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Increasing the Use of Country Systems in Procurement

Executive Summary

1.
This paper is intended to be the basis for consultations on the broad lines of a framework to support an increased reliance on country procurement systems,
 and on the specific issues involved in moving toward such a framework.  It follows up on the February 24, 2005, Board discussion of Expanding the Use of Country Systems in Bank Operations – Issues and Proposals (referred to here as the “issues paper”).
  

2. Coverage and Key Issues.  This paper provides the rationale for greater use of country procurement systems in the context of the procurement sector strategy, identifies the main issues in moving to broaden the use of country procurement systems for international competitive bidding and international selection of consultants, and discusses how Management proposes to address these issues.

3. Policy. This paper is closely linked with the overall approach and the objectives and operational principles set out in the issues paper.  It underscores that the baseline for acceptable country system standards is that defined in the Bank’s procurement policy and proposes a policy framework for piloting the use of country systems in Bank-supported projects.

4. Key Elements. This paper proposes the following key elements for the policy framework governing the pilots:

· Equivalence and Acceptability. To determine whether a borrower country’s procurement system is equivalent to the Bank’s procurement policies, the Bank would assess the extent to which the procurement system achieves the objectives of the Bank’s Procurement and Consultants Guidelines and adheres to the operational principles that underlie them.  The framework for measuring equivalence would consist of (a) a set of baseline indicators to measure the quality of the national or subnational procurement system, (b) performance indicators to assess how implementing agencies perform in practice, and (c) a set of ICB indicators to measure the extent to which the country system treats international bidders and consultants with fairness and transparency.  A country system may be considered equivalent to the Bank’s policy if local rules are rated as substantially achieving all baseline indicators and as passing for all performance and ICB indicators.  The paper also defines the conditions under which systems with lesser ratings could be accepted.

· Baseline Indicators.  For NCB, a system of baseline indicators would be used to assess the quality of the country’s procurement system at the national or subnational level and the extent to which the system meets the objectives of the Bank’s procurement policies.

· Performance Indicators. A system of performance indicators would be used to assess the implementation agency’s track record against acceptable standards, identifying strengths and weaknesses and evaluating performance.

· International Competitive Bidding (ICB) Indicators.  For ICB and hiring of international consultants, a system of minimum standards indicators would be used to assess the country procurement system’s basic requirements covering ICB.   

· Addressing Gaps. If the borrower’s system is rated as not fully equivalent, the Bank may take account of the borrower’s measures to improve its system and require the borrower to make exceptions to the local rules until it eliminates the gaps. Bank-supported efforts to strengthen relevant capacity, incentives, and methods for implementation could be included in the project design.  The Bank’s mandatory parameters would need to be in place before the borrower undertakes implementation of the project. 
· Bank Supervision. The Bank would continue to carry out post reviews of procurement actions as well as procurement audits to be satisfied that the borrower is complying with the agreed procedures; for very large contracts (above US$25 million), the Bank would continue to carry out prior reviews.

· Anticorruption Policies. Use of country procurement systems would not affect or modify the Bank’s anticorruption policy for the pilot project.  Borrowers would be alerted to this fact, and the Loan Agreement would include all the usual provisions defining fraud, corruption, collusion, and coercion and setting out the conditions for the Bank to carry out investigations and apply remedies.

· Borrower Role and Obligations.  The borrower is responsible for achieving and maintaining an equivalent system and acceptable implementation practices, track record, and capacity, in accordance with the Bank’s assessment.  For each project, the borrower would identify those provisions of the country system that are necessary to ensure that the requirements of the indicators are met.  These provisions may vary from project to project, depending on the country’s system and the type of operation.  The specific provisions of the country system and any additional actions that the borrower needs to undertake to achieve and maintain equivalence and acceptable implementation would become part of the borrower’s contractual obligations to the Bank, subject to the Bank’s normal contractual remedies (e.g., suspension of disbursements).  

· Bank Responsibility.  The Bank is responsible for determining the equivalence and acceptability of borrower systems, and for appraising and supervising pilot projects that use these systems.  The Bank would carry out its responsibility, including assessment of borrower implementation practices, track record, and capacity, in a manner proportional to potential risks.  The Bank may explore with the borrower (and, as appropriate, other donors) the feasibility of arrangements to strengthen ownership and country capacity to implement specific improvements in the country’s procurement system.  Without limitation to its responsibility, the Bank may also explore with the borrower (and, as appropriate, other donors) the feasibility of establishing alternative monitoring arrangements for overseeing the implementation of the project.
5. The Bank’s Remedies.  Loan Agreements would include language ensuring that the Bank’s policy requirements are met, particularly the requirements on addressing fraud and corruption.  In addition, Loan Agreements would include the remedies the Bank could apply if the basis under which the assessment for measuring equivalence is modified or if the borrower’s performance in applying the country’s procurement system does not remain satisfactory.

6. Pilots.  The paper recommends piloting the proposed policy in about 10 projects across different Regions and sectors for which the borrower wishes to use the country procurement system. For greater usefulness in testing the effectiveness of the procurement approach, agencies that have strong capacity or that have already had experience in implementing Bank funded projects would be preferred.  The projects may be the same as those chosen to pilot the use of safeguard systems, but they need not be. 

7. Review and Evaluation of the Overall Pilot Program.  Management would report to the Board on experience, client feedback, and early lessons after the first year of implementation of the pilot program.  At that point implementation experience would be limited, so the focus of that review is likely to be the lessons on the assessment methodology.  Another review of the whole program would be conducted after two years of implementation.  This review would examine the aggregate performance of all the pilot projects vis-à-vis their development objectives, implementation quality, compliance with applicable operational framework, and achievement of the objectives of using country systems.

8. Board Information.  For each planned pilot, Executive Directors would receive the CAS and/or Project Information Document (PID) in which the proposed use of country systems is signaled.  The Project Appraisal Document (PAD) would discuss the basis for the decision to use country systems and would clearly state the country systems (including supplementary measures) that the Bank expects to apply to the operation.  As is standard practice, the PAD would be accompanied by a Memorandum of the President (MOP) seeking Board approval of the operation.

9. Disclosure.  To promote transparency and facilitate accountability, early in the project cycle the Bank would make public through the PID its intent to use the country procurement system in a proposed pilot operation.  It would update this information as project development proceeds.  At a later stage, but before Board approval of the project, the Bank would make publicly available its analysis of equivalence of borrower systems and Bank requirements and its assessment of the acceptability of borrower’s system.

10. Next Steps.  Having reflected in this document the suggestions and advice given by the Executive Directors during the informal Board discussion of March 8, 2005,  Management will post this draft on the Bank’s web page and consult with staff, donors, other agencies, borrowers, the business community, and civil society.  Management will then revise this document to reflect the results of the consultation and submit it to the Board. If the Board approves the paper, Management would start testing the approach in early FY06.  During the same period, OECD/DAC is recommending that its members adopt the baseline indicators developed by the Working Group on Performance Measurement, Benchmarking and Monitoring and Evaluation of Public Procurement Systems.  The World Bank will exchange its experience on using country systems with the other multilateral development banks through the meetings of the Heads of Procurement Group, creating the environment for a harmonized approach with other multilaterals that also decide to use them.  On the basis of the experience gained, the Bank would decide whether to fine-tune the baseline indicators.  The Bank will conduct its own assessment of the utility of these indicators for greater use of country procurement systems, and will include the conclusions in the report to the Board on review of the overall pilot program.

Increasing the Use of Country Systems in Procurement

I.  Introduction

1. The World Bank, which is required by its Articles of Agreement and operational policies to ensure the appropriate use of the resources it provides, expects borrowers to adhere to detailed sets of procurement guidelines.
  These guidelines are generally considered to be effective in ensuring that the procurement of goods, works, and services under contracts financed by the Bank is carried out in accordance with the principles of economy and efficiency, open competition, transparency, and encouragement of domestic industry.  However, the Bank also understands that “the same benefits that accrue to Bank-assisted projects in which procurement is handled well can and should be extended to all public sector procurement.”
  Accordingly, as a matter of policy the Bank has worked to “increase focus on the development impact of procurement in order to build clients’ capacity and help them establish sound procurement systems”
—systems that would in effect extend the benefits of well-handled procurement to all public sector procurement. 

2. Procurement and Country Systems.  The Bank’s Procurement Guidelines, approved by the Board, apply to all procurement of goods, works, and services financed by investment loans.  Strict adherence to detailed Bank rules is required for international competitive bidding (ICB) and international selection of consultants.
  However, the Guidelines permit the use of national competitive bidding (NCB) procedures for public procurement in the borrower country, specifying that country procedures may be used in Bank-financed procurement if they ensure open competition, economy, efficiency, and transparency, and if they are broadly consistent with the requirements of the Bank’s procurement rules.
  As the Bank is moving toward greater reliance on country systems in several areas, it is opportune to examine when and how such reliance can be broadened in procurement—and specifically to ICB.  

3. Purpose and Structure of Paper.  This paper is intended to be the basis for consultations on the broad lines of a framework designed to support increased reliance on country procurement systems in Bank-financed operations, and on the specific issues involved in moving toward such a framework.   This paper complements the country systems issue paper,
 which the Executive Directors discussed on February 24, 2005, and responds to the Executive Directors’ request for more information about the specific issues involved in moving toward greater reliance on country systems in procurement.    Section II provides background on the issue:  the rationale for greater use of country systems and information on the evolution of the procurement sector strategy and the Country Procurement Assessment Report (CPAR). Section III describes a benchmarking framework designed to support increased reliance on country systems.  Section IV discusses implementation and proposes a pilot program to test the tools, and Section V discusses next steps.  Finally, Annex A provides the status of CPARs and Annex B contains the proposed policy framework for piloting the use of country procurement systems in Bank-supported projects.  A revised version of this paper, taking into consideration Executive Directors’ views and the outcome of external consultations, will be submitted for Board discussion before the end of FY05.
II.  Background

4. The issues paper defined country systems as the country’s national, subnational, or sectoral implementing institutions and applicable rules, laws, regulations, policies, and procedures for the activity being supported by the Bank.  In the area of procurement, the relevant country systems are the procurement legislative and regulatory framework and implementing regulations, documentation, and tools; the institutional framework and capacity for procurement; and the procurement procedures.

5. Rationale.  As the issues paper explained, the World Bank believes that the use of well-designed country systems has significant potential to improve development impact, increase country ownership, facilitate harmonization, and simplify processes and reduce costs.  All of these broader rationales apply to procurement as well.  

· Scale up development impact.  The Bank can ensure good procurement practices in any project it finances by applying its Procurement Guidelines; but in doing so it can only influence a small proportion of any country’s expenditures.  The Bank can have a much broader impact, well beyond the activities it funds directly, if its work more systematically strengthens the country’s systems and practices themselves, and results in the use of improved systems for all government expenditures. 

· Increase country ownership.  Client ownership is higher when projects use the systems already in place in the country.  In addition, experience indicate that borrowers are more willing to take the necessary measures to upgrade performance when their own systems benefit.

· Build capacity.  The use of a country procurement systems approach focuses attention on whether a country’s system is based on good practice principles and whether the country has the capacity to successfully implement and sustain implementation of those principles to achieve the objectives of the Bank’s Procurement Guidelines.  Thus, the approach brings capacity building to the forefront of the interactions among borrowers, the business community, the Bank, and other development partners who support the use of country systems, and thereby has immediate benefits at the project level.  It can also form the basis of larger-scale programs to enhance the borrowers’ institutional capacity over the longer term.

· Facilitate harmonization.  The multilateral development banks’ Heads of Procurement group has been in the forefront of the harmonization agenda, working to develop standardized documents for all procurement financed by the banks, agreeing on common procedures for and carrying out joint CPARs, and moving the harmonization agenda to the country level.  The use of country systems will provide a way to harmonize the different procurement processes within the country independent of the source of financing (external or government funds).  It will also facilitate harmonization at the global level by ensuring that the systems of the different countries whose procurement systems are considered to be equivalent to the Bank’s policy have the same basic requirements and assurances as international best practice.

· Simplify and reduce costs.  The use of the country systems approach will also contribute to the Bank’s simplification agenda, which seeks to streamline and speed up Bank procedures and processes and improve investment lending services to clients by reducing transaction costs.
  Application of a single country or sector-level assessment to multiple projects, supplemented by additional project-specific analysis, increases efficiency in project preparation.  For borrowers, there are substantial savings from using country systems instead of building and maintaining parallel structures to satisfy Bank requirements.  
6. Bank Procurement Strategy.  In 1997, to increase the focus on the developmental role of the Bank’s procurement function, boost borrower accountability, and enhance cost-effectiveness, Management began implementing changes that emphasized up-front project work (including better procurement planning and client capacity analysis) to ensure good procurement quality at entry.  Among other steps, the strategy proposed (a) raising thresholds for prior review and moving toward greater reliance on and increased quality of post review of contracts,
 and (b) focusing on developing countries’ capacity to administer procurement at both the project and the national levels.  These proposals can be seen as initial steps toward explicit and broader reliance on the country’s own systems.  

7. Bank Practice Today.  At the project level, the Bank continues to improve procurement quality at entry by carrying out detailed preparatory work; helping to build implementing agency capacity; and, to ensure compliance, relying less on prior review of procurement activity and more on systematic, independent ex post reviews and audits of small contracts by outside firms.  At the country level, the CPAR is used to assess procurement systems and develop action plans for improving them; over 90 countries are now covered by CPARs (see Annex A).  Introduced in the 1980s, the CPAR was originally a paper that documented country procurement practices and identified inconsistencies with Bank policies and procedures; today it has evolved into a more strategic development tool that identifies major issues affecting public procurement in the country and the potential for improving results by drawing on lessons from international best practices.
  In a number of countries CPARs have been used in country dialogue to reach consensus on reforms to the country’s own procurement policies.  Wherever feasible, CPARs are prepared jointly by development agencies and the partner country concerned, and are complemented by technical assistance to improve country capacity.
  The Bank also conducts procurement assessments at the subnational and sector/agency level when it expects significant lending at that level.  

8. Overall Utility of CPAR.  Thus, for the Bank and other donors, the CPAR is the principal tool used to assess public sector procurement systems.  There is broad international agreement on the principles and objectives of a satisfactory procurement system, on the elements of a legal framework for such a system, and on ways to create an open and fair competitive environment that facilitates the free movement of goods, works, and services across country borders—and the CPAR is based on these understandings.  However, the CPAR does not provides benchmark or baseline indicators for the quality of a country’s procurement system, nor the performance of countries and agencies in applying that system, two aspects that must be understood if the Bank is to rely on such a system.  For these purposes, this paper proposes the use of additional baseline indicators, as described in the next section.  In the future, a second generation of CPARs will include benchmarks by incorporating the baseline and performance indicators.

III.  Proposed Benchmarking Framework

9. In deciding whether to use a given country’s procurement system, then, the first step would be to use the CPAR to assess the extent to which the country’s system is equivalent to the Bank’s—that is, the extent to which the country’s system achieves the objectives of the Bank’s Procurement and Consultant Guidelines and adheres to the operational principles that underlie them (see Table 1).

Table 1.  Objectives and Operational Principles Underlying the Bank’s Procurement Policy

	Procurement method
	Objectives
	Operational principles

	National competitive bidding
	To ensure efficient, cost-effective, and transparent procurement. 
	1. Ensure equal opportunity for all eligible bidders.

2. Apply transparent processes.

3. Deal expeditiously with fraud and corruption. 

4. Make the procurement process consistent with the principles of economy, efficiency, transparency, and equal opportunity.

	International competitive bidding – goods, civil works
	To ensure efficient, cost-effective, and transparent procurement. 
	Same as the principles for NCB, plus:

1. Ensure broad eligibility to bid.

2. Treat foreign bidders fairly and without discrimination.  

	Consultants
	To ensure efficiency, cost-effectiveness, and transparency.
	Use selection processes that give importance to quality of advice as well as to the cost of the assignment.


10. Baseline Indicators.  This paper proposes that, in addition to the CPAR, the Bank would use two systems of baseline indicators:  one a country-level system covering the quality of the procurement system, and the other a project-level system covering the procurement performance of the implementing agency.  These baseline indicators are based on the work of the Working Group on Performance Measurement, Benchmarking, and Monitoring and Evaluation of Public Procurement Systems, formed under the Joint World Bank and OECD/DAC Procurement Roundtable initiative.
  An additional set of benchmarks would cover the country’s standards for international competitive tendering (known as ICB in the Bank’s guidelines).

A.  Baseline Indicators of Borrower’s Policy and Institutional Capacity 

11. The joint World Bank and OECD/DAC Procurement Roundtable has developed a system of baseline indicators for measuring the quality of borrower’s procurement policies and institutional capacity. This new tool defines 12 baseline indicators, organized into four groupings called pillars, and each further described by subindicators.  This tool is flexible enough to be applied in the very diverse conditions and differing capacity levels of national, subnational, and local systems in different countries.  It is also “neutral” and can be applied to countries at varying levels of development, including Part I countries.  

12. Description. The standards or baseline indicators in this tool are derived from the “model system” developed and agreed by Roundtable participants for assessing procurement systems.  (The model system reflected the best practice obtained from the collective experience of the Roundtable participants;
 for the World Bank, the model system is equivalent to Bank standards defined in the Bank’s Procurement and Consultants Guidelines. Managers can use the tool to help identify elements of the national public procurement system that meet or exceed the baseline, those that need improvement or modification to meet the baseline, and variances from the baseline that indicate potential areas of risk in the system.  The system of indicators does not measure performance; however, coupled with the performance indicators described later in this paper, it can guide decisions on accepting a proposed system or making changes to achieve better performance outcomes.  The indicators are listed in Box 1 and described more fully in Annex B.  

Box 1.  Baseline Indicators of Policies and Institutions

	Pillar I.
Legislative and Regulatory Framework

1.  
The country’s procurement legislative and regulatory framework complies with applicable obligations deriving from national and international requirements. 

2.  
The country has appropriate regulations, documentation, and tools to support implementation of its framework.
Pillar II.
Institutional Framework and Management Capacity

3. 
The public procurement system is mainstreamed and well integrated into the public sector governance system.


4.  
The country has a functional normative/regulatory body.

5.  
The country has institutional development capacity.
Pillar III.
Procurement Operations and Market Practices

6.  
The country’s procurement operations and practices are efficient.

7.  
The country’s public procurement market functions well.
8. 
The country has contract administration and dispute resolution provisions.

Pillar IV.
Integrity of the Public Procurement System 
9.  
The country has effective control and audit systems.

10. 
The country has an efficient appeals mechanism.

11. 
The public has broad access to information.

12. 
The country has ethics and anticorruption measures in place.


13. Application of the System.  These indicators are intended to give a broad overview of the comparative strengths and weaknesses of a country’s procurement system.  They are complex, and require professional judgment in arriving at a fair and objective assessment of a national procurement system.  To use the indicators, a Bank team (working jointly with the borrower and/or other donors, as appropriate) would assess each indicator by comparing the country procurement system against the subindicators of the baseline set out in Annex B.  The assessment would assign one of three ratings to each indicator: not achieved (NA), substantially achieved (SA), and fully achieved (FA).  A borrower’s system would need a “substantially achieved” rating on every baseline indicator for the Bank to rely on the system.  However, depending on the severity and importance of identified gaps, staff could propose allowing the use of the country’s systems, if the rating lower than substantially achieved is not an area covered by a mandatory subindicator, and the Bank and the borrower agree on measures to fill the gap.  (Annex B includes details on the proposed policy for piloting the use of country systems in Bank-supported projects using this system of indicators.  The Bank will also issue an Assessment Guide to assist staff in making the necessary judgments.)
B.  Performance Assessment

14. In a country where the baseline indicators on policy and institutional framework are satisfactory, it is still necessary to examine borrower’s implementation practices, track record, and capacity.  Because there is already a widely accepted body of good practices in procurement, it is possible to identify specific data that should be generated and can be measured and monitored to determine aspects of performance.  The proposed performance indicators are shown in Table 2.

Table 2.  Performance Indicators

	Indicator name
	Indicates
	Measured by
	Satisfactory threshold


	(1) Advertisement of bids and publication of awards
	Transparency and openness of system
	Number of bids (in %) for which invitation to bid and contract award results are publicly advertised
	95% or more

	(2) Time for preparation of bids
	Real opportunity for bidders to submit bids
	Number of days between invitation to bid and bid opening
	21 days or more for open bidding, 10 days or more for restricted bidding, and 3 days or more for shopping

	(3) Time for bid evaluation
	Efficiency of bidding process
	Number of days between bid opening and publication of award
	90 days or less

	(4) Bidders participation 
	Level of confidence of private sector in the process
	Average number of bidders submitting bid in each bid process
	5 bids or more (calculated as the average for the sample of transactions)

	(5) Method of procurement used
	Level of competition
	Number of bidding processes using a method less competitive than the process recommended for the estimated contract amount.
	 1% or less

	(6) Direct contracting
	Transparency and level of competition
	Percent of contracts (by number and value) awarded on a sole-source basis
	10% or less of number of contracts and 5% or less of total value of contracts

	(7) Processes cancelled
	Quality of bidding process
	Percent of bid processes declared null before contract signature
	5% or less

	(8) Number of protests
	Quality and fairness of process
	Ratio (in %) between the number of protests posted and the number of bids submitted 
	Not less than 10% and not more than 50%

	(9) Time to answer protests
	Efficiency and fairness of protest system
	Number of days between submission and final response to protests
	21 days or less

	(10) Protest results
	Effectiveness of protest system
	Percent of contracts with award recommendation modified because of a protest
	5% or less

	(11) Late payments
	Quality and consistency of payment process
	Percent of payments made more than 45 days late
	10% or less

	(12) Contract amount increase
	Quality of bidding and contract management
	Percentage increase of final contract amount due to changes and amendments
	15% or less (calculated as the average for the sample of transactions)

	(13) Restricted competition for consultants
	Quality of advice
	Percent of processes for the selection of consultants using open competition instead of a restricted competition or shortlist methodology
	5% or less

	(14) Selection method for consultants
	Weight of quality to price ratio used in selection
	Percent of processes for the selection of consultants having price weighted more than 20% of the total scoring points 
	15% or less


15. Methodology.  During the preparation of each proposed project, the Bank team (working jointly with the borrower and/or other donors, as appropriate) would examine the procurement track record of the implementing agency or agencies.  The team would focus on a significant sample of contracts covering bidding processes for ICB, NCB, and other less competitive procurement methods, assessing such things as overall record management, level of advertisement and publication of results, competitiveness of the processes, quality of the bidding process, use of contract dispute resolution methods, and comparison of costs with private sector norms.  Finally, the team would survey contractors and suppliers to determine their perception of the system’s transparency and fairness.  For each of the indicators (shown in Table 2), the team would assign a simple pass/fail rating and would then make an overall recommendation on the acceptability of the procurement system.  A borrower’s system will pass the performance indicators test if all 14 indicators achieve a “pass” rating.  However, depending on the specific conditions of the country and on the importance of identified gaps, staff may propose allowing the use of the borrower’s systems if a “fail” rating is not in an area covered by the indicators 1, 5, 6, and 12 (for which compliance is required), and the Bank and the borrower agree on measures to fill the gap. Equally, if the borrower’s system passes all indicators except 13 or 14, staff may propose using the system for procurement of goods and works but not for selection of consultants.  The report on the assessment should include a description of the sample of transactions used in the assessment, including a profile describing the percentage distribution of contracts in different brackets of contract amount included in the sample. (The existence of an adequate filing and recording system to provide reliable data for compiling the sample of transactions for the performance assessment and for allowing post review and auditing of transactions is a mandatory condition for assessment and consequently eventual acceptance of the country system.)
16. Data Collection.  To allow performance measurement, the country, sector, or agency must have in place a satisfactory system to record all procurement actions on transactions and a satisfactory system for filing all related documents.  Ideally, a framework and methodology for data collection to support performance monitoring could be agreed as part of the CPAR action plan.  The Bank is working with many client countries to develop technology for base data collection capacity; however, even countries or sectors that do not yet have a data collecting system can be assessed (with much more effort) by using sampling.  The initial collection and analysis of data should be carried out by an institution with appropriate capacity (the task may be carried out by a country-based institution, directly executed or contracted by donors, or a combination of both) and validated by the Bank (and other donors, in the case of joint financed programs).  The exact process of collection and analysis should be determined for each project.  The statistical analysis of information should be shared so that all project stakeholders will have a common understanding of the problems that need to be resolved at the systemic or agency level.    

C.  ICB Assessment

17. Most aspects of the assessment of the quality and performance of a country’s procurement system apply to both ICB and NCB. However, as Table 1 noted, for ICB a few additional issues are considered to be of prime importance in creating a reasonably level playing field and ensuring the procurement of goods and services on the basis of economy, efficiency, equal opportunity, and transparency.  

18. Indicators.  International tendering is not the best option for all procurement processes; it is typically used only when the contract amount is high enough to justify international competition.  The size of Bank-financed contracts that can be expected to attract foreign bidders depends on the capacity of the domestic market and should be based on an appropriate threshold defined for each country and for the object of each contract.  When international competition is appropriate, Bank policy aims to ensure that foreign bidders have a fair opportunity to win contracts, but the Bank also recognizes that it is reasonable for countries to provide some margin of benefits to local manufacturers.  In considering whether to rely on a country’s system for ICB, Bank staff should assess whether the domestic regulatory framework includes the provisions in Box 2, and whether the provisions have been followed in a sample of contracts.  For each ICB indicator they assign a rating of “satisfactory” or “not satisfactory,” depending on whether the system is above or below the minimum standard in Box 2.

Box 2.  ICB Indicators

	Issue
	Minimum standard to be used

	Advertisement 
	Newspaper or publication of wide international circulation, or openly accessible electronic bulletin.  Contract notices as well as awards shall be published.

	Language 
	English, French, or Spanish, in addition to the national language of the country.

	Currency
	Bids may be submitted in one international currency in addition to local currency, and the conversion mechanism shall be stated. 

	Time for bid preparation
	Generally, 30 days shall be acceptable for consultant services and procurement of goods and small works, and 60 days for larger works (above US$10 million).

	Evaluation and comparison of bids for goods
	Shall not include customs duties and import taxes.

	Domestic preference
	· Maximum amount shall be stated in the law (up to 15% maximum)

· Criteria for its use shall be clearly described in the regulations, and shall be applied to locally manufactured goods. 

	Joint ventures
	Are not mandatory.

	Protests
	· Bid protest submission procedures shall be in writing and easily available (preferably in bidding documents) to foreign bidders.  

· The publication of award shall specify that bidders have the right to be debriefed.

· The borrower shall provide such debriefings in writing or in a meeting, as requested.

	Contract dispute resolution (including arbitration)
	Alternative methods for resolution of dispute should be used for large and/or complex contracts for supply and installation and works and for consultant contracts.  International arbitration should be the preferred method for final resolution of disputes. 

	Selection of consultants 
	The system should include restricted tendering procedures for preparing shortlists of consultants, and selection methods that are based primarily on quality considerations and have cost considerations as a subsidiary aspect. 

	Payment
	Payment shall be in the currency of bid or the equivalent in local currency, using the exchange rate for conversion to avoid transfer of exchange rate risk to bidders. 


D.  Advantages and Risks of a System of Indicators

19. Advantages. The participants in the Joint Procurement Roundtable initiative agreed that the development and application of such a system of indicators would contribute in the following ways:

· Governments would have a tool to help identify work needed to develop and implement a prioritized capacity-development and change-management strategy. 

· Governments would be able to coordinate, prioritize, and focus donor assistance on supporting the strategy.

· Governments would be able to measure the impact of their strategy by comparing implementation progress against the indicators.

· Supporters of reform would have clear arguments for change, to focus political attention and mobilize commitment.

· Recognized standards would be available around which to harmonize public procurement rules and procedures.

· As an integral part of the public financial management indicator system, the system of indicators for public procurement would provide valuable information for the overall assessment of the public finance system.

· Donors would receive information to support strategic policy decisions with regard to each country.

· Information on the structure of the national procurement system could be used with the other components (performance indicators and treatment of international competitive bidding) to judge the acceptability of the national procurement system (in part or in whole) for handling donor financing, whether channelled as budget support or allocated for particular projects and programs. 

20. Risks. A system of indicators could also have undesirable effects:
· If the system is poorly understood at the national level, the information it generates may be misused or misrepresented.

· If a country sees the system as an imposition from outside rather than a tool for management and improvement, the country’s relationship with the international donor community on public procurement reform can be affected.

· It can create an “indicator mentality,” in which resources are pushed into areas that will improve the achievement of the baseline rather than those that will address the overall quality of the public procurement system.

· It cannot capture all generic issues.
IV.  Implementation and Proposed Pilot Program

21. As the issues paper pointed out, in any project that uses country systems, the Bank retains responsibility for project appraisal and supervision.  In procurement, the decision on the appropriate level of Bank supervision for each project will continue to be based on a comprehensive assessment that combines country risk, agency risk, and inherent project risk.  The CPAR and its updates will remain the main tool to assess the overall systemic quality and the control environment at the country level, and the project agency capacity assessment will identify the specific risks for the project and recommend the level of Bank oversight.  Even though these tools provide an efficient and objective basis for a determination about use of country systems, solid professional judgment will also be required.  Any recommendations report will include the analysis of equivalence of borrower systems with Bank requirements and the assessment of and recommendations on the level of acceptability of borrower’s system.  This section describes how the Bank envisions implementing the increased use of country systems in procurement, and proposes a pilot program to test the process. 

A.  Implementation

22. The Bank considers a borrower’s procurement system to be equivalent to the Bank’s if the borrower’s system is designed to achieve the objectives of the Bank’s Procurement and Consultants Guidelines and adheres to the applicable operational principles that underline them.  To measure such equivalence, staff would assess the country system against (a) baseline indicators of legal and institutional capacity, (b) performance indicators, and (c) ICB indicators.  

23. Equivalence and Acceptability.  A country system would be considered “fully equivalent” if local rules materially meet all the objectives of Bank procurement policy–that is if the borrower’s system received a “fully achieved” (FA) or “substantially achieved” (SA) rating for all baseline indicators and a “pass” rating for all performance and ICB indicators. A fully equivalent system would be acceptable for use in a Bank-funded project. A system would be considered “partially equivalent” if it passes the test on performance indicators but is rated lower than SA for baseline indicators, as long as the gaps are in areas not related to mandatory subindicators (see Annex B) and agreement is reached to address the gaps.  Depending on the severity and importance of identified gaps, staff may propose accepting the use of partially equivalent country systems, with specific exceptions to the local rules to be followed by the borrower.  Finally, the system may be fully equivalent or partially equivalent but fail to pass the ICB test.  Such a system would be acceptable only for NCB, but not for ICB; or, if it fails only the ICB indicators relative to selection of consultants, it would be considered acceptable only for procurement of goods and works and not for the selection of consultants.  Since equivalence is determined on a project by project basis, the Bank may conclude that the borrower’s system is equivalent to the Bank’s in specific areas in particular pilot projects, and not in other such areas. Whenever the use of the country system is not acceptable, the use of the Bank’s guidelines would be required.    

24. Type of Supervision.  In a project that uses country systems, staff would not carry out any prior review of bidding processes (except for large contracts
), but would continue to carry out post review and procurement audit.  In projects with special provisions to address gaps identified during the assessments, the type of supervision would be decided largely on the basis of the quality of the local control and reporting environment:  if the Bank finds strong external and internal controls or strong private sector auditors, it could allow an independent agency of the borrower to supervise procurement actions, including those related to compliance with the agreed special provisions.

25. Varying Application.  The decision to use a country’s procurement system does not represent a certification of the country’s system with broad acceptance to all levels of government and/or sectors.  Different elements of a procurement system may be of different quality, and performance may vary in different levels of government (national, subnational, or municipal) as well as among different sectors or agencies.  Consequently, it would be possible to limit the use of country systems to an agreed subset of activities—for example, in a specific sector, or a particular state or province.  In addition, it is possible that different Bank operations in the same country could use different approaches:  for example, a SWAp might use the country system while traditional investment projects used either Bank rules or a combination.  

26. Enforcement.  In projects for which the Bank agrees to use the country’s procurement system, the project’s Loan Agreement will set out the basis under which procurement would be carried out.  In the interest of a simpler, less cumbersome Loan Agreement, it may be preferable to develop a separate document, the Project Procurement Framework, specifying agreed procedures, gap fillers, exceptions to local legislation, and appropriate provisions on procurement from the General Conditions and both guidelines.
  The Loan Agreement would include a covenant requiring the borrower to comply with the requirements of the Project Procurement Framework and would set out remedies the Bank could apply in the event of noncompliance.  (Depending on the severity of the issue, noncompliance would trigger increased Bank supervision, intermediate measures such as an agreed action plan to address weaknesses in the control environment that facilitated the non-compliance, or enforcement of the Bank’s remedies, if appropriate.) In addition, the Loan Agreement will include the usual clauses defining fraud, corruption, collusion, and coercion and setting out the conditions for the Bank to investigate allegations and to apply remedies (such as declaration of misprocurement, cancellation of loan proceeds, and debarment of bidders).         

B.  Pilot Program

27. Country systems vary greatly.  In some cases, country rules can be used for Bank-financed NCB procurement only when they are supplemented by additional actions such as public bid opening, prohibition of negotiations, minimum advertisement, and the use of standard bidding documents.
  However, several countries are working to improve their procurement systems.  In Mexico, for instance, work is under way to (a) remove obstacles to international participation in Bank-financed national procurement, and (b) modify national bidding documents to permit their use for international procurement under the national law and for all NCB procurement financed by the Bank. Improving bidding documents is an important step toward the use of country systems; however, even in a country like Mexico, such documents would require further modification before they could be considered for use under Bank-financed ICB procurement.

28. Pilot Program.  To test the tools described in this paper, the Bank proposes a pilot program.  About 10 pilot projects, representing different Regions and sectors, would be selected to help improve the Bank’s overall understanding of implementation issues in applying the proposed indicators to assess country procurement systems—for example, opportunities, constraints, risks, and resource requirements for both borrowers and the Bank.  The projects may be the same as those chosen to pilot the use of safeguard systems, but they need not be—they will be chosen for their particular utility in demonstrating the effectiveness of the procurement approach.

29. Projects. The pilot projects would be prepared using the proposed policy for piloting the use of country procurement systems in Bank-supported projects set out in Annex B.  It is expected that the portfolio of proposed pilot activities will be focused on countries, and institutions where there are likely to be economies of scale from undertaking a single set of analyses that could be applied in many instances—for example, in countries that follow the same or very similar policies (such as the new European Union member states), or in a country where there is a strong sectoral pipeline of projects.  In order to be able to derive robust lessons for policy, assessment methodology, implementation, accountability, and costs, Management is seeking to ensure that the pilots encompass a range of country and sectoral conditions and experiences.  It is expected that the portfolio of procurement pilots will comprise about 10 cases over the next two years.
30. Selection Criteria. In choosing pilots, Management will be guided by the key considerations presented below, as well as by opportunities to work with other development partners, including multilateral and bilateral development agencies.   

· Country interest and ownership.  Given the intensity of engagement expected of the borrower, government commitment is critical to an operation that will use country systems.  

· System quality, performance, and level of risk.  It would be prudent to gain experience in countries and sectors where the Bank, borrower, or implementing agency concerned has relevant experience in successfully managing the risks involved.  Country capacity, quality of systems, and implementation track record in the areas of interest are therefore critical considerations. 

· Knowledge base and learning opportunities.  Assessing the equivalence of country systems and acceptability of borrower implementation practices, track record, and capacity would require detailed knowledge of the country’s policies and processes as well as familiarity with its implementation track record.  Therefore, the availability of preparatory diagnosis addressing such issues (often included in the CPAR), and the Bank’s understanding of the functioning of the institutions involved are important considerations.  However, so too are the opportunity to learn and the willingness of other stakeholders, including development partners, to collaborate in such learning.

31. Board Information.  For each planned pilot, Executive Directors would receive the CAS and/or Project Information Document (PID) in which the proposed use of country systems is signaled.  The Project Appraisal Document (PAD) would discuss the basis for the decision to use country systems and would clearly state the country systems (including supplementary measures) that the Bank expects to apply to the operation.  As is standard practice, the PAD would be accompanied by a Memorandum of the President (MOP) seeking Board approval of the operation.

32. Disclosure.  To promote transparency and facilitate accountability, early in the project cycle the Bank would make public through the PID its intent to use country procurement system in a proposed pilot operation.  It would update this information as project development proceeds.  At a later stage, but before Board approval of the project, the Bank would make publicly available its analysis of equivalence of borrower systems and Bank requirements and its assessment of the acceptability of borrower’s system.

33. Evaluation of Individual Pilots.  As part of supervision, the task team would examine whether progress toward achieving development objectives was satisfactory; whether implementation consistently complied with the objectives and operational principles laid out in the agreed policy framework; whether implementation performance was significantly different from that of comparable Bank-supported activities that did not rely on country systems; and whether monitoring and supervision protocols were appropriate.  The basis for evaluating performance would be the objectives and operational principles used to determine equivalence of country systems and Bank requirements, and the Bank’s assessment of the acceptability of the borrower’s implementation practices, track record, and institutional capacity.

34. Review and Evaluation of the Overall Pilot Program.  OPCS would report to the Board on experience, client feedback, and early lessons after the first year of implementation.  At that point implementation experience would be limited, so the focus of that review is likely to be the lessons on the assessment methodology.  Another review of the whole program would be conducted after two years of implementation.
  This review would examine the aggregate performance of all the pilot projects vis-à-vis their development objectives, implementation quality, compliance with applicable operational framework, and achievement of the objectives of using country systems.  Going beyond the level of the individual project, the assessment would aim to answer such questions as the following:  

· Can the use of country systems help to achieve the objectives of Bank policy? 

· What gap filling was needed? 

· What are the key factors to monitor during supervision? 

· How can the use of country systems best be facilitated and mainstreamed? 

· How can spillover effects (such as the use of enhanced country systems or policy frameworks to govern other government expenditures) be best ensured? 

· What are the resource implications for the Bank and the borrower? 

The report after the first year would also provide an opportunity for Management to discuss any changes to the pilot program that might be warranted on the basis of experience (including feedback from borrowers).

35. Operational Implications.  The experience from the pilots would enable Management to better understand the implications of the use of country systems for costs, skills, and the way the Bank does business.
  The program is expected to provide data on the incremental resource implications (in terms of time and human and financial resource requirements) and enable an understanding of exactly what is involved at each stage of the process (e.g., diagnostic work, project design, appraisal, supervision, and monitoring and self-evaluation).  In addition, the pilots would provide information on the demands on and transaction costs to borrowers—what the incremental financial and human resource costs of project preparation are, and whether borrowers feel that the benefits of using country systems outweigh the costs.  With this information Management would be better able to budget and plan for mainstreaming the approach should the Board consider it appropriate to do so.

V.  Next Steps

36. Having reflected in this documents the suggestions and advice given by Executive Directors during the informal Board discussion of March 8, 2005, Management will post this draft on the Bank’s webpage and consult with staff, donors, other agencies, borrowers, the business community, and civil society.  Subsequently, Management will revise the document to reflect the results of the consultation, and will submit it to the Board.   If the Board approves the paper, Management will start testing the approach in early FY06.  During the same period, OECD/DAC is recommending that its members adopt the baseline indicators developed by the Working Group on Performance Measurement, Benchmarking and Monitoring and Evaluation of Public Procurement Systems.  The World Bank will exchange its experience on using country systems with the other multilateral development banks through the meetings of the Heads of Procurement Group, creating the environment for a harmonized approach with other multilaterals that also decide to use them.  On the basis of the experience gained, the Bank would decide whether to fine-tune the baseline indicators.  The Bank will conduct its own assessment of the utility of these indicators for greater use of country procurement systems, and will include the conclusions in the report to the Board on review of the overall pilot program. 

Country Procurement Assessment Review Status

(By Region)

	Africa Region

	S. No.
	Countries
	Date of current CPAR

	1
	Angola
	FY03

	2
	Benin
	FY01

	3
	Burkina Faso
	FY01

	4
	Burundi
	FY04

	5
	Cameroon
	FY01

	6
	Cape Verde
	FY04

	7
	CAR
	

	8
	Chad
	FY01

	9
	Comoros
	FY03

	10
	DRC
	FY02; FY04

	11
	Congo
	

	12
	Côte d’Ivoire
	FY04

	13
	Eritrea
	FY02

	14
	Ethiopia
	FY02

	15
	The Gambia
	FY05

	16
	Ghana
	FY03

	17
	Guinea
	FY02

	18
	Guinea-Bissau
	FY03

	19
	Kenya
	FY05

	20
	Lesotho
	FY05 

	21
	Liberia
	FY04

	22
	Madagascar
	FY03

	23
	Malawi
	FY04

	24
	Mali
	FY04

	25
	Mauritania
	FY02

	26
	Mauritius
	FY02

	27
	Mozambique
	FY02

	28
	Niger
	FY04

	29
	Nigeria
	FY00; FY05

	30
	Nigeria (Lagos state)
	FY04

	31
	Rwanda
	FY04

	32
	Senegal
	FY03

	33
	Sierra Leone
	FY04

	34
	South Africa
	FY02

	35
	Swaziland
	FY03

	36
	Tanzania
	FY03

	37
	Togo
	FY03

	38
	Uganda
	FY01; FY04

	39
	Zambia
	FY03

	40
	Zimbabwe
	FY03

	East Asia and the Pacific Region

	S. No.
	Countries
	Date of current CPAR

	1
	Cambodia
	October 2003

	2
	China
	May 2003

	3
	Indonesia
	February 2001

	4
	Lao PDR
	December 2002

	5
	Malaysia
	December 1994

	6
	Mongolia
	October 2003

	7
	Philippines
	June 2002 (updated FY04 and FY05)

	8
	PNG
	April 1993

	9
	Samoa
	

	10
	Thailand
	November 1999

	11
	Timor Leste
	October 2003

	12
	Tonga
	September 2003

	13
	Vietnam
	December 2002 (updated FY05)

	Europe and Central Asia Region

	S. No.
	Countries
	Date of current CPAR

	1
	Albania
	January 22, 2001

	2
	Armenia
	May 15, 2003 (Final version2004)

	3
	Azerbaijan
	June 30, 2003

	4
	Bosnia-Herzegovina
	June 21, 2002

	5
	Bulgaria
	May 2000

	6
	Bulgaria (Del. to client)
	June 30, 2004

	7
	Croatia
	August 9, 1999

	8
	Croatia
	June 30, 2004

	9
	Georgia
	June 28, 2002

	10
	Hungary
	March 1, 1997

	11
	Kazakhstan
	June 3 2000

	12
	Kosovo Operational Proc. Review
	June 30, 2004

	13
	Kyrgyz Republic
	December 24, 2002

	14
	Kyrgyz Republic
	June 1998

	15
	Latvia
	January 23, 2001

	16
	Macedonia
	June 28, 2002

	17
	Moldova
	June 30, 2003

	18
	Poland
	July 2000

	19
	Romania
	June 2000

	20
	Russian Federation
	April 2001

	21
	Slovak Republic
	May 23, 2001

	Latin America and Caribbean Region

	S. No.
	Countries
	Date of Current CPAR

	1
	Argentina
	July 2001

	2
	Bahamas
	No lending

	3
	Barbados
	Issues Paper April 2001

	4
	Belize
	July 1993 (old format)

	5
	Bolivia
	June 2000

	6
	Brazil (Federal)
	March 2004

	7
	Brazil (States)
	

	8
	Chile
	May 2004

	9
	Colombia
	September 2000

	10
	Costa Rica
	None 

	11
	Dominican Republic
	June 2004

	12
	Dominica
	June 2003

	13
	Ecuador
	April 2000

	14
	El Salvador
	June 2004

	15
	Guatemala
	November 1999

	16
	Guyana
	June 1999

	17
	Haiti
	September 1999

	18
	Honduras
	June 2004

	19
	Jamaica
	November 2000

	20
	Mexico (Federal)
	March 2002

	21
	Mexico (States)
	July 2003 (ongoing with 4 states)

	22
	Netherlands Antilles
	No lending

	23
	Nicaragua
	June 2003

	24
	OECS Countries
	May 2003

	25
	Panama
	March 2001

	26
	Paraguay
	October 2002

	27
	Peru
	June 2000 (review action plan in 09/01)

	28
	Suriname
	

	29
	Trinidad & Tobago
	November 1999

	30
	Uruguay
	January 2000

	31
	Venezuela
	July 1990 (old format)

	Middle East and North Africa Region

	S. No.
	Countries
	Date of current CPAR

	1
	Morocco
	FY00

	2
	Algeria
	FY03

	3
	Tunisia
	FY04

	4
	Egypt
	FY04

	5
	Yemen
	FY01

	6
	Djibouti
	FY04

	7
	WBG
	In progress; to be completed this FY

	8
	Lebanon
	FY05

	9
	Jordan
	FY99

	10
	Iran
	-

	11
	Iraq
	-

	12
	Syria
	-

	South Asia Region

	S. No.
	Countries
	Date of Current CPAR

	1
	Afghanistan
	 

	2
	Bangladesh
	June 2000

	3
	India (includes Karnataka, Maharashtra,

Tamil Nadu, and Uttar Pradesh, States)
	June 13, 2003

	4
	Nepal
	April 8, 2002

	5
	Pakistan
	June 30, 2000

	6
	Sri Lanka
	May 2, 2003


Proposed Policy for Piloting the Use of Country Procurement Systems in Bank-Supported Projects

1. The Bank’s procurement policies
 are designed to (a) achieve economy and efficiency in implementation of projects supported by the Bank; (b) offer the same information and opportunity to compete to all eligible bidders; (c) encourage the development of domestic consulting, contracting, and manufacturing firms in borrowing countries; and (d) ensure transparency in the procurement process.  The Bank encourages its borrowing member countries to adopt and implement systems
 that meet these objectives.  To encourage the development and effective application of such systems and thereby focus on building borrower capacity beyond individual project settings, the Bank is piloting the use of borrower procurement systems in Bank-supported projects.  The key objective of the pilot program is to improve overall understanding of implementation issues related to greater use of country systems.
2. Policy Framework for the Procurement Pilots. The policy framework for the pilots will be as follows:

· National Competitive Bidding (NCB). For NCB, the Bank’s Procurement Guidelines
 allow for the use of a country’s system if it ensures open competition, economy, efficiency, and transparency and is broadly consistent with the Bank’s procurement policies.  Under the pilots, the Bank will assess the country procurement system using (a) a set of baseline indicators of the quality of the country’s procurement systems at the national or subnational level, and (b) performance indicators of the implementing agency’s performance and track record.  
· International Competitive Bidding (ICB) and Hiring of International Consultants. The policy framework for ICB is set out in Part II of the Procurement Guidelines and in the Consultant Guidelines for hiring of international consultants.  The pilot will allow the use of a country’s procurement system for ICB and international consultants as long as the local ICB rules meet certain minimum standards that are largely meant to ensure that international bidders are treated fairly and transparently.  
The following sections paragraphs give details on the proposed procurement policy framework for the use of country’s procurement systems in the pilots. 

A. Baseline Indicators
3. Four key “pillars” have been identified as the basic areas of a national public procurement system. Each pillar has a number of indicators, which represent the core components of a public procurement system.
Pillar I.    Legislative and Regulatory Framework

1.
Procurement legislative and regulatory framework complies with applicable obligations deriving from national and international requirements. 

2. 
The country has appropriate implementing regulations, documentation, and tools to support implementation of its framework.
Pillar II.    Institutional Framework and Management Capacity

3. 
The public procurement system is mainstreamed and well integrated into the public sector governance system.

4. 
The country has a functional management/ normative body.

5. 
The country has institutional development capacity.

Pillar III.   Procurement Operations and Market Practices 

6.  
The country’s procurement operations and practices are efficient.
7.  
The country’s public procurement market functions well.

8.
The country has contract administration and dispute resolution provisions.

Pillar IV.   Integrity of the Public Procurement System 
9.   
The country has effective control and audit systems.

10. 
The country has an efficient appeals mechanism.

11. 
The public has broad access to information.
12. 
The country has ethics and anticorruption measures in place.

Appendix 1 to this Annex provides details on the baseline indicators, including the subindicators that make up each one.  

4. Using the Baseline Indicators.  These indicators are intended to give a broad overview of the comparative strengths and weaknesses of a country’s procurement system.  They are complex, and professional judgment is required for a fair and objective assessment of a national procurement system.  To use the indicators, a Bank team (working jointly with the borrower and/or other donors, as appropriate) would compare the country procurement system against the elements (or subindicators) of the baseline, assigning one of three ratings for each indicator:  not achieved (NA), substantially achieved (SA), and fully achieved (FA). (The methodology for this assessment, including the use of subindicators, is detailed in Appendix 1.) A borrower’s system would need a rating of SA on every baseline indicator for the Bank to rely on the system.  However, depending on the severity and importance of identified gaps, staff could propose allowing the use of country’s systems, if the ratings lower than SA are in areas not covered by mandatory subindicators, and the Bank and the borrower agree on measures to fill the gap. 
B. Performance Indicators
5. In addition to assessing the quality of the country procurement system through the baseline indicators, the Bank will also use a set of performance indicators to assess the acceptability of the implementation practices, track record, and capacity of each agency or government level proposed to implement a project using country systems.  (Appendix 2 provides details on the indicators.)
(1)
Advertisement of bids and publication of awards

(2) 
Time for preparation of bids
(3)
Time for bid evaluation
(4)
Bidders participation

(5) 
Methods of procurement used

(6) 
Direct contracting

(7)
Processes cancelled

(8)
Number of protests

(9)
Time to answer protests

(10)
Protest results

(11)
Late payments

(12)
Contract amount increase

(13)
Restricted competition for consultants

(14)
Selection methods for consultants

6. Using the Performance Indicators. To use these indicators, staff will examine actual transaction data from a significant sample of contracts covering bidding processes for ICB, NCB, and other less competitive procurement methods, and survey contractors and suppliers to determine their perception of the system’s transparency and fairness.  For each of the indicators, the team will assign a simple pass/fail rating.  The team’s report will include a description and profile of the sample of transactions used in the assessment, including the percentage distribution of contracts in different brackets of contract amount.  (The existence of an adequate filing and recording system to provide reliable data for compiling the sample of transactions for the performance assessment and for allowing post review and auditing of transactions is a mandatory condition for assessment and consequently eventual acceptance of the country system.)  An agency (or government sector) proposed to implement a project using country systems would need a “pass” rating on every performance indicator for the Bank to rely on the system. 

C. ICB Indicators

7. The third group of indicators refers to international competitive bidding for procurement of goods and works and selection of international consultants, here called ICB indicators.  They compare the country system’s procedures for international procurement against the standards defined in Bank’s guidelines.  The country system needs to be rated “pass” in each of the following areas for the Bank to rely on the system.
	Issue
	Minimum standard to be used

	Advertisement 
	Newspaper or publication of wide international circulation, or openly accessible electronic bulletin.  Contract notices as well as awards shall be published.

	Language 
	English, French, or Spanish, in addition to the national language of the country.

	Currency
	Bids may be submitted in one international currency in addition to local currency, and the conversion mechanism shall be stated. 

	Time for bid preparation
	Generally, 30 days shall be acceptable for consultant services and procurement of goods and small works, and 60 days for larger works (above US$10 million).

	Evaluation and comparison of bids for goods
	Shall not include customs duties and import taxes.

	Domestic preference
	· Maximum amount shall be stated in the law (up to 15% maximum)

· Criteria for its use shall be clearly described in the regulations, and shall be applied to locally manufactured goods. 

	Joint ventures
	Are not mandatory.

	Protests
	· Bid protest submission procedures shall bein writing and easily available (preferably in bidding documents) to foreign bidders.  

· The publication of award shall specify that bidders have the right to be debriefed.

· The borrower shall provide such debriefings in writing or in a meeting, as requested.

	Contract dispute resolution (including arbitration)
	Alternative methods for resolution of dispute should be used for large and/or complex contracts for supply and installation and works and for consultant contracts.  International arbitration should be the preferred method for final resolution of disputes. 

	Selection of consultants 
	The system should include restricted tendering procedures for preparing shortlists of consultants, and selection methods that are based primarily on quality considerations and have cost considerations as a subsidiary aspect. 

	Payment
	Payment shall be in the currency of bid or the equivalent in local currency, using the exchange rate for conversion to avoid transfer of exchange rate risk to bidders 


D. Equivalent and Acceptability
8. The Bank considers a borrower’s procurement system to be equivalent to the Bank’s if the borrower’s system is designed to achieve the objectives of the Bank’s Procurement and Consultants Guidelines and adheres to the applicable operational principles that underline them.  To measure such equivalence, staff would assess the country system against (a) baseline indicators of legal and institutional capacity, (b) performance indicators, and (c) ICB indicators.

9. Equivalence and Acceptability.  A country system would be considered “fully equivalent” if local rules materially meet all the objectives of Bank procurement policy–that is if the borrower’s system received a “fully achieved” (FA) or “substantially achieved” (SA) rating for all baseline indicators and a “pass” rating for all performance and ICB indicators. A fully equivalent system would be acceptable for use in a Bank-funded project. A system would be considered “partially equivalent” if it passes the test on performance indicators but is rated lower than SA for baseline indicators, as long as the gaps are in areas not related to mandatory subindicators (see Annex B) and agreement is reached to address the gaps.  Depending on the severity and importance of identified gaps, staff may propose accepting the use of partially equivalent country systems, with specific exceptions to the local rules to be followed by the borrower.  Finally, the system may be fully equivalent or partially equivalent but fail to pass the ICB test.  Such a system would be acceptable only for NCB, but not for ICB; or, if it fails only the ICB indicators relative to selection of consultants, it would be considered acceptable only for procurement of goods and works and not for the selection of consultants.  Since equivalence is determined on a project by project basis, the Bank may conclude that the borrower’s system is equivalent to the Bank’s in specific areas in particular pilot projects, and not in other such areas. Whenever the use of the country system is not acceptable, the use of the Bank’s guidelines would be required.

10. Report. Bank staff prepare recommendations report covering the assessment of the three groups of indicators and the analysis of equivalence of borrower systems with Bank requirements and recommendations on the level of acceptability of borrower’s system.

11. Addressing Gaps.  If the borrower has to fill gaps in its system, the Bank may, when determining equivalence, take account of measures to improve the borrower’s system and require the borrower to make exceptions to the local rules until it eliminates the gaps. Bank-supported efforts to strengthen relevant capacity, incentives, and methods for implementation could be included in the project design. 
12. Borrower Role and Obligations.  The borrower is responsible for achieving and maintaining an equivalent system and acceptable implementation practices, track record, and capacity, in accordance with the Bank’s assessment.  For each project, the borrower would identify those provisions of the country system that are necessary to ensure that the requirements of the indicators are met.  These provisions may vary from project to project, depending on the country’s system and the type of operation.  The specific provisions of the country system and any additional actions that the borrower needs to undertake to achieve and maintain equivalence and acceptable implementation would become part of the borrower’s contractual obligations to the Bank, subject to the Bank’s normal contractual remedies (e.g., suspension of disbursements).  
13. Bank Responsibility.  The Bank is responsible for determining the equivalence and acceptability of borrower systems, and for appraising and supervising pilot projects that use these systems.  The Bank would carry out its responsibility, including assessment of borrower implementation practices, track record, and capacity, in a manner proportional to potential risks.  The Bank may explore with the borrower (and, as appropriate, other donors) the feasibility of arrangements to strengthen ownership and country capacity to implement specific improvements in the country’s procurement system.  Without limitation to its responsibility, the Bank may also explore with the borrower (and, as appropriate, other donors) the feasibility of establishing alternative monitoring arrangements for overseeing the implementation of the project.
14. Changes in Borrower Systems and Bank Remedies.  If, during project implementation, there are changes in applicable legislation, regulations, rules or procedures, the Bank assesses the effect of those changes and discusses them with the borrower.  If, in the judgment of the Bank, the changes reflect a further improvement in the country systems, and if the borrower so requests, the Bank may agree to revise the legal framework applicable to the operation to reflect these improvements, and to amend the legal agreement as necessary.  Management documents, explains, and justifies any changes to such framework, and submits them for Board approval (normally on an absence of objection basis).  If the country system is changed in a manner inconsistent with the legal framework agreed with the Bank, the Bank’s contractual remedies apply.
15. Anticorruption Policy.  Use of country procurement systems would not affect or modify the Bank’s anticorruption policy for the pilot project.  Borrowers would be alerted to this fact, and the Loan Agreement would include all the usual provisions defining fraud, corruption, collusion, and coercion and setting out the conditions for the Bank to carry out investigations and apply remedies.
16. Enforcement.  In projects for which the Bank agrees to use the country’s procurement system, the project’s Loan Agreement will set out the basis under which procurement would be carried out.  In the interest of a simpler, less cumbersome Loan Agreement, it may be preferable to develop a separate document, the Project Procurement Framework, specifying agreed procedures, gap fillers, exceptions to local legislation, and appropriate provisions on procurement from the General Conditions and both guidelines.
  The Loan Agreement would include a covenant requiring the borrower to comply with the requirements of the Project Procurement Framework and would set out remedies the Bank could apply in the event of noncompliance.  (Depending on the severity of the issue, noncompliance would trigger increased Bank supervision, intermediate measures such as an agreed action plan to address weaknesses in the control environment that facilitated the non-compliance, or enforcement of the Bank’s remedies, if appropriate.) In addition, the Loan Agreement will include the usual clauses defining fraud, corruption, collusion, and coercion and setting out the conditions for the Bank to investigate allegations and to apply remedies (such as declaration of misprocurement, cancellation of loan proceeds, and debarment of bidders).
17. Evaluation.  The Bank’s accountability framework includes mechanisms for evaluation and independent assessment: QAG reviews application of key Bank operational policies and procedures in its quality-at-entry and quality-of-supervision reports; and OED, an independent group within the World Bank, evaluates the Bank’s work, the borrower’s performance in implementing projects, and the Bank’s contribution to the country’s long-term development.  The use of country systems would not alter the role of QAG or OED.

18. Disclosure.  To promote transparency and facilitate accountability, early in the project cycle the Bank would make public through the PID its intent to use country procurement system in a proposed pilot operation.  It would update this information as project development proceeds.  At a later stage, but before Board approval of the project, the Bank would make publicly available its analysis of equivalence of borrower systems and Bank requirements and its assessment of the acceptability of borrower’s system.
Appendix 1:  Baseline Indicators

Policy Objectives
1.
The conceptual approach and basic assumptions on what should constitute a sound public procurement system are as follows:

· The overriding objective of a national public procurement system is to achieve economy and efficiency in the use of public funds while adhering to the fundamental principles of nondiscrimination and equal treatment, due process, access to information, and transparency. Performance and efficiency in procurement operations are ultimately measured at the transactional level of market interaction between public purchasers and suppliers and the delivery of the required goods, works, and services to meet the government’s obligations to the citizens. 

· The legal and institutional frameworks set the basic conditions for the procurement procedures, the results that can be expected, and the potential efficiency that can be achieved. Within this environment, the commitment of public sector staff in managing the process, adhering to its requirements, and taking advantage of the competition in the market is essential to achieve the overriding objectives of economy, efficiency, nondiscrimination, equal treatment, and transparency.

· The legal and institutional development of any public procurement system is formed and guided by a widespread and genuine understanding of the conditions and prerequisites for the creation of an efficient, transparent, and credible public procurement system that can generate efficient and cost-effective procurement in the best interests of the contracting entities and of the country as a whole. 
Coverage of the System
2.
The following four key areas (“pillars”) have been identified as the basic elements of a national public procurement system. Each pillar has a number of indicators. 

Pillar I.    Legislative and Regulatory Framework

1. 
Procurement legislative and regulatory framework complies with applicable obligations deriving from national and international requirements. 

2. 
The country has appropriate implementing regulations, documentation, and tools to support implementation of its framework.
Pillar II.    Institutional Framework and Management Capacity

3. 
The public procurement system is mainstreamed and well integrated into the public sector governance system.


4. 
The country has a functional management/ normative body.

5. 
The country has institutional development capacity.

Pillar III.   Procurement Operations and Market Practices 

6. 
The country’s procurement operations and practices are efficient.
7.  
The country’s public procurement market functions well.

8.
The country has contract administration and dispute resolution provisions.

Pillar IV.   Integrity of the Public Procurement System 
9.   
The country has effective control and audit systems.

10. 
The country has an efficient appeals mechanism.

11. 
The public has broad access to information.
12. 
The country has ethics and anticorruption measures in place.
Methodological basis for the system of indicators

3. The indicators are intended to evaluate a procurement system at a fairly macro level, giving a broad overview of its comparative strengths and weaknesses. A simple “yes” or “no” cannot answer most of the questions; they are complex, and professional judgment is generally required to give an answer that assesses the national procurement system fairly and objectively against the baseline.  

4.
The following sections provide details on the structure of a public procurement system, the 12 indicators, the baselines for the indicators, and methodology for using the system of indicators.

The System of Indicators

5.
Twelve indicators, grouped under the four pillars, represent the core components of a public procurement system. They are divided into subindicators for better assessment. Staff will assess the levels of achievement of the country’s procurement system against the baseline for each subindicator, and combine the subindicator ratings to yield the indicator rating.  There are two kinds of subindicators: (a) mandatory subindicators that cover areas of such critical importance that satisfactory compliance is always required ex ante; and (b) standard subindicators that cover areas in which compliance is required, but a country system that receives a lower rating in these areas could still be used if the borrower and the Bank agree on measures to fill the gap.
Pillar I. 
Legislative and Regulatory Framework  

The legal and regulatory framework is often seen as the starting point for the development of a governance system.  It sets the rules of the procurement process and provides the legal basis for ensuring participants’ rights and establishing their responsibilities. It is a fundamental element that links the procurement process to the overall governance structures within the country and defines the government’s obligations to comply with internal and external requirements.

Indicator 1.
The country’s procurement legislative and regulatory framework complies with applicable obligations deriving from national and international standards. 
Baseline is defined by the following subindicators:

(a) The legislative and regulatory framework is structured, consistent, and accessible to users and all interested stakeholders.  It applies to and covers the following:

(a1)
Contracting entities at all levels, including government authorities, municipalities, regional authorities, and utilities/state-owned enterprises. [standard subindicator]

(a2)
All areas of procurement—works, goods, and consulting services. [mandatory subindicator]

(a3)
All procurement using public funds, irrespective of contract value. [mandatory subindicator]

(b) Procurement methods

(b1)
Open, competitive procurement of goods, works, and services is used, except in well-justified cases clearly defined in the legislative and regulatory framework. [mandatory subindicator]

(b2)
International competitive tendering methods that are consistent with international standards are defined for specified contracts (e.g., where monetary thresholds exist) and are compatible with overall economy gains still achievable for the public. [mandatory subindicator]

(b3)
Negotiated procedures and direct purchasing are permitted only under well-defined and well-justified circumstances, subject to controls. [mandatory subindicator]

(c) Advertising rules and time limits

(c1)
Accessible publication of opportunities for competitive procurement is required. [mandatory subindicator]

(c2)
Publication of the results of contract awards based on defined thresholds is required. [mandatory subindicator]

(c3)
Minimum time limits for submission of tenders and applications are consistent with method of procurement, national conditions, and, when applicable, international requirements. [mandatory subindicator]

(d) Rules on participation and qualitative selection

(d1)
Fair, predictable and defined rules for participation rely on qualifications and ability to perform the requirement. [mandatory subindicator]

(d2)
Use of price preferential clauses is limited and controlled. [mandatory subindicator]

(d3)
If a debarment process is provided, it allows for due process and appeal. [standard subindicator]

(d4)
Rules for participation of government-owned enterprises provide for equal treatment in competitive procurement. [standard subindicator]
(e) Tender documentation and technical specifications

(e1)
The minimum content of the tender document tation is specified. [standard subindicator] 


(e2)
Where possible, technical specifications are neutral with reference to international standards. [mandatory subindicator]

(e3)
Content of tender documentation is relevant to meeting requirements and implementing the process. [mandatory subindicator]

(f) Submission, receipt, and opening of tenders 

(f1)
Tenders are opened in public in a defined way that ensures the regularity of the proceedings. [mandatory subindicator]

(f2)
There is a clear requirement to maintain records of proceedings and process and to make them available for review/audit. [mandatory subindicator]

(f3)
Maintenance of security and confidentiality of tenders before bid opening is required. [mandatory subindicator]

(f4)
Modalities for submitting and receiving tender documents are well defined. [mandatory subindicator]

(g) Tender evaluation and award criteria

(g1)
Objective, fair, and predisclosed criteria for evaluation and award of contracts are required. [mandatory subindicator]

(g2)
A clear methodology for evaluating tenders based on price and other fully disclosed factors expressed in monetary terms or pass/fail criteria is required. [mandatory subindicator]

(g3)
Evaluators are required to maintain confidentiality during the evaluation process.  [mandatory subindicator]

(h) Complaint review procedures that provide for fair, independent, and timely implementation and allow the award to be redirected, if necessary, are in place. [standard subindicator]
Indicator 2.
The country has appropriate regulations, documentation, and tools to support implementation of its framework.
The existence and availability of implementing procurement regulations, such as operational procedures, handbooks, model tender documentation, and standard conditions of contract is important for a correct and consistent application of the legislative and regulatory framework as well as for effective procurement. 

Baseline is defined by the following subindicators:

(a) Implementing regulation that provides defined processes and procedures not included in higher-level legislation. [standard subindicator]
(b) Model tender documents for goods, works, and services. [standard subindicator]
(c) Procedures for prequalification. [standard subindicator]
(d) Procedures suitable for contracting for services or other requirements in which technical capacity is a key criterion. [standard subindicator]
(e) User’s guide or manual for contracting entities. [standard subindicator]
(f) General Conditions of Contracts for public sector contracts covering goods, works, and services consistent with national requirements and, as applicable, international requirements. [standard subindicator]
Pillar II.
Institutional Framework and Management Capacity

Modernizing and maintaining a country’s public procurement system is an ongoing and complicated process. It benefits strongly from the existence of focal points within the government administration that have sufficient capacity and qualifications to manage the procurement system and monitor public procurement. All bodies with legitimate interest in public procurement—for example, contracting entities, private sector entities, the government, and the judicial system—benefit from varying kinds of support. This pillar examines the institutional capacity to oversee, manage, and support efficient implementation as well as to provide leadership in modernizing and maintaining the public procurement system.  It can be used at the level of the central government, but can also be adapted to look at other levels of government.  

Indicator 3.
The public procurement system is mainstreamed and well integrated into the public sector governance  system.

Public procurment should be an integral part of the overall public financial management and public sector governance systems in a country.  A well-functioning procurement system provides information to support budget development and execution and benefits from the public financial management system with regard to timely appropriations and availability of funds to support the award and payments of contracts.  Lack of integration between the budgeting process and procurement process can cause cancellations and/or insufficient funds to make timely payments, resulting in increased costs and inefficiencies in the use of public funds.
Baseline is defined by the following subindicators:

(a) Procurement planning and data on costing are part of the budget formulation process and contribute to multiyear planning. [standard subindicator]
(b) Budget law and financial procedures support timely procurement, contract execution, and payment. [standard subindicator]
(c) Procurement actions are not initiated until budget appropriations have been made. [standard subindicator]
(d) Contract execution is subject to budgetary controls to ensure sufficient funding for contract. [standard subindicator]
(e) Budgeting system provides for timely release of funds to make payments against contractual obligations. [standard subindicator]
Indicator 4.
The country has a functional normative/regulatory body.  

In most countries, normative bodies within the central government provide a range of functions that support the consistent development, maintenance, and application of the legislative and regulatory requirements of a procurement system.  Such bodies provide guidance on interpretation of rules, support training and capacity development, and, increasingly, develop and oversee the use of technology to support procurement, including e-procurement. The existence and capacity of such bodies is especially important in more decentralized governments. 

Baseline is defined by the following subindicators:

(a) The status and basis for the normative/regulatory body is covered in the legislative and regulatory framework. [standard subindicator]
(b) The body has a defined set of responsibilities that include at least the following: providing advice to contracting entities; drafting amendments to the legislative and regulatory framework and implementing regulations; monitoring public procurement; providing procurement information; managing statistical databases; reporting on procurement to other parts of government; developing and supporting implementation of initiatives for improvements of the public procurement system; and providing implementing tools and documents to support training and capacity development of implementing staff.  The responsibilities should also provide for separation and clarity so as to avoid conflict of interest and direct involvement in the execution of procurement transactions. [standard subindicator]
(c) The body’s organization, funding, staffing, and level of independence and authority (formal power) to exercise its duties should be sufficient and consistent with the responsibilities. [standard subindicator]
Indicator 5.
The country has institutional development capacity.
The public procurement system is defined by a legislative and regulatory framework that can be complex and often requires the exercise of judgment in the application of the appropriate procedures.  The performance of the system relies heavily on the capacity of the participants, both public and private sector, to understand and implement the procedures.  Performance also depends on the capacity of the various stakeholders who interact with the system.

Baseline is defined by the following subindicators:

(a) The country has a system for collecting and disseminating procurement information, including tender invitations, requests for proposals, and contract award information. [standard subindicator]
(b) The country should have a sustainable strategy to provide training, advice, and assistance to help government and private sector participants understand what the rules and regulations are and how they should be implemented. [standard subindicator]
(c) The country has systems and procedures for collecting and monitoring national procurement statistics. [standard subindicator]
(d) Quality control standards are disseminated and used to evaluate staff performance and address capacity development issues. [standard subindicator]
Pillar III. Procurement Operations and Market Practices

In a well-functioning system, an efficient and competitive private sector market is a key partner to the public procurement system. If the market is to be an effective partner, it must have confidence in the competence of the contracting authorities at all levels to implement and administer the public procurement system in accordance with the legislative and regulatory framework.

Indicator 6.
The country’s procurement operations and practices are efficient.

Procurement operations capacity and practices, which are at the core of a well-functioning procurement system, depend on the staffing, knowledge, skills, and capabilities of the human resources and on the system incentives and controls that influence human behavior and institutional performance.  

Baseline is defined by the following subindicators (at the level of contracting agency):

(a) The level of procurement competence among government officials within the entity is consistent with their procurement responsibilities. [standard subindicator]
(b) The procurement training and information programs for government officials and for private sector participants are consistent with demand. [standard subindicator]
(c) There are appropriate administrative systems for public procurement operations, and information databases to support performance monitoring and reporting and to respond to the information needs of other related government systems. [standard subindicator]
(d) The entity has internal control mechanisms governing procurement operations at the contracting level, including a code of conduct, separation of responsibilities as a check/balance mechanism, and oversight/control of signature/approval authority. [standard subindicator]
(e) There are established norms for the safekeeping of records and documents related to transactions and contract management. [standard subindicator]
(f) There are provisions for delegating authority to others who have the capacity to exercise responsibilities. [standard subindicator]
Indicator 7.
The country’s public procurement market functions well. 
Market performance depends on the capacity and depth of the country’s market.

Baseline is defined by the following subindicators:

(a) The country’s public procurement market has sufficient numbers of participants to provide for domestic competition. [standard subindicator]
(b) The public sector pays prices for goods, works, and services that are comparable to prices paid for similar requirements in the domestic markets. [standard subindicator]
(c) The quality and consistency of the private sector’s submissions to the government should be sufficient to allow the award and completion of contracts. [standard subindicator]
(d) Bidders’ participate in response to competitive tender invitations at a rate that is consistent with the capacity of the marketplace. [standard subindicator]
(e) The private sector demonstrates confidence in the legal and regulatory framework governing the procurement process by participating in it and using its complaint or protest mechanisms. [standard subindicator] 

Indicator 8.   The country has contract administration and dispute resolution provisions.
Contract administration, a key element in managing the outputs of a public sector procurement system, oversees quality and timely performance and provides for early access to information that is needed for good management.  Contract administration is critical to the successful implementation of major public investment projects, and to the fair and timely resolution of disputes.  

Baseline is defined by the following subindicators:

(a) Clearly defined procedures for undertaking contract administration responsibilities include efficient and streamlined inspection and acceptance procedures, quality control procedures, and methods to review and issue contract amendments in a timely manner. [standard subindicator]

(b) Contracts include dispute resolution procedures that provide for an efficient and fair process to resolve disputes arising during the performance of the contract. [standard subindicator]

(c) Procedures exist to enforce the outcome of the dispute resolution process. [standard subindicator]

Pillar IV. Integrity of the Public Procurement System 

A fair, transparent, and credible public procurement system has mechanisms and capacity for independent control and audit of procurement operations to provide for accountability and compliance. Similarly, there must be a system for participants to lodge complaints and challenge decisions with administrative and judicial review bodies that have appropriate levels of independence and the legal power to impose corrective measures and remedies against contracting entities in breach of the legal and regulatory framework. To create a sound and fair environment for public procurement operations, legislation and special measures should address the issues of fraud and corruption, including conflict of interest.   

Indicator 9.
The country has effective control and audit systems.
Internal and external controls at the implementing agency level and an effective external audit system are key elements of a governance and public financial management system and are particularly important to the effective and efficient operations of the public procurement system.

Baseline is defined by the following subindicators:

(a) A legal framework, organization, policy, and procedures for internal and external control and audit of public procurement operations are in place to provide a functioning control framework. [mandatory subindicator]
(b) Enforcement and follow-up on findings and recommendations of the control framework provide an environment that fosters compliance. [mandatory subindicator]
(c) The internal control system provides timely information on compliance to enable management action. [mandatory subindicator]

(d) The internal control systems are sufficiently defined to allow performance audits to be conducted. [standard subindicator]
(e) Auditors are sufficiently informed about procurement requirements and control systems to conduct quality audits that contribute to compliance. [standard subindicator]
Indicator 10. The country has an efficient appeals mechanism. 
The appeals mechanism, which includes a complaint review and remedy system, contributes to the compliance environment and integrity of the public procurement system when it is seen to operate efficiently and fairly, providing balanced unbiased decisions. 

Baseline is defined by the following subindicators:

(a) An independent complaint review system gives participants in the public procurement process a right to file a complaint within the framework of an administrative and judicial review procedure. [standard subindicator]
(b) Decisions are deliberated on the basis of available information, and the final decision can be reviewed and ruled upon by a body (or authority) with enforcement capacity under the law.   [standard subindicator]
(c) The complaint review system has the capacity to handle complaints efficiently and a means to enforce the remedy imposed. [standard subindicator] 

(d) The system operates in a fair manner, with outcomes of decisions balanced and justified on the basis of available information and with decisions aimed at correcting the procurement process rather than compensating for loss of contracting opportunity. [standard subindicator]
(e) Decisions are published and made available to all interested parties and to the public. [standard subindicator]
(f) The administrative review body or authority is independent from the regulatory body, executing agency, and audit/control agency. [standard subindicator]
Indicator 11.  The public has broad access to information.

In procurement, and particularly in e-procurement, access to information is critical to the many stakeholders in the system.  Although access to information is covered under various baselines, the importance of this element justifies a dedicated indicator.  

Baseline is defined by the following subindicators:

(a) Information is published and distributed through available media with support from information technology when feasible. [mandatory subindicator]
(b) Systems are in place to collect key data related to performance of the procurement system and to report regularly. [standard subindicator]
(c) Records are maintained to validate data. [mandatory subindicator]
Indicator 12.  The country has ethics and anticorruption measures in place. 

The procurement system should be perceived to operate with integrity, providing for clear definitions of unacceptable practices and stating the consequences to those who engage in fraudulent, corrupt, or unethical behavior.

Baseline is defined by the following subindicators:

(a) The legal and regulatory framework for procurement, including tender and contract documents, includes provisions addressing corruption, fraud, conflict of interest, and unethical behavior and sets out (either directly or by reference to other laws) the actions that can be taken with regard to such behavior. [mandatory subindicator]
(b) The legal system defines responsibilities, accountabilities, and penalties for individuals and firms found to have engaged in fraudulent or corrupt practices. [mandatory subindicator]
(c) Rulings and penalties are perceived as being enforced.  [mandatory subindicator]
(d) The government has an anticorruption program that provides, and enforces, special measures to prevent and detect potential fraud and corruption in public procurement in accordance with criminal laws. [standard subindicator]
(e) Stakeholders (private sector, civil society, and ultimate beneficiaries of procurement/end-users) support the creation of a procurement market known for its integrity and ethical behaviors. [standard subindicator]
(f) The country should have in place a secure mechanism for reporting fraudulent, corrupt, or unethical behavior. [standard subindicator]
(g) Codes of conduct/codes of ethics for participants in the public financial management system provide a system for indicating who is accountable for specific decisions. [standard subindicator]
Assessment Ratings of Baseline Indicators 

For each subindicator, the baseline represents a desirable good practice standard. Comparing actual conditions and practices against this standard provides a profile or mapping of the system that identifies strengths and weaknesses, along with a descriptive analysis (the where, how, and why). 

Proposed Levels of Achievement 

For rating the sub-indicators:

The assessment team compares the borrower’s procurement system with each subindicator and assigns one of the following ratings:

Satisfactory – if the borrower’s system satisfactorily meets all the baseline requirements for the subindicator
Not satisfactory – if the borrower’s system does not satisfactorily meet all the baseline  requirements of the subindicator
For rating the indicators:

The subindicator ratings for each indicator are combined to yield a rating for that indicator, according to the following criteria:
	Indicator Rating 
	Assessment key

	Fully Achieved
(FA)
	All subindicators forming this indicator are rated as Satisfactory. 

	Substantially Achieved
 (SA)
	All mandatory subindicators included in this indicator are rated as Satisfactory, and at least 70% of all subindicators included in this indicator are rated as Satisfactory. 

	Not Achieved
(NA)
	Any mandatory subindicator included in this indicator is rated as Not Satisfactory,  or less than 70% of all subindicators included in this indicator are rated as Satisfactory. 


For rating the system (group of indicators):

The overall rating of the borrower’s procurement system would result from the collective assessment of the 12 baseline indicators. A borrower’s system would need an FA or SA rating on every baseline indicator for the Bank to rely on the system.  However, depending on the severity and importance of identified gaps, staff may propose allowing the use of the borrower’s systems if ratings lower than SA are in areas not covered by mandatory subindicators, and the Bank and the borrower agrees on measures to fill the gap.
Appendix 2 - Performance Indicators

1. Performance measuring relies on the collection and analysis of performance data.  For any country or organization, such measuring should begin with an inventory of data that are being generated and are related to the topic being monitored.  For public procurement, generally accepted principles of records management indicate that most procurement performance data are available in the records of transactions or contracts implemented by public sector implementing organizations.  To be accepted by the Bank, a country’s procurement process should follow a set of defined steps set forth in laws and regulations.  The process supporting the award of a contractual agreement should be documented in files, and each contract should have a specific file or record.  Maintaining such documentation is a requirement for internal and external control and auditing of the procurement process, and it provides the data that can be generated and analyzed for purposes of measuring performance.

2. Data Collection.  To allow measurement of performance, the country, sector, or agency must have in place a satisfactory system to record all procurement actions on transactions and a satisfactory system for filing all related documents. For the assessment of procurement performance, the initial collection and analysis of data should be carried out by an institution with appropriate capacity (it could be carried out by a country-based institution, directly executed or contracted by donors, or a combination of both) and validated by the Bank (and other donors, in the case of joint financed programs).  The exact process of collection and analysis should be determined for each project.  The statistical analysis of information should be shared so that all project stakeholders will have a common understanding of the problems that need to be resolved at the systemic or agency level.

Coverage of the System and Satisfactory Thresholds   

3.
Because there is already a widely accepted body of good practices in procurement, it is possible to identify specific data that should be generated and can be measured and monitored to determine aspects of performance.  The 14 indicators set out below are to be used for assessing the performance of a borrower’s procurement system.  
	Indicator name
	Indicates
	Measured by
	Satisfactory threshold*

	(1) Advertisement of bids and publication of awards
	Transparency and openness of system
	Number of bids (in %) for which invitation to bid and contract award results are publicly advertised
	95% or more

	(2) Time for preparation of bids
	Real opportunity for bidders to submit bids
	Number of days between invitation to bid and bid opening
	21 days or more for open bidding, 10 days or more for restricted bidding, and 3 days or more for shopping

	(3) Time for bid evaluation
	Efficiency of bidding process
	Number of days between bid opening and publication of award
	90 days or less

	(4) Bidders participation 
	Level of confidence of private sector in the process
	Average number of bidders submitting bid in each bid process
	5 bids or more (calculated as the average for the sample of transactions)

	(5) Method of procurement used
	Level of competition
	Number of bidding processes using a method less competitive than the process recommended for the estimated contract amount.
	 1% or less

	(6) Direct contracting
	Transparency and level of competition
	Percent of contracts (by number and value) awarded on a sole-source basis
	10% or less of number of contracts and 5% or less of total value of contracts

	(7) Processes cancelled
	Quality of bidding process
	Percent of bid processes declared null before contract signature
	5% or less

	(8) Number of protests
	Quality and fairness of process
	Ratio (in %) between the number of protests posted and the number of bids submitted 
	Not less than 10% and not more than 50%

	(9) Time to answer protests
	Efficiency and fairness of protest system
	Number of days between submission and final response to protests
	21 days or less

	(10) Protest results
	Effectiveness of protest system
	Percent of contracts with award recommendation modified because of a protest
	5% or less

	(11) Late payments
	Quality and consistency of payment process
	Percent of payments made more than 45 days late
	10% or less

	(12) Contract amount  increase
	Quality of bidding and contract management
	Percentage increase of final contract amount due to changes and amendments
	15% or less (calculated as the average for the sample of transactions)

	(13) Restricted competition for consultants
	Quality of advice
	Percent of processes for the selection of consultants using open competition instead of a restricted competition or shortlist methodology
	5% or less

	(14) Selection method for consultants
	Weight of quality to price ratio used in selection
	Percent of processes for the selection of consultants having price weighted more than 20% of the total scoring points 
	15% or less

	*These thresholds are tentative and will be revisited after completion of the pilot program.


Assessment Ratings of Performance Indicators 

4. Using a sample of transactions, the Bank team compares the borrower’s procurement system with the indicators and assigns a “pass” or “fail” rating for each indicator. A borrower’s system will pass the performance indicators test if all 14 indicators achieve a “pass” rating.  However, depending on the specific conditions of the country and on the importance of identified gaps, staff may propose allowing the use of the borrower’s systems if any “fail” ratings are not in areas covered by indicators 1, 5, 6 and 12 (for which compliance is mandatory), and if the Bank and the borrower agree on measures to fill the gap. Equally, if the borrower’s system passes all indicators except 13 or 14, staff may propose using the system for procurement of goods and works but not for selection of consultants. The team’s report includes a description of the sample and the profile of transactions used in the assessment, including the percentage distribution of contracts in different brackets of contract amount.  
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� 	When used in this paper, “country procurement systems” means a country’s legal and institutional framework governing public procurement in the country, including the manner in which the applicable laws, rules, and regulations are applied in practice.


� 	Expanding the Use of Country Systems in Bank Operations—Issues and Proposals (R2005-0018/2), March 8, 2005.


� 	Procurement and Consultants Guidelines are accessible at www.worldbank.org/procure


� 	Instruction on Country Procurement Assessment Reports.


� 	See The World Bank Procurement Function—Adjusting to Emerging Needs (SecM97-854), �October 30, 1997.  


� 	Guidelines: Procurement under IBRD Loans and IDA Credits, para. 3.3. 


� 	The Guidelines do not limit participation under NCB to domestic firms.  Supplemental measures to meet Bank requirements that go beyond or against local practices and policies are specified in the Loan Agreement or in a parallel letter or agreement that is incorporated by reference into the Loan Agreement.  


� 	Expanding the Use of Country Systems in Bank Operations—Issues and Proposals (R2005-0018/2), March 8, 2005.


� 	Under the simplification initiative, as with the use of country systems, there is also more emphasis on building and using borrower capacity and building a partnership between the borrower and the Bank—and less on Bank “policing” of individual transactions.  


� 	Procurement actions are carried out by the borrower, with the Bank reserving the right to carry out post reviews at random to check compliance and to have ex post audits conducted by independent professionals.


� 	CPARs formally became a Bank ESW product from July 1, 2001.  Between FY00 and FY04, 89 CPARs were delivered to 83 countries.  Together with Public Expenditure Reviews (PERs), which were introduced in the early 1980s, and CFAAs, they represent the fiduciary component of the core ESW that supports Bank lending.  CPARs were first assessed by QAG in a pilot review in FY01, and 70 percent were rated satisfactory or better.  In the FY02 ESW review, the proportion of CPARs rated satisfactory or better increased to 85 percent.


� 	For instance, under the harmonization program in Vietnam, five development partners have agreed on higher thresholds.  In Bangladesh, the CPAR-based capacity-building efforts culminated in a new Government procurement system for NCB that became effective September 30, 2003.  Immediately thereafter, several development agencies used the system for about 85 percent of the NCB under the PEDP-II project.


� 	DAC Guidelines and Reference Series – Harmonizing Donor Practices for Effective Aid Delivery, Volume 3 “Strengthening Procurement Capacities in Developing Countries,” OECD/DAC Roundtable on Procurement paper presented at the Paris High-Level Forum on Aid Effectiveness, February 2005.


� 	The roundtable included representatives from Australia, Austria, Belgium, Canada, Denmark, Dominican Republic, Ethiopia, European Commission, France, Germany, Ghana, Iceland, Indonesia, Ireland, Italy, Japan, Madagascar, Morocco, Mozambique, Nicaragua, Netherlands, Norway, Philippines, Portugal, Senegal, South Africa, Spain, Sri Lanka, Sweden, Switzerland, Tanzania, Uganda, Vietnam, United Kingdom, and United States, as well as the African Development Bank, European Bank for Reconstruction and Development, Nordic Development Fund, and United Nations.


� These thresholds are tentative and will be revisited after completion of the pilot program.


� 	Even in countries meeting the test for ICB, large contracts—those with cost estimates above a threshold specified in the legal agreement—may remain subject to prior review.  The recommended prior review thresholds is US$25 million.


� 	In addition to the provisions to ensure that the objectives of the Bank’s policy requirements included in the Bank’s guidelines are met, the Project Procurement Framework would provide for (a) Bank prior review of large contracts (above US$25 million); (b) Bank post review and procurement audits of all procurement transactions; and (c) the requirement for the borrower to submit a procurement plan to be approved by the Bank and to update it periodically. It would also include eligibility restrictions related to (a) conflict of interest, (b) United Nations sanctions, (c) firms under government ownership, and (d) firms declared ineligible by the Bank due to a debarment from fraud or corruption.


� 	Thus further work is needed to improve policies and procedures.  A more intractable issue, however, is that even when countries have appropriate legal/regulatory and institutional frameworks for procurement, they may often lack adequate capacity to implement and monitor procurement operations.  


� 	While acknowledging that two years may be too short a period to observe the development impact or results on the ground, Management expects, at a minimum, to be able to monitor gap filling as well as progress toward achievement of the intermediate outcome indicators listed in the ISR report. Management would propose to the Board that the program be extended if warranted.  


� 	It is conceivable that a successful pilot program would have staffing implications:  the Bank might need to acquire staff with skills in integrating diagnostic work, providing development support, conducting fiduciary oversight, supporting capacity building, and focusing on results. 


� 	The Bank’s procurement policies are defined in Guidelines: Procurement under IBRD loans and IDA Credits and Guidelines: Selection and Employment of Consultants by World Bank Borrowers, May 2004.


� 	When used in this policy,  “country systems” means a country’s legal and institutional framework, consisting of its national, subnational, or sectoral implementing institutions and applicable laws, regulations, rules, and procedures.


� 	Paragraph 3.3 and 3.4, Guidelines: Procurement under IBRD Loans and IDA Credits.


� 	In addition to the provisions to ensure that the objectives of the Bank’s policy requirements included in the Bank’s guidelines are met, the Project Procurement Framework would provide for (a) Bank prior review of large contracts (above US$25 million); (b) Bank post review and procurement audits of all procurement transactions; and (c) the requirement for the borrower to submit a procurement plan to be approved by the Bank and to update it periodically. It would also include eligibility restrictions related to (a) conflict of interest, (b) United Nations sanctions, (c) firms under government ownership, and (d) firms declared ineligible by the Bank due to a debarment from fraud or corruption.
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