of receiving quality goods and services at lower cost.

There is a need to remove restriction on specifying “brand” to ensure quality.

Procuring agencies should conduct market research to understand the availability
of choices in the market and the indicative market prices for required products.

There is a need to prescribe due diligence in all stages of procurement cycle from
the need analysis and pre-feasibility studies to delivery and conclusion of contract and
reinforcing its application and compliance to render objective decision-making.

There is a need for centralized procurements to enhance efficiency and reap the
advantage of economies of scale.

eGP should be made more robust, dynamic and user-friendly system to enhance
efficiency and control in government procurements.

A system of robust and standardized monitoring and supervision must be rendered to
ensure that procuring agencies obtain required deliverables at right price and quality.

There is a need to propound ethical behavior through development of Ethical Code
of Conduct for procurement officials.

Defect liability period must be determined based on the value, type, complexity
and expected life of the structures to ensure adequate coverage of risks that may
surface due to poor quality of works.

The construction duration for the project should be determined scientifically based
on the critical path method factoring in the resources to be deployed, availability of
materials, seasonality, etc. to reflect more realistic deadline of the project.

There is a need for robust collaborative and oversight mechanism for effective
enforcement and administration of public procurement.

Bhutan Schedule of Rates (BSR) must be reviewed holistically to provide
comprehensive guidance for incorporation of work items and the prices.

There is a need to reinforce ethical behaviors through prescription of stricter
sanctions and penalties to improve accountability.

MoF should develop a mechanism to hold Consultants/firms accountable for
shortcomings in their deliverables.

Agencies should strictly control employees engaged in private trade or
activities/situations having inherent conflict of interests.




PART I: ABOUT THE REVIEW

BACKGROUND

Government agencies purchase goods and services with public

resources and for public purposes in fulfilling their functions. Such
purchases are generally referred to as government or public procurement
which consume substantial public resources.

Government procurement constituted 40% of government expenditures for
last five years (2016-17 to 2020-21)! as summarized in Table 1.1. In terms
of its contribution to country’s economy, it accounted for 10-15 per cent of
the GDP on average. Therefore, it constitutes a significant market and an
important aspect of country’s economic growth.

Table 1.1: RGoB’s procurement expenditures during FY 2016-17 to 2020-21

(in million Nu.)

Particulars 2016-17 2017-18 2018-19 2019-20 2020-21 TOTAL
Procurement Expenditures: | 23,270.78| 25,754.00 15,887.57| 20,109.14 26,132.14 111,153.69
Goods 4,517.26  4,577.07 3775.15 5,194.75 4,517.26 24,577.04
Works 17,135.45 19,501.34/ 10,436.83 13,189.73| 17,588.81 77,852.18
Services 1,618.07 1,675.60 1,675.60 1,724.66  2,030.54 8,724.48
Total RGoB’s Expenditures:| 49,966.61 56,331.36 44,054.13/ 57,572.28 71,091.81 279,016.19
% of Procurement
Expenditures to Total 46.57% 45.72% 36.06% 34.93% 36.76% 40.00%
GDP* 156,112.65/174,516.00176,404.30 179,567.99 186,652.99 873,253.93
% of Procurement
Expenditures to GDP 14.91% 14.76% 9.01% 11.20% 14.00% 12.73%
Source: RGoB’s Annual Financial Statements, DPA, MoF

*Budget Report, MoF

The Figure 1.1
expenditure

and services,

represents
related to
procurement of goods, works

representing

Figure 1.1: Aggregate Procurement
Expenditures for 2016-17 to 2020-21

8%

22%

N Goods

22%, 70% and 8% respectively
over the period from 2016-17 to
2020-21.

The procurement system had
undergone several

m Works

Services

reforms since the development of a separate

1 Source: RGoB’s Annual Financial Statements, Department of Public Accounts, MoF
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Procurement Manual in 1988 which was later revised in 1998. It was only in
2009, the Procurement Rules and Regulations (PRR) was issued, and
undergone major revision in 2019.

PROBLEM Despite several reforms being initiated in government
STATEMENTS procurement regime, the inherent problems have still persisted,
''''''''''''''''''''''''''''''' and not much could be done to transform the procurement
system. The Procurement Rules and Regulations (PRR) which are intended
to provide effective controls and accountability, the rigidity and
administratively burdensome processes it prescribed have smothered
initiatives and hindered progressive developments in government
procurement system. Some of the problems persisting in the current

procurement system include:

e The procurement process is seen to be restrictive to innovative
solutions and not responsive to current needs in terms of enhancing
efficiency and effectiveness in government procurement system.
Despite subjecting to regular reviews and amendments, the PRR is yet
to bring transformative change in procurement system to enable
innovative solutions and facilitate efficiency in procurement process.

e The Annual Audit Reports of the RAA highlight various issues related to
fraud and corruptions, excess payments, execution of sub-standard
works, cost and time overruns, wastages and misuse, non-compliances
to laws and override of controls, etc., in the procurements conducted by
government agencies. The rampant irregular practices in government
procurements have fueled concerns on the taxpayers’ money being
wasted in government procurements.

All these issues and challenges are seen to have bearing on the overall
quality of goods and services procured by the procuring agencies and
impede government in achieving value for money in its procurement.

OBJECTIVES The overall objective of the review is to recommend measures to
bring about transformative improvements in government
procurement system and support government’s intent of achieving

value for money in its procurement regime.

2|Page



The specific objectives are:

1. To identify gaps in the current procurement processes and recommend
changes for eliminating redundant processes and embracing ICT
platforms in managing government procurements;

2. To cause the authorities to bring about innovative approaches in
government procurement system that facilitates quality and value for
money in public procurement through enhanced professionalism and
controls;

3. To persuade for promulgation of ethical behaviors in public procurement
process by specifying stricter sanctions on officials or parties responsible
for perpetration of fraud and corruption in public procurement and breach
of public trusts; and

4. To highlight the need for policy changes in areas where restrictions
placed through such policies are seen to impede the objectives of public
procurement.

The review was based on the issues observed in existing
procurement practices, and analysis of the information gathered
from various audit reports issued by the RAA. The RAA attempted
diagnostic reviews to identify underlying causes of various lapses in
government procurement. The study also entailed review of authorities
governing the public procurement such as Procurement Rules and
Regulations, Standard Bidding Documents, General Conditions of Contract,
Special Conditions of Contracts, Bhutan Schedule of Rates, Evaluation
Guidelines etc.
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PART II: ISSUES AND CHALLENGES IN GOVERNMENT PROCUREMENT SYSTEM

Despite numerous amendments made to the Procurement Rules and
Regulations, it has not been able to

address the issues confronting the ?Eovemmem procurement is Sﬁ
government procurement system. Besides being perceived as a major area
undermining the governance, the of fraud and corruption,
government is not able to achieve quality of inefficiencies and wastages

goods and services procured and remain involving huge amounts of public
derailed in realizing overarching objective a%:_Esources.

of value for money in public procurement.

The government procurement is still being perceived as a major area of fraud and
corruption, inefficiencies and wastages involving huge public resources. The
review indicated persistent recurrence of irregularities and inadequacies in
government procurements which provide strong indication of possible risk of
fraud and corruptions, and not achieving value for money in its procurement
regime.

The review has identified range of problems throughout the procurement cycle as
discussed below:

2.1 Inadequate procurement planning and feasibility studies

There is absence of effective procurement planning. The purchases made are not
analyzed properly to determine the exact need in terms of specifications, quantity
and timing. As a result, goods procured were either not used or underutilized.
There is a tendency of making procurement of goods towards the end of the
financial year as shown by the trend of expenditure at the national level.

Also, in construction works, adequate investment in requisite feasibility studies
are not made which result in faulty designs, drawing and estimates. This have
cascading impact on cost and time overruns. Equally more concerning is the
wasteful and avoidable expenditure entailing from wrong decisions made on the
basis of inadequate feasibility studies and affecting the sustainability of the
structures created. The cost implications are astounding in case of complex
construction projects such as hydropower. Some of the instances noted were as
below:

5|Page
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e Punatsangchhu Il changed the power house setup from surface to
underground without carrying out adequate pre-construction/sub-surface
investigations. As a result, besides loss of six lives, the project incurred
wasteful expenditure of Nu. 500 million on Down Stream Surge Chamber
(DSSC) which also affected the scheduled completion date of underground
powerhouse thereby incurring additional estimated expenditure of Nu. 800
million to Nu.1000 million for corrective measures.

e Dzongkhag Administration, Samdrup Jongkhar incurred an additional
expenditure of Nu. 1.76 million due to change of site for the construction of
two blocks of four unit staff quarter at Khoyar Primary School in Gomdar
Gewog.

2.2 Inadequate database on suppliers, contractors and consultants

The registry and information database of suppliers, contractors and consultants
are prerequisite for robust public procurement functions. With eGP initiated by the
MoF, it opens up opportunities for carrying out efficient government procurement
functions. However, to leverage on eGP and reap the optimum benefits of the
existing platform, it needs to be revamped and made more robust and enabling
platftorm. The PRR should also stipulate requirements for all government
procurements to be executed through eGP system. Therefore, the
contractors/suppliers/consultants should be encouraged to be registered in eGP
system and create registry of information.

2.3 Deficiencies in bid evaluation

There are deficiencies in the evaluation systems, especially on determining
criteria and assigning weightage to parameters. The award of works using
existing evaluation system is principally driven by the financial bids. The technical
evaluation is used only to qualify the bidders for final evaluation. The final
evaluation therefore does not take into account technical superiority of bidders.
The technical criteria prescribed in the Standard Bidding Documents (SBD) are
also rigid and does not encourage innovative solutions. The pre-determined
criteria are not accommodative of specialized needs of procuring agencies.

Besides, there were also cases of improper bid evaluations such as restrictive
technical specifications, unjust rejection of bids, failure to reject non-complying

6|Page



bids, acceptance of imbalanced rates, use of unfair evaluation criteria etc., which
undermined the fairness in the evaluation and selection of bidders.

2.4 Inaccurate cost estimates for buildings and public infrastructures

BSR is a guiding document for projecting the costs of construction works and
widely used by all procuring agencies. However, there are inadequacies in BSR
which are discussed below:

e BSR does not reflect the current market prices and there is no formalized
system of conducting market research for price analysis. The labour
coefficients have remained static despite improvements in construction
technologies;

e There are varying practices in application of cost index on estimates by
different agencies resulting in inconsistent estimates prepared by procuring
agencies;

e BSR is not comprehensive resulting in ambiguity in nomenclature, unit of
measurement and rates of items of work.

Thus, the rates of BSR are not reflective of current market prices.

2.5 Lack of professionalism in procurement functions

Institutionalization of procurement function within agencies is yet to attain desired
level of professionalization in terms of delineating responsibilities, instituting
control mechanisms and building professional capacity. The procurement
functions need to be recognized as professional functions rather than being
placed as part of administrative function.

The persisting ethical issues and non- Persisting ethical issues or nor’ ’
compliances complemented by lack of compliances complemented by lack of
punitive actions have further aggravated punitive actions is seen to be rooted in

in absence of ethical code of conduct. non-existence of accountability

This is applicable to both the public mechanisms stipulated in specific
officials as well as private parties, whose authorities or rules and regulations.
conduct must be legally bound through ‘

specific ethical codes and sanctions

stipulated in authorities governing the public procurement functions.
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Lack of adequate skills for vendors/contractors to do a contract business could
also be a reason for quoting unreasonably low price. Before submitting the bid, a
contractor is expected to carry out a thorough assessment of the work required to
be executed including a visit to the site and accordingly work out the budget
estimate. It can also be assumed that when a contract is won at an unreasonably
low price, the said project has to be executed at a huge loss, which will eventually
have an impact on the long term sustainability of the business.

2.6 Diffusion of roles and responsibilities

The agencies mandated with specific roles in public procurement are individually
or collectively seen faltering in effective and efficient delivery of their respective
mandates. While some agencies have exhaustive roles specified by the PRR,
more clarity of roles for some need to be made through clear stipulations in the
rules and regulations. The existing rules do not prescribe clearly the requirements
of exercising due diligence, and hence accompanying penalties or sanctions for
faltering in its functions.

2.7 Absence of effective coordination amongst regulating agencies

There is no coordinated mechanisms amongst different regulating agencies to
ensure compliances as well as to derive synergy in attaining common objective of
public procurement. The compartmentalization of functions of different agencies
is seen to act against common interest. This pertains to integrating functions,
sharing information, exercising coordinated monitoring and controls etc. among
relevant agencies to derive synergy in pursuit of common goals of public
procurement.

The coordination mechanism is essentially critical in ensuring compliance to the
prescribed rules, delivering quality of deliverables, obtaining fair prices, ensuring
fairness and transparency of processes, and ensuring that any action/decision
taken in the whole procurement process is basically driven by common interest of
delivering value for money in public procurement.

2.8 Acceptance of inferior quality products

The procuring agencies lose on account of differential prices when inferior quality
products are supplied in place of specified quality besides affecting the
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performance. ldentification of genuine and duplicate/recycled products may be
difficult in absence of capacity of officials receiving the consignments particularly
in respect of computers, laptops and ICT equipment.

2.9 Lowest evaluated bid not reflective of market price

The RAA observed cases where the lowest
evaluated bids were found to be higher than the
prevailing market prices. It confirms the perceptions
that prices obtained through competitive bidding
does not necessarily ensure competitiveness.

Lowest quoted rates do

not necessarily reflect
current market prices.

There had been cases where agencies paid ‘ ‘
astronomically higher prices in comparison to market price or Maximum Retail
Price (MRP).

2.10 Variation in lowest evaluated price

The lowest evaluated price obtained through competitive bidding process for the
same product varied significantly amongst different agencies. The analysis
showed that procurement prices paid for HP Printer Cartridge 49A by sixteen
agencies varied from Nu. 899 to as high as Nu. 4,400 representing variation in
lowest and highest price range of 389%. The following table illustrates the price
range:

Lowest Quoted Rate

SI. No. Procuring Agencies (Nu.) Bidder Variance
1 BSB 899.00 Khengrig 0%
2 BNCA 900.00 Panglung 0%
3 MoHCA 910.00 SITC 1%
4 MoLHR 939.00 |Khengrig 4%
5 Cabinet Secretariat 999.00 Khengrig 11%
6 NA 999.00 |Khengrig 11%
7 ACC 1,290.00 AB 43%
8 Dratshang Lhentshog 1,350.00 CPS 50%
9 RBP 2,790.00 Nana 210%
10 |BICMA 3,250.00 T Nam 262%
11 KGUMS 3,600.00 Gyelyong 300%
12 |ECB 3,700.00 Gyelyong 312%
13 |TCB 3,995.00 AB 344%
14  |MoWHS 4,200.00 Muthri 367%
15 | NEC 4,300.00 Nana 378%
16 |CBS 4,400.00 CPZ 389%
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2.11 Inadequate safeguards for perpetration of fraud and corruption in
government procurement

The PRR provides requirement to declare conflict of interests by Chairperson and
members of Tender Committee and prohibits spouse or dependent of a public
servant to participate in supply of goods and services where he/she is employed.

However, there is no mechanism instituted to systematically capture information
on the spouse and relatives of public servants carrying out business to safeguard
against risk of procuring agencies making purchases from such business entities.
The monitoring of such activities becomes difficult in such situations. Some of
such cases were as follows:

An agency bought computer and office equipment worth Nu.1.52 million
from a firm owned by close relatives of the official by prescribing specific
preferences in bid evaluation and award.

An agency had awarded the contract for supply and installation of cubicles
to a firm worth Nu.3.79 million. The firm was owned by relative of one of the
senior officials in the agency.

2.12 Wastage of funds

The RAA noted considerable amount of public funds being wasted due to non-
functioning or non-utilization of equipment procured. Some of the instances were:

Chiller plant costing Nu.27.60 million bought and installed at JDWNRH in
2010 was not functional. It was later surrendered to DNP and sold fetching
scrap value of Nu.240,000 only.

Auto Clear X-Ray machine worth Nu.3.034 million procured by Regional
Revenue and Customs Office, Paro for use at Paro International Airport was
lying idle due to non-functioning of generator;

Thermo Fisher Sample Storage tank for Cryo preservation and its

accessories for Nu. 2.541 million by the National Biodiversity Centre, MoOAF
in May 2015 was lying idle due to non-availability of fund to buy reagents.
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2.13 Excess payments

Excess payments in various forms are made to the contractors. Such payments
basically arise from wrong certification of works done, non/short execution,
double payments, payment at inflated rates, inadmissible payments, payment for
variations at analyzed rates, use of wrong nomenclature of items, etc.

The extra payments in constructions are persisting issues that the RAA reports
annually. While RAA suggests for remedial measures every time the cases of
extra payments are noted, the issue still persist and pervade across almost all
procuring agencies undertaking constructions. The extra payments made to
parties involving millions of Ngultrums constitute significant portion of audit
recoveries made by the RAA every year.
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PART III: COMMON CAUSES

Based on the nature of issues discussed, the government procurement is prone
to numerous irregularities due to circumstances rendered by incoherent policies,
weak enforcement, accountability and sanctions, lack of professional capacity
and limited use of ICT enabled procurement platforms. These are discussed
below:

3.1Incoherent policies in government procurement

There are silos in different policies of the government to pursue different socio-
economic objectives through public procurement. The government interventions
come through fragmented policies and directives, and are not coordinated in a
manner that complement with overall government procurement objectives usually
resulting in conflicting objectives. The issues related to quality in government
procurement in the country is rendered by following factors:

i. The restriction imposed on specification of brand in the bidding
documents sets an inherent limitation on procuring agencies’
preferences for high quality goods. When markets are flooded with
spurious and duplicate items, it is a challenge for the procuring agencies to
obtain best quality at competitive rates given that price is a determinant
factor in deciding the award of contract.

ii. Preferential treatment for domestic goods and services without due
regard to quality conformance limits the procuring agencies in
exercising choice for better quality. In a bid to promote private sector, the
agencies are encouraged to go for locally produced products without due
regard to quality. Such a system indirectly encourages private sector to
remain complacent and not improve the quality to compete with external
products.

iii. Although the PRR suggests for application of qualitative criteria in addition
to price in evaluating tenders, the awards of contract are generally driven
only by price. This is apparently due to lack of knowledge and skills within
the procuring agencies to apply non-financial criteria evaluation of tenders
for contracts. The technical capability is not factored in the computation of
final scores. The existing evaluation criteria specified in the SBD are
not exhaustive to make correct purchasing decisions when the needs
of procuring agencies are highly specialized, such as, constructing
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environmentally friendly buildings or infrastructures or to procure
products that support sustainable consumptions and productions.

The Bhutan Schedule of Rates (BSR) has limitations as far as
reflecting the current market prices is concerned. It is intended to be
used merely as reference of prices in estimating rather than guiding the
procuring agencies preparing realistic estimates.

There is lack of coordination between agencies like GPPMD, BSB and
CDB to exercise oversight functions on quality. Having different
mandates, these agencies have different approach in government
procurement. GPPMD does not play monitoring role over procuring
agencies and restrict their role in facilitating procurement process. The
CDB limits its role to regulation of contractors and BSB restricting to mere
service delivery in terms of certification. In the process, monitoring of
quality is lax.

3.2 Weak enforcement, accountability and sanctions

There is a weak enforcement of procurement norms basically fueled by lack of
robust monitoring mechanism, internal control and standards of conduct in
procuring agencies. In absence of mechanism for enforcing accountability and
sanctions on delinquent officials, it seems to have also contributed to poor
performance by officials or parties involved. Some of these are:

Lack of due diligence in administration and management of
procurement activities by those charged with responsibility;

Inadequate procurement planning including feasibility studies and
need assessment. The practice of conducting market research is yet to be
internalized across procuring agencies;

Absence of sanctions for non-compliances and violations and
inadequate mechanism to promote integrity and ethical conduct of
public servants. There are no prescribed administrative and criminal
sanctions enforced on poor performance and fraudulent practices. The
debarment of suppliers and contractors is invoked only in case of serious
offences that are reported and adjugated.

Absence of Ethical Code of Conduct for procurement officials or
officials involved in procurements.
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Vi.

Inadequate monitoring and control mechanisms including oversight
functions leading to non-compliances to prescribed processes and
important requirements;

There is a weak quality controls, absence of standardization of
products suitable for public procurement and mechanism to check on
use of spurious and low-quality goods and substitute items available in
the market.

3.3 Lack of professional capacity

The procurement functions are fragmented across all levels of government. While
bigger agencies have dedicated units charged with the responsibility of managing
procurement, in most agencies, the procurement functions are integrated with
Administration and Finance Section. Generally, there is a lack of overall capability
of the procurement systems in the country.

Lack of professional capacity is rendered by structures created to execute
procurement functions in agencies. Except for few bigger agencies, the
procurement is managed and integrated with administrative and accounts
sections. Even where separate units are created for procurement functions,
there is generally a gap in strength, skills and competencies of procurement
officials. The lack of professional skills and competencies is one of the
factors contributing to irregularities in public procurement.

The procurement function is generally treated as mere extension of
administrative works and there is a lack of focus on strengthening the
procurement workforce in the country. There is no room for initiating
changes and improvements in procurement systems without dedicated
approach to professional development of procurement officials.

Tender Committees compose of officials from irrelevant functions or
incompetent personnel who lack skills and knowledge in procurement.

3.4 Limited use of ICT platforms leading to inefficient procurement

process

The MoF has initiated eGP system and rolled out initial phase of e-procurement
confining to limited modules. While it has made a start, there is a long way to go
before it renders a robust and dynamic ICT enabled procurement system capable
of conducting the government procurement more efficiently and effectively. Some
of the factors leading to inefficiencies are:
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i. The system of strategic procurement planning is yet to be institutionalized.
Generally, agencies do not conduct market surveys and analysis to
explore innovative solutions, compare prices, and seek basis for
negotiations. Even when such processes are initiated, the procuring
agencies are not able to proceed in the absence of information;

ii. There is a lack of standardization of goods where duplications of
processes occur when multiple agencies individually source same
products and undergo independent procurement process. Bulk
purchases through centralized procurement are not facilitated in absence of
standardization, and the agencies are not able to obtain economies of scale
when the procurement process are not done for aggregated needs/demand
of agencies;

iii. Without a platform for conducting online procurement through
auctions/reverse auctions, the agencies are not able to obtain competitive
prices offered through online auctions;

iv. In absence of direct link with the suppliers, multiple layers of middlemen are
created and the procuring agencies bear the burden of additional costs. For
instance, travel agents charge exorbitant prices for air tickets which could
have been availed at cheaper price if procuring agencies deal directly with
service provider or through initiating online purchase.

3.5 Inadequate system of exercising due diligence

The procuring agencies generally do not carry out market survey and fail to carry
out due diligence exercise as part of the procurement process to ascertain the
competitiveness of the quoted rates. If sufficient market studies or due diligence
is exercised, the procuring agencies could obtain requisite quality goods at much
economical price.

3.6 Ineffective supervision and monitoring

Supervision and monitoring of the procurement process are extremely crucial to
ensure accountability, completeness, accuracy and enforcement of contractual
obligations. Over the years, the RAA has noted numerous cases on inadequacies
in supervision and monitoring ultimately leading to excess payments,
incompletion, acceptance of defective goods, works and services, improper
verification of bills, non-adherence to contractual terms etc. In constructions,
monitoring and supervision is the only way to ensure quality of infrastructures.

16 |Page



The structural integrity of infrastructure depends on how diligently supervision
and monitoring has been carried out.

Inadequacies in supervision and monitoring is one of the main causes for
cases of defective works, inferior quality of goods, excess payments,
non/short delivery/execution etc.

3.7 Purchases towards the fag end of the financial year

The procuring agencies do not plan their purchases and most of the procurement
activities are carried out towards the last
quarter of the financial year. The rush of ‘ ‘

procurements towards close of the Procuring agencies do not plan their
year are indicative that procurements purchases and most of the

decisions are being driven mostly by procurement activities are carried

the availability of fund and not by the out towards the last quarter of the
actual requirements of the procuring financial year.

agency. , ,

In order to avoid budget lapses and to exhibit financial performance by the
budgetary agencies, the purchase decisions are taken towards the end of
financial year without consideration of actual needs and proper procurement
planning. The drive to avoid budget lapses and demonstrate financial
performance is partly attributable to the budget approval process which requires
prior year financial performance to determine the current period budget. Thus,
compromising the quality of goods and services when the procurements are
rushed towards close of the financial year.

3.8 Unrealistic timeframe affecting quality and timeliness of project
completion

The procuring agencies’ project timelines are determined by the financial year of
the government. In the haste of completing the works before that particular
financial year ends, seasonality aspect of the project timeline is often
disregarded. Example, blacktopping of roads and concreting of structures are
technically not feasible to be carried out during monsoon and winter respectively
as that will adversely affect the quality. However, the constructions in complete
disregard of such seasonal requirements have affected quality and structural
integrity of the buildings or infrastructures. The practice is allowed when the SBD
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of the Government does not consider such unavoidable eventualities like the
snowfall and rainfall as forced majeure to be considered for time extension.

On the other hand, there are also government projects which have determined
unrealistic project completion duration which allowed the agencies to complete
the structure at their own pace and time. Therefore, there is no scientific basis for
determination of construction durations which has provided opportunity to the
project officials to lax in execution.
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CONCLUSION

The PRR 2019 provides overall framework for government procurement.
Government procurement is plagued with numerous irregularities having potential
to undermine good governance. T

Excess payments, provision of Millions of Ngultrums are loss through
substandard works and goods, poor  extra payments, wasteful and infructuous
performance of contracts etc., are expenditures, delivery of low quality
some of the common irregularities
detected by the RAA across
agencies. Besides, there are hosts

of issues of non-compliances and AtE

irregular practices occurring across agencies. Obtaining quality and value for
money is a challenge.

outputs, etc. resulting in agencies not
receiving value for money.

Despite series of amendments made to the PRR, the government procurement
system has not witnessed any visible or transformative change in its practice. It
has not been rendered responsive to the changing needs and dynamics of
market to ensure efficient processes to provide value for money in government
procurement. The MoF has initiated e-procurement system through eGP platform
but it is limited to basic modules and not capable of rendering desirable level of
robustness and dynamism in organizing government procurement. The
incoherence of policies, mandates, specific guidance etc. have become inherent
limitation for agencies to ensure quality. The weak enforcement and monitoring
mechanisms have had fair share of contributing to substantial irregularities in
procurements. Responsibilities are diffused in absence of system of
accountability for and sanctions on delinquent public officials and private parties.
The situation is aggravated when there is no adequate overall capability in
managing procurements in terms of both qualitative and quantitative aspects.

To render procurement processes that respond to the needs of the time and
facilitate value for money in public procurement, transformative changes must be
initiated strategically. The systems and processes must be overhauled and must
be reinforced through a strong culture of ethics and professionalism. The RAA’s
recommendations are intended to respond to those challenges confronting the
government procurement today and drive transformative change in its
procurement function to achieve the value for money in government procurement.
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PART IV: RECOMMENDATIONS

In face of multiple vulnerabilities offered by current procurement practices,
achieving quality, rendering efficient procurement system through digital
technologies and influencing ethical behaviors have never been more critical than
today to deliver value for money in government procurement.

To make procurement system more robust and responsive to the needs of the
time and also to facilitate innovations, the RAA recommends improvements in
three thematic areas that needs to be steered by the Ministry of Finance.

1. Enabling Procurement Rules and Regulations (PRR) — to render efficient
and flexible processes

2. Strengthening internal controls and oversight functions — to ensure
effective enforcement

3. Enforcing accountability and stricter sanctions — to drive professionalism
and ethical behaviors

ENABLING PRR The gullibility of procurement system rendered by rigid Procurement

Rules and Regulations, redundant processes and diffused
responsibility needs to be addressed to champion the public
interest.

Based on the issues and challenges confronting the government procurement,
there is a need for overhauling existing Procurement Rules and Regulations,
simplifying processes to suit the present need and attaining improved
governance in managing public resources.

4.1 PRR should undergo transformative change to render more efficient
and effective procurement system

The Ministry of Finance should revise its Procurement Rules and Regulations to
make it more responsive to market dynamics, render more efficient processes
and enable innovative solutions. The PRR should allow a differentiated
(responsive) enforcement, providing an appropriate framework for discretion —
including boundaries and accountability.
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The rigidity and administratively burdensome processes prescribed by the
existing PRR have smothered initiatives and do not provide adequate
opportunities for innovative solutions. With rapid technological advancement, the
PRR needs to be revamped to cope with technology and to stay responsive to the
changing market dynamics. The PRR needs to enable required changes on
overall procurement processes which can be effectively conducted through IT
system. Some of the specific areas to be reviewed in PRR to further enhance
procurement efficiency and control include:

e Government procurements should be allowed to be conducted through
direct contracting or sourcing where there is a visible case of
achieving better deal of receiving quality goods and services at lower
cost. As a case in point, purchasing flight tickets directly from online is often
cheaper than purchasing through tendering process entailing bureaucratic
procedures.

e With ICT enabled eGP, the time prescribed for bid submission online
needs to be reviewed as NIT can be notified on real time basis. As the
notice of tenders can be accessed by all registered firms, any bidder should
be able to participate in the bidding.

e There may be a need to remove hierarchy and thresholds for Tender
Committees at various levels in approving tenders to allow more
flexibility in decision-making for procuring agencies. The thresholds are
apparently designed to set financial limit for heads of agencies at various
levels to authorize expenditure on procurement. However, as the heads of
agencies have de jure financial power to authorize expenditure from the
appropriated budget of their respective agencies, prescribing limit in
administering tenders may only add to bureaucratic process. Further, the
separation of decision-making and implementation may generate “red tape”
and slow down agencies’ ability to provide service entailing extra time and
resources.

e There may be a need to review the existing bid evaluation processes and
parameters in evaluation of bids. Evaluation Criteria should include criteria
that reflect bidders’ ability to respond to substantive requirements of the
contract rather than mere financial bids. The evaluation criteria
prescribed in SBD should also consider value-added services and
after sales service or any other critical qualitative parameters.
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e The evaluation of works needs to factor in the technical superiority into
computation of final scores. The final point is basically driven by the
financial bid only. Thus, there is a need to factor in technical superiority in
the final score to safeguard against poor performance that will have impact
on the quality of outputs. This could be done by assigning appropriate
weightage for technical scores in computing the final score.

4.2 Need to specify Brands/Makes in bid solicitation

Stipulation of brand guarantees quality. Brand usually determines the quality of
the product and by including this as a requirement, it would ensure the continuity
and better life of the product. The PRR restricts specification of brands or make
of items in bidding documents and limits agencies’ option of procuring superior or
established brand of products. Goods and services come at different range of
quality at varying costs. Generally, agencies opt for lower priced products rather
than durable and superior quality of established brand or make. For instance,
inferior quality electric items procured at very cheap cost do not guarantee the
same performance, durability and sustainability as those supplied by branded
companies. Thus, the decision to opt for cheapest are rationalized apparently due
to restrictions specified in the PRR. However, the reasonableness for opting
higher brand must be thoroughly appraised as to the requirements based on
project needs.

4.3 PRR should prescribe mandatory exercise of carrying out market
research

In determining what to buy, estimating costs, and deciding on evaluation and
selection criteria for award of contracts, it is helpful for procuring agencies to
understand the availability of choices in the market and the indicative market
prices for required products. Therefore, market research can provide two-fold
advantage — information on the availability of products or services that meets the
requirements of procuring agencies, and understanding the prevailing market
prices which would help in determining the competitiveness of quoted prices. It
helps to explore the availability of innovative solutions or new products or
services which the procuring agencies may not have a knowledge about.
Maintaining up-to-date market information will ultimately help to receive value for
money in its actual procurements. Market research is too essential for specialized
contracts of high value where the input materials can be sourced from the
manufacturers and the opportunity of saving costs is substantial.
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The procuring agencies should exercise prudence by carrying out proper market
survey to ascertain the competitiveness of the quoted rates. If sufficient market
studies or due diligence is exercised, the procuring agencies could obtain
requisite quality goods at much economical price.

4.4 PRR should prescribe carrying out due diligence exercises of critical
functions in public procurements

There is a need to prescribe due diligence in all stages of procurement cycle from
the need analysis and pre-feasibility studies to delivery and conclusion of contract
and reinforcing its application and compliance to render objective decision-
making. Though PRR has an implicit intent of requiring the procuring agencies to
demonstrate due diligence throughout the procurement cycle, most issues related
to public procurement are seen to arise basically from agencies’ inability to put in
place the desirable system of prescribing procedures of due diligence to be
carried out in the field. There are many critical functions in procurement
processes that may require prescriptive procedures to ensure effective
enforcement.

Some of these functions include, preparation of estimates based on actual market
prices of labour and materials, ensuring correctness of drawings and designs,
transparently and objectively evaluating bidder qualification and bid capacity,
comparing quoted prices with market prices to ensure competitiveness of quoted
prices, monitoring and supervisions, correctness in measurement of works,
receiving deliverables conforming to samples and specifications, etc. Such
functions need to be identified and procedures developed to ensure exercising
due diligence. The PRR may also identify officials responsible to execute these
functions and accountability prescribed if he/she fails to carry out required
exercises.

4.5 Need for centralized procurements to enhance efficiency and reduce
cost

The current arrangement of procurement functions operated by individual
procuring agencies resulted in fragmented approach towards public
procurements and duplicating administrative procedures for procuring the same
items. The absence of collaborative mechanism in approaching the markets does
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not facilitate strategic procurements at the government level to derive benefits of
economics of scale through aggregation of demands.

In order to reduce administrative red tape and cost, and also obtaining better
deals through demand aggregations and economies of scale, there is a need for
centralized procurements especially for commonly procured items in government
agencies.

STRENGTHENING In addressing the issues that emanate from weak enforcement of

INTERNAL CONTROLS procurement processes, there is a need for reinvigorating internal

& OVERSIGHTS controls, monitoring mechanisms, building a culture of

professionalism in procurement functions of government.

Some of these includes:

4.6 MoF should make eGP more robust, dynamic and user-friendly
system

Facilitated by ICT platforms, the administration of procurement for goods, works
and services should be conducted through eGP system. The e-GP system
developed by MoF holds a huge promise and offers substantial reasons for
government to move purchasing online. With technological innovation and
development of new tools for electronic procurement, there is opportunity to
revolutionize the way the government carry out its procurement functions. The IT
interface would reduce or eliminate interaction between procurement officials and
bidders. Besides enhancing transparency and efficiency of the process, this
would reduce opportunity for collusive practices. The procuring agencies would
be able to solicit wider participation resulting in more competitions and provide
better tool for effective monitoring and planning. The
suppliers/contractors/consultants  wishing to participate in government
procurement should be compulsorily registered in eGP system. There should also
be adequate guidelines and necessary changes made in the PRR to facilitate
e-GP system.

There is a need for an integrated system embracing all functionalities beyond e-
GP to render enhanced capability of facilitating processes, decision-making,
monitoring and enforcement.
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4.7 Procuring agencies must strengthen monitoring and supervision

A system of robust and standardized monitoring and supervision must be
rendered to ensure that procuring agencies obtain value for money through
appropriate quality control and assurance mechanism. With numerous
experiences of agencies landing up getting inferior quality of goods and services,
there is a need to have reinforced mechanism in agencies to check the quality of
goods and services delivered by the vendors/parties.

The inspections of conformance to quality attributes must be carried out and
ensure what is delivered as the final outputs are delivered in the manner and form
sought before taking over the completed structures and discharging the
obligations under the contract. There is a need to strengthen controls in
overseeing the execution of works. Monitoring must extend to all critical phases
of procurement cycle and oblige mandatory response in case of serious violations
or infringements for immediate recourse or actions. Some of the critical aspects
of project management needs to be kept in mind in ensuring effective control
systems in the implementation of projects:

e The submission of work schedules must be made mandatory to render
basis for monitoring the progress and achievement of project milestones;

e Rationalize deployment of site engineers to various sites in terms of skills
and experiences vis-a-vis number of sites;

e Absorption capacity of implementing agencies should be considered before
executing any project;

e The process of validation of any decision taken at the level of site
supervision must be instituted to ensure compliances to contract
agreements:

» Use of materials as per the specifications and quantities (cement, stone,
wood, sand, etc.);

» Engagement of committed resources (man and machineries);

» Use of advances provided for specific purposes;

» Enforcement of Quality Plans (control and assurance).

e The cost and quality must be ensured through regular appraisal, review and
validations by the higher authorities within the agency. Estimates must be
supported by detailed workings to show quantities derived from drawings
and designs;
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e There should be a requirement for maintaining photographic evidences of
items provided (especially those embedded) with details of measurements
as a proof of works completed.

4.8 Promote professionalism and ethical behaviour in public
procurement

There is a need to propound ethical behavior through development of Ethical
Code of Conduct for procurement officials. The officials dealing with procurement
plays a critical role in ensuring conformity to procurement rules, exercising
prudence and minimizing wastes, resisting mismanagement and fraudulent
practices. The government procurement must be recognized as a strategic
profession rather than a simple administrative function. Therefore, capacities
should be sufficient to ensure that the procurement officials are able to fulfil these
important tasks. Besides a detailed guidelines in the form of Code of Conduct
and communicating the Codes to officials is essential to raise awareness and
build capacity to handle ethical dilemmas and promote integrity.

It will help to professionalize procurement functions and capacitate people
dealing with procurement with necessary skills, competence and professionalism.
There is a need to professionalize procurement services through a formal training
and accreditation. Most of the issues in government procurement arise from
incapacity of those managing procurement in agencies.

4.9 Need to increase defect liability period

The defect liability period must be determined based on the value, type,
complexity and expected life of the structures to ensure adequate coverage of
risks that may surface due to poor quality of works. A separate defect liability
period should be prescribed for electrical, plumbing and civil works — roads,
buildings and bridges. The defect liability period for works is prescribed based on
the value of works for a period of 12 months. The following possibilities may be
looked into to extend defect liability period:

e In obliging the contractors to commit to quality of constructions, the defect
liability period should be extended to a reasonable period of time or tagged to
certain proportion of expected life of the infrastructures.

e Letting contractors offer period of defect liability period and assigning
additional scores.
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4.10 Develop scientific approach in determining construction duration

The construction duration for the project should be determined scientifically
based on the critical path method factoring in the resources (machineries and
labour) to be deployed, availability of materials, seasonality, etc. to reflect more
realistic deadline of the project. Construction duration are usually determined to
align to the financial year of the government. When unreasonable duration is
thrust upon the contractors, the completion is rushed to meet the deadline and, in
the process, the quality is compromised. In the haste of completing the works
before particular financial year ends, seasonality aspect of the project timeline is
often disregarded. On the other hand, relaxed duration of construction period
may also encourage laxity in actual execution and completion of works. The
works such as blacktopping of road, and concreting of structures are technically
not supposed to be carried out during monsoon and winter respectively as that
will adversely affect the quality. Therefore, such unavoidable eventualities like the
snowfall and rainfall not being considered as forced majeure, has arisen mainly
due to lack of due diligence exercised by both the procuring agencies and the
contractors. At the time of preparing a project plan, the procuring agencies should
factor in some of the predictable eventualities like the rain and snowfall in the
project duration. Otherwise, penalty imposed on parties based on unrealistic
deadline is not justified. Thus, the duration for completion must be determined
based on scientific techniques and predictable eventualities to ensure fairness
and consistency across the procuring agencies.

4.11 Need for robust collaborative and oversight mechanism for effective
enforcement and administration of public procurement

The erratic pricing of bid prices offered by the suppliers are basically facilitated by
lack of information on prices of goods imported into the country. The Department
of Revenue and Customs has the mandate to levy duties and taxes on imports
and is supposed to maintain information on declared values of goods. If this
information is shared, the procuring agencies would be able to comprehend
range of prices of supplies and the possibility of paying exorbitant prices could be
minimized.

The Bhutan Standard Bureau (BSB) is limited to providing services of certification
of products. There is an opportunity for the BSB to pursue collaborative approach
with procuring agencies and the regulating agencies in ensuring that quality of
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works or goods conform to minimum standards through quality checks and
vigilance functions on systematic basis.

The issues of quality are main concerns in the procurement of goods and works
and it is going to persist as long as the spurious/inferior quality goods are
available in the market. One control point therefore is to check influx of these
inferior goods into domestic market through collaborative approach between the
BSB, Department of Trade (MoEA) and the Department of Revenue and Customs
(MoF) to exercise controls at the entry points. A platform for regulatory bodies
such as MoF, CDB, BSB, MoWHS and other relevant agencies must be created
to foster collaborations to drive quality of goods, works and services procured by
the government.

4.12 Bhutan Schedule of Rates (BSR) must be more comprehensive and
dynamic

The Bhutan Schedule of Rates (BSR) must be reviewed holistically to provide
comprehensive guidance for incorporation of work items and the prices. The BSR
provides basis for cost estimation of most construction projects undertaken by the
government and it is only logical that the prices are updated on continuous basis.
Estimates prepared based on BSR must be realistic, in that nomenclature of
items suggested therein conform to correct technical solutions and prices
indicated reflect current market prices. There should be institutionalized system
of conducting research on prevailing market prices. There is an opportunity to
integrate the process with e-procurement platform to source price information in
conducting such studies. It should be dynamic document reflecting changes in
technology in constructions. Anomalies and inconsistencies in application of cost
indices must be addressed to ensure uniform estimation of the projects across
procuring agencies.

ENFORCING
ACCOUNTABILITY &

STRICTER SANCTIONS : . . o
----------------------------------------- framework in public procurement system. It promotes integrity in the

Public procurements are often prone to fraud and corruption. The
problems can be addressed by strengthening accountability

contractual works, supply of goods and services and promotes
sound stewardship of public resources.

The review of procurement practices across the government agencies brought
out that procurement regulations are not strictly adhered to and, therefore, giving
rise to repeated cases of procurement lapses. Accountability and transparency
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are important tenets of public procurement to drive desirable behaviors of those
charged with responsibilities as well as parties engaged in government
procurement. Such system will help building trust in the government procurement
process.

4.13 Stricter sanctions and penalties must be prescribed to improve
accountability

There is a need to reinforce ethical behaviors through prescription of sanctions
and accountability for departures based on the severity of the cases. Most of the
issues indicative of deficiency in ethical conduct of officials are the results of
weak enforcement and monitoring of conducts, limited transparency and
inadequacies in the systems of holding responsible individuals and parties
accountable through appropriate sanctions. Necessary sanctions should be
prescribed for non-compliances to ethical codes as a deterrence measure. It shall
provide legal basis for enforcing and regulating agencies to enforce professional
conduct of officials. Grounds for sanctions must be explicitly specified by
categories of offences committed by the parties. Alongside, it may also be
important to consider necessary incentives to procurement officials or
Committees to encourage ethical conducts. This would improve compliance and
oblige public officials to demonstrate high ethical behaviors in managing the
affairs of public procurement.

4.14 MoF should develop a mechanism to hold Consultants/firms
accountable for shortcomings in their deliverables

Government agencies spend substantial public resources in engaging consulting
firms/individuals for a range of services that are of an advisory or professional
nature typically involved in providing expert or strategic advices. The PRR
specifies engagement of consultants where the work involves the application of
multi-disciplinary expertise and requires the support of consultants with requisite
competence. For construction works, the consultants are usually engaged in
drawing, design, estimation and supervision of the projects.

The RAA noted that the issues in some of the construction arise from deficiencies
in the drawing, designs and estimates prepared by the consultants including major
deviations. The deliverables under the contract are limited to outputs specified in
the ToR and generally do not extend to ensuring results from their outputs. For
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instance, the consultants cannot be held responsible for any quality compromises
resulting from the faulty drawings and designs prepared by them. This is also
applicable for other services requiring shelving of their reports and
recommendations if not done properly. Therefore, the MoF should develop a
mechanism to hold Consultants accountable for shortcomings in their
deliverables.

4.15 Agencies should strictly control employees engaged in private trade
or activities/situations having inherent conflict of interests

The government agencies, particularly those dealing in verifying or approving
architectural drawings of private buildings or infrastructures should strictly refrain
their officials (engineers/architects) from engaging in private works for payments.
Such unauthorized engagement does not only affect efficient service delivery, but
also have serious ramifications on the trust and credibility of the organization.
Such unethical practice should be strictly monitored and heavy penalty imposed
on officials found involved in private trade.

The spouse or dependents of the dealing officials of procuring agencies should
not be allowed to participate in the supply of goods and services. The officials
should be refrained from participation in the Tender Committee if there is a
Conflict of Interest by way of participation.
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