The Aid Governance Initiative


PROCUREMENT

Questionnaaire:  Please describe in some detail the procedures being applied by your institution in the field of procurement of donor-funded goods and services, whether in the Bangladeshi market or internationally. Assuming that competitive bidding is the main guiding principle, describe in some detail to what extent your institution maintains insight into or control over the tendering process to ensure that the approach is open and transparent, genuinely competitive and likely to result in the procurement of the required goods and services with an appropriate quality at a competitive price. It is particularly important to clarify whose procurement rules and regulations apply – those of the Government of Bangladesh or those of the donor institutions (or maybe some hybrid variation of the two) – and the degree to which your institution has the right to intervene or object in the event that the proper competitive process is (or appears to be) disregarded or circumvented. 

To illustrate in concrete terms how your safeguards against improper procurement practices function, please describe one or two recent cases, where transparency/accountability problems were detected in a procurement process relating to funds provided by you, and how this matter was addressed and possibly rectified by the various parties concerned (if appropriate and helpful for a full understanding of the principles mechanisms at work, please provide supporting documentation).

If appropriate, please specify the precise manner in which your institution is involved at the various stages of the tender process, e.g. (a) the terms of reference/specifications for the goods or services to be provided, (b) the Request for Proposal, (c) the short list of potential suppliers, (d) the tender evaluation criteria, or (e) the decision in particular cases to waive competitive bidding.

Procurement Issues: Background

There has been extensive study of the procurement processes in Bangladesh over the past two years, particularly by the ADB and World Bank.  It is clear that there are major problems in this area, and that overcoming them will require substantive effort on the part of Donors and the GOB.

The World Bank Country Procurement Assessment Report (CPAR November 1999, revised June and September 2000 and May 2001) provides an overview of the procurement framework in Bangladesh, an analysis of the major issues, and recommendations for a course of action to make procurement more transparent and efficient.  

Major issues outlined in the Bank report include:  

· too many different Donor procedures and guidelines

· lack of experience of GOB officials to prepare bidding documents

· frequent extension of bid validity

· bidding collusion

· re-bidding without valid reason

· delay in selection and appointment of consultants

· absence of appropriate tender evaluation committee

· delay in decision-making

· inadequate transparency

· outside influence and lobby from interest groups 

The CPAR has been broadly endorsed by the Government, and as a follow-up, GOB is now preparing a project for “Public Procurement Reform” with the Bank’s assistance.  Key reform will include: establishing a procurement policy unit, introducing public procurement rules and procedures, introducing standard bidding documents, revising the procurement approval process by significantly reducing the number of layers, publishing contract awards above US$200,000, simplifying procedures for advertisement by allowing implementing agencies to publish invitations for bids directly without routing through the Ministry of Information, introducing a public procurement website, revising delegation of powers, introducing appeal procedures, introducing a code of conduct, considering independent evaluators in proposed evaluations, introducing mandatory procurement audits by independent auditors, introducing a performance monitoring system, and providing extensive training.  

Procurement Issues and Principles: 
Donor Survey

The following provides a summary of Donors’ responses to the Transparency and Accountability Questionnaire on the subject of procurement.  

Guiding Principles and Common Issues:

· For International Competitive Bid (ICB), major multilateral Donors require their borrowers to observe certain guidelines in the procurement process, and close monitoring is maintained at each stage of the exercise, e.g. review of bid documents, advertising for bids, bid opening, evaluation etc.  Bilateral Donors should attempt to follow such guidelines, and where insufficient resources are available, responsibility should be entrusted to a specialist procurement agency.

· Procurement by Local Competitive Bid (LCB) procedures is less controlled, and this is where the major problems lie.  Because the sums involved are much smaller, often-insufficient attention is paid by donors during such transactions. As a result, more liberties are taken by recipient agencies. Examples include the leaking of an agency's estimate to ensure bids received are within set thresholds (say (+) or (-) 10%), or distortion of conditions of a contract to favour one bidder over another.  Most anomalies can be avoided by ensuring that areas of concern are adequately covered in the Executing Agency's bidding procedures.  In the worst case scenario, the host government's local competitive bidding procedures have to be rejected in favour of the Donors, but adoption of the former is a much preferred course of action. 

· Standard Bidding Documents (SBDs) Because of the many loop-holes in LCB procedures in Bangladesh, a number of Donors are calling for the development of SBDs, in collaboration with the Government.  The advantage would be a unified set of procurement conditions that could be applied across the sectors.  This is currently being investigated under the auspices of the LCG Sub-group on Project Implementation.

Standard bidding documents for procurement of goods have been developed by the major lending agencies, highlighting best practices in the six main steps to successful procurement under ICB procedures, i.e.

i)
Advertisement and notification

ii)
Preparation and Issuing of the Bidding Document

iii)
Bid Preparation and Submission

iv)
Bid Opening

v)
Bid Evaluation, and

vi)
Contract Award


Leading bilateral donors should be encouraged to adopt the use of these SBDs.  Some bilateral donors (D, I) have similar procedures in place.

· Transfer of ownership of goods.  In those cases where equipment or other goods are transferred to the ownership of the Executing Agency, the Donor is typically absolved of the responsibility for operations and maintenance.  However, this is at the expense of control during project implementation e.g. requisition of a vehicle by an unauthorised authority.  

Case Studies

Actual examples of malpractices or declarations of misprocurement are difficult without exposing the parties involved.  Suffice to say that abuse is rampant, and Donors must maintain vigilance, particularly when monitoring procurement undertaken by government agencies. Many country offices may have insufficient resources for this purpose, however, especially related to skills in dealing with such matters. 

	Case: Though individual NGOs are not willing to put complaints in writing, NGO representatives have advised the Donor that they are requested to pay 15% of the value of their contract to the government executing agency/selection committee in order to have their service proposal considered.  In other cases, it is simply made known to them by the “gatekeeper” that their bids are not welcome.  Some NGOs that are unwilling to pay these fees are finding it difficult to survive as the majority of funds for NGO services are channelled through the government.   (G)


	Case: A local engineering company (EPC) was hired to do an “add on” to a bilateral project.  The job was advertised and three bids were received.  EPC reported to the Donor that the handwriting was the same for all three bids.  The Donor ordered EPC to re-tender, and the bids following the re-tendering were scrutinised and determined to be genuine.  (F)


Best Practices

Guiding principles:

· When using grant funds, Donors reserve the right to dictate the procurement and recruitment procedures to be used.

· When using credit or loan funds, recipient agencies should implement or, at a minimum, participate to the extent possible.

Suggestions of Donor best practices:

· Engage the services of a specialist procurement agency when procurement skills are lacking within the Country Office (C).

· Establish a Contracts Review Committee or Committee on Procurement (L) as well as a cost threshold above which the Committee must review transactions.

· Set realistic cost thresholds to demarcate between ICB and LCB (most agencies).

· Contrary to the desire of most borrowers (when using loan funds), contracts should be large enough to attract international competition. (E)

· Pre-qualification of bidders is highly desirable and should be based on the ability of the interested firm to perform the task satisfactorily, taking into account, experience, personnel, equipment, financial capacity etc. (P, E)

· When procurement is entrusted to Government, ensure an adequate review mechanism effected at each stage in the proceedings. (E) Reliance on audits will not expose unauthorised practices until it is too late.

· In LCB, for transparency and accountability, GOB's procurement guidelines should be amended to meet the best practices of the Donors. (E)

· Donors should press for the adoption of SBDs, to enhance awareness among donors and recipients, and to engender familiarisation of use among government departments and project executing agencies. (E)

· In the selection of consultants, which (under loans) is primarily the domain of the government, free, fair and transparent practices should be followed.  Unless there are extenuating circumstances, competitive bidding should be applied.  (E) The inclusion of an outsider in the consultant evaluation committee should be considered. (P)

· Skills development for GOB officials requires continued emphasis. (E, P)

Sanctions

Some Donors (B, E, I, J, P) include clauses in procurement guidelines and agreements that specifically cite procurement malpractice and resulting sanctions.  (An example is in ANNEX D.)  The extent to which these can be enforced when Bangladesh procurement regulations are followed depends in part on the degree to which the procurement process can be closely monitored.

	Significant violations to the Guidelines may result in declaring a contract “misprocurement”. In such cases, the Bank does not finance expenditures for that contract and cancels the portion from the credit. (I,P)  Over the last couple of years, there have been a number of instances where such significant violations were identified through the Bank’s review, and the Bank declared those contracts “misprocurement”. (P)


TRAVEL ABROAD

Questionnaire: Most donor institutions provide opportunities for Bangladeshis to travel abroad, usually for the purpose of being exposed to new knowledge and experience-sharing or for the purpose of acquiring new expertise (in formal degree/diploma courses or in shorter-term familiarisation programmes or training events). Please describe the extent to which your institution is actively involved in the process of nomination/selection of the travellers, and what safeguards are in place to avoid improper influences in the selection process (e.g. nepotism, favouritism, seniority irrespective of professional relevance, “incentives” to compensate for unattractive terms of employment in the public sector).
The selection process

The extent to which Missions are actively involved in the selection process of candidates for travel abroad opportunities ranges widely. For project travel, the primary responsibility for selection of candidates tends to rest with the GOB or Executing Agency, though some Donors are active in joint decision-making processes.  For special travel, such as study tours, the Donors exercise comparatively more control over the selection of candidates.  In most cases, criteria is established at the outset, and the Donor can exercise right of refusal for unqualified candidates. 

An inventory of Donor selection processes for project travel and special travel is in ANNEX F.

Observation and Issues

· The ability to resist influence for selection of candidates is dependent on a number of factors, some of which are easy to manage (criteria) and others more difficult (the strength of character of the programme manager).  (F)

· Equally important to the transparency of the selection process is a travel programme that is well developed, useful and includes relevant activities. There are examples of programmes, especially those designed for senior GOB officials, that could only be described as AID Tourism. (M)

· The opportunity to travel is a significant benefit, and in some cases counterparts aim to maximise the number of these opportunities, even at the expense of a project.  This raises a reluctance to fully engage public sector counterparts in planning for new projects. (M)

· It is difficult to identify good female candidates from the public sector to travel and study abroad.  Opportunities for travel seem to be preferentially allocated to civil servants at higher levels or seniority, which then limits the pool of women. (M)

	Case: Travel components jeopardise project design
A joint Donor-Ministry committee worked on a project design.  The Ministry staff argued forcefully for an unusually large number of trips.  In negotiations, Donor staff were able to gain agreement to reduce somewhat the number of trips proposed, but felt that to push further would risk the good will of the government staff to participate in the design process.  However, when the project design was later reviewed by an internal Donor team, the very large number of trips was noted, and the overall funding to the project was cut.


Notable practices

Development of Guidelines:

· One Donor has developed (C) a guidance note on study tours and scholarships.  It outlines points to consider when designing interventions and discussing study tours and scholarships with Government counterparts and for local staff (attached in ANNEX G)

Criteria and consistency with project objectives:

· Criteria for the selection of candidates are incorporated into project documents, sent directly to counterparts on a case-by-case basis, or advertised publicly (e.g. on a website). Most Donors insist that travel must be directly related to achieving particular project or programme objectives.

Continuity of returnees:

· In some cases, the Donor agrees with the GOB/executing agency about the period of time that those selected for travel programmes must continue working with a Project upon their return. (C, I)

Degree of control over selection of candidates:

· Final decision-making rests with the GOB, an executing agency, or a panel/person within a Donor office, depending on the type of travel and the Donor. In most cases, the Donor reserves the right of rejection of a candidate.  Refusal of unqualified candidates was noted by a number of Donors, and one Donor (I) has the practice of claiming a refund from the beneficiary when travel of an unqualified candidate has already taken place.  

	Case:  Refusal of travel

A candidate was authorised to attend a conference abroad, based on a selection process that included submission of an academic paper.  Upon receipt of the paper, conference organisers requested that the Donor decline the travel for this person as the paper had been significantly plagiarised.  GOB was advised accordingly, and the travel was declined. (G)


Gender Balance:

· Donor policy requires that women be well represented among Donor-funded trainees.(A,C)

Planning and Monitoring:

· Records are kept of those persons who have received training, conference or project travel benefits in order to avoid over-training of certain individuals and to ensure appropriate balance among stakeholders. (A)

· Policies including maximum numbers of trips per project, per area, and per section are in place, which are closely monitored and adhered to.  (L)

AUDIT

Questionnaire: Please describe in some detail the main audit oversight principles and practices that govern the aid activities funded by your institution in Bangladesh. It is particularly important to spell out (a) what types of audits are required by your authorities, (b) how frequently such audits are carried out, and (c) which institutions are entrusted with the task of auditing your aid activities (e.g. the audit authorities of your own institution, international commercial audit firms, Bangladeshi audit authorities, and/or private commercial auditors locally).

To illustrate in concrete terms how your audit oversight mechanisms are actually working in cases, where irregularities are found or suspected, please describe one or two recent cases, where audits identified transparency/accountability problems, and what the outcome and consequences of such exposure were (if appropriate and helpful for a full understanding of the principles/mechanisms at work, please provide supporting documentation).

Types of audits required

All Donors have audit requirements, some of which are stipulated in Umbrella Agreements with GOB, but most of which are included in agreements pertaining to a specific project or activity.  

Both financial and performance audits are standard, but the emphasis on each type varies.   For example, one Donor notes a focus on financial audits supplemented by management reports (B), whereas another Donor suggests that traditional audits do not necessarily show weaknesses and therefore more emphasis should be placed on performance audits and local verification. (J).  In one case, the Donor has established a unique system of staff project coordinators at field level to regularly monitor projects (L).  

The following list provides some examples of specific audit parameters cited:

· An audit of the recipient/sub-recipient’s fund accountability statement and overall financial statements, internal controls, compliance with regulations and agreement terms, indirect cost rate calculation, cost-sharing contribution, and status of prior recommendations. (A)

· Audits may be conducted of the Contractor’s (Managing Contractor from Donor country) operational practices and procedures as they relate to the Contract, including procurement and risk management procedures; the accuracy of the Contractor’s invoices and reports, the Contractor’s compliance with its personnel, confidentiality and privacy obligations, the efficiency and effectiveness of the Contractor’s operations  (M)

· Pre-audit at project formulation stage, auditing of project accounts by the project’s executing agencies, supervision of project implementation, and project performance audit (E)

· The auditor is required to give an opinion on project financial statements, a management letter (internal control letter), and confirmation that project financial statements include all expenditures, not just those financed by the Donor. (P)

Frequency of Audits

Most financial audits are carried out on an annual basis (see ANNEX H).  In some cases, there is a threshold stipulated that triggers annual audit requirements (typically over US $300,000-400,000).  

For the case cited where the annual audit is every two years (L), a strict system of controls is in place at field level, including the presence of staff project coordinators to regularly monitor activities.  In the case of one Donor, audits are held about every three years.  

Who performs the audit

	FAPAD = Foreign-Aided Project Audit Directorate of the GOB’s Office of the Comptroller and Auditor General

CAG = GOB Office of the Comptroller and Auditor General


Though there does not appear to be a standard in terms of which institutions perform audits of Donor-financed activities in Bangladesh (i.e., the Donor institution itself, international or local commercial audit firms, or GOB/FAPAD), there are a few general comments that can be made:

· Most Donors have internal audit functions, but few (A,B,D) have Comptrollers or financial advisers based in Dhaka.  

· For projects managed by Donor country executing agencies, international/Donor country audit firms normally undertake the audits.  The extent to which these firms work in tandem with local firms or visit project sites is rarely mentioned, raising the question of the extent of local insight into the process.

· For projects (loans) with the GOB, these are undertaken by FAPAD.  In the case of some projects (grants) with the GOB, FAPAD undertakes the audit (A, G, L, D), whereas in other cases local private contractors perform the audit (O, H, B, K, J). In one case (I), the Donor institution itself undertakes these audits.  In all cases where the audits are undertaken by FAPAD, concern is expressed about their capacity to perform the work.  Some Donors are planning to engage private auditors to supplement the work of FAPAD and provide better oversight (A,P), another has a provision in their agreement that audits could be undertaken by local private firms (J), and others are devoting more personnel and attention to address audit issues (D).

An overview of the types of institutions that perform audits of Donor-supported activities is in Annex H.

Observations and Issues 

FAPAD:

· CAG is reluctant to allow CPAs or Donor agency auditors to inspect their books or review their audits or systems of controls.  (A)

· CAG is very open to attend training trips outside of Bangladesh, but are generally not interested in Donor training programmes within the country. (A)

· The independence and authority of the CAG is unclear, as is the GOB system for internal audit.  For example, which Ministries and agencies are subject to audit?  To whom is the CAG responsible/report? (A)

· The formulation usually used in project agreements provides for two approaches.  The priority is that audits should be undertaken by GOB (FAPAD).  However, the condition is that FAPAD should be able to do this on a regular basis, which they do not have the capacity to do.  There is therefore provision that annual audits shall be undertaken by private audit firms.  In case of irregularities detected or suspected, special audits and/or performance audits are initiated. (J)

· For projects financed through the GOB, the Donor must receive annual audits from the Auditor General.  The timeliness and quality of these audits is a point of concern and attention for the Donor.  (D)

· International auditors are never used for GOB loans, simply because financial provision would have to be made in the loan, and governments would likely not accept this.  (E) However, one lending agency  (P) is now planning to engage private sector auditors to supplement the work of the FAPAD.  

Local audit capacity:

· Projects exceeding a certain value or of a complex nature with a high risk must be audited by a reputable auditor.  The auditor should be one of the renowned auditing companies.  Unfortunately the implementation of this requirement is difficult in Bangladesh.   (D) 

· The Donor has not experienced any transparency problems in the audit reports (by local commercial auditors of GOB- or NGO-executed projects).  However, in conducting future audits, the Donor will provide instructions to the selected commercial auditors to look more deeply into the transactions of the projects from the audit point of view, strictly as per Donor guidelines. (H)

· Local commercial audit firms are used for all projects, including for the audit of the Bangladesh office of the Donor agency itself  (B)

Frequency of irregularities and Remedial Actions:

Few Donors noted specific problems arising from project audits.  Those who did mentioned that issues were addressed to their own agencies and the recipient, but further information is required on the types of remedial actions taken and the response to these actions. Some examples follow:

· In the past year, the Donor’s Board of Audit identified three projects with poor performance and have reported these to the Donor Government.  As well, disbursement to another project was stopped based on a FAPAD audit report (I)

· Special audits or performance audits are conducted when irregularities are detected or suspected; about 1-2 per year.  (J)

Control at the local level:

· Problems exist, particularly on the local level.  Most donors deal with governments at the national level, and control at the local level is very weak.  A traditional audit will not necessarily show these weaknesses; therefore more emphasis should be placed on performance audits/local verification. (J)
Notable practices

Audit planning:

· An inventory of foreign recipients requiring an audit, and an annual audit management plan in prepared to ensure audit coverage of recipients (A)
Donor oversight:

· Specialised staff  – comptrollers or financial advisers – are based in Donor offices in Dhaka (A,B,D)

· All project staff are under Donor contracts, and are not recruited by local counterparts.  This also applies at field level.  All projects are therefore monitored by Donor-contracted staff.  (L)
Audit requirement criteria:
· The programme is guided by an annual call letter that specifies circumstances in which an audit is required.  For example:

· Agreements above $X million, audits are required after the first year of operation 

· Agreements exceeding $X million in total value who have annual disbursements of over $X

· Agreements that have never been audited in the past

· Agreements that are due for renewal or in light of information received concerning bad management by an organisation

· Agreements where the costs claimed as per invoices submitted do not reflect the basis of payment (F)
Legal basis for audit:
· Clauses on audit oversight are included in agreements.  These clauses cover:
· the types and timing of audits, 
· the ability of the Donor to request audits or access to records at any time, 
· the requirement of executing agency/contractor cooperation for audits, 
· maintenance of records beyond project completion, and sanctions (such as refunds or the right to suspend or terminate an agreement). 

· With GOB, clauses pertaining to audit are included in the Establishment Agreement, and/or in Programme and Project agreements.  (A,J,I,E)  Examples of such clauses are in ANNEX B and ANNEX I.

· For Donor Country Contractors, clauses are included in the primary contract and, as well, the primary Contractors are required to ensure that any subcontract entered into contains clauses pertaining to access to premises, data and records for audit purposes.  (M) 

Pre-qualification of audit firms:
· Donor audit authorities review the qualifications of Certified Public Accounting (CPA) firms to determine the eligibility of their personnel to perform audits.  A list of pre-qualified firms in maintained. (A)
International accounting standards:
· Audits must be performed in accordance with standards of the International Organisation of Supreme Audit Institutions, the International Federation of Accountants or the Donor government auditing standards (A, M, B)
Bidding procedure for audit firm selection:
· A tender procedure is used. A minimum of three audit firms (local or international depending on the scope of the project) are invited to submit bids for each programme/ project audit.   (K) 
Capacity building:

· For recipients, the Donor provides technical advice and assistance in the preparation of an audit (A, B). Also, as required, specific guidance on Donor audit requirements is provided to CPAs and the CAG. (A) One Donor contracts local accounting firms for training NGOs in financial management. (B)
Transparency and remedial action:
· The results of audits by the Board of Audit of the Donor Government are published for the general public of the Donor country.  Remedial actions are requested of the GOB and/or the relevant Donor institution.  (I) 
Initiatives Underway

Recognising a need to provide better oversight of the audit process, one Donor has prepared a Memorandum of Understanding on audit with the CAG.  This MOU would provide for the verification of GOB audits and review of controls by Donor auditors or private CPA firms, and for guidance and training for government audit officials. (A)
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