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Essay

Summary
This essay examines the process of
procurement in local government with
emphasis on procurement planning,
legal procedures for the acquisition of
goods, services and public facilities
and details of procurement administra-
tion. Readers are provided with a
definition of procurement objectives,
legal requirements and ethical stan-
dards. While the examples used in the
essay draw heavily on Slovak law and
practice, we believe the information
can be generalized for the use and
benefit of procurement officers and
other officials worldwide.

Introduction
One of the greatest challenges to
countries in a transition economy is
learning to do business in a competi-
tive market. Doing business includes
the procurement of goods and services
needed to carry out the business of
government. The procurement learning
process has required the adoption of
new laws, the preparation of standard-
ized tendering documents, and the
development of implementing proce-
dures to ensure that procurement is
carried out in an open and ethical
manner.

The Republic of
Slovakia was the
first country in
Eastern Europe to
publish a law on
public procurement
(October 1993).
Where state funds
are employed, public
procurement in Slovakia
has been governed by the public
procurement law since its adoption.
The law was revised in May, 1996 and,
under the auspices of a World Bank
Institutional Development Fund grant,
currently is being reviewed with
revision in mind. Revisions to the law
are expected in 1997. The expected

revisions will include the publication of
standard tendering documents for
goods, services, and public works.

There are now several manuals available
for training procurement specialists.
Through training programs sponsored by
multilateral and bilateral aid agencies,
senior procurement personnel currently
are being trained in workshops and
seminars to prepare them for leadership
in this important field. No doubt, train-
ing will continue, and the training is
expected to be widespread enough to
reach all officials involved in public
administration. However, procurement is
being done in many local public entities
by officials who have received little or no
training in the current law and have
limited formal experience in public
procurement.

This handbook is intended for the use
of local government officials who are
responsible for performing the procure-
ment function. The handbook takes the
reader step by step through the procure-
ment cycle. It makes reference to the
appropriate sections of the public
procurement law and identifies standard
documents and their availability. The
handbook offers sample documents or
checklists and provides a map to follow
for open and ethical procurement. It
includes a useful bibliography of
procurement publications.

Goods

Services Public Works
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Concepts and ideas

What do we mean by public
procurement?

PROCUREMENT is the process in
which one party, usually called
“the principal” or “the owner,”
seeks to acquire services,
goods, or public works by
competitive tendering with the
intent of entering into a

contract with the successful bidder.
Inasmuch as public procurement
involves the use of funds obtained
from the public, there is an added
responsibility for those who handle the
procurement function to be account-
able for the fair and efficient manner in
which the function is managed.

Why is public procurement
important?

Public procurement is important for
several reasons. First, it is the process
which links planning to the ultimate
realization of important community
needs. Secondly, it provides the oppor-
tunity to use public funds in an effi-
cient way by encouraging a broad base
of qualified bidders to submit propos-
als that are responsive to user require-
ments and to obtain the best value for
the public investment. Thirdly, effec-
tive public procurement will demon-
strate to the community that the
acquisition of goods, services and
works will take place under fair and
open conditions. In other words,
procurement will be done in a way that
is nondiscriminatory, that highlights
the procurer’s responsibility and
accountability, and, at the same time,
is an asset to local business develop-
ment and
employment.
Finally, a well-
defined procure-
ment policy will
attract business
investors to a
community by
demonstrating a
municipality’s
willingness to
trade in a fair
and reasonable way and distribute
business risks in an equitable manner.

What are the objectives of public
procurement?

The objectives of public procurement
are to make use of public funds in such
a way that:

• Acquisitions are obtained at the
lowest possible price consistent
with function, quality and schedule
requirements.

• All qualified bidders are encour-
aged to participate in the bidding
process.

• The bidding program is generally
recognized to be governed by a fair
set of rules that give bidders an
equal opportunity.

• Those responsible for the procure-
ment function are delegated re-
sponsibility to manage it in an
open manner and can be held
accountable for their actions.

• Local business and employment are
promoted while ensuring open
competition.

• National security is protected.

What ethical standards are
expected of officials managing the
procurement process?

Opportunity for corruption and per-
sonal gain exists in every aspect of the
procurement function. It is
incumbent upon
all government
officials, there-
fore, to ensure
that the highest
levels of ethical
behavior are
maintained and
that eliminating
corruption is made a top priority
within their organizations. Those
entrusted with the disbursement of
public funds, therefore, must be
selected with the utmost care, be fully
trained in their responsibilities, and be
aware of their liability and accountabil-
ity. Officials who are responsible for,
or, can influence procurement must
never allow themselves to be put in a
position where it might be perceived by
the public that they are using the

Policy Statement
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procurement process for financial or
political gain. There are provisions in
the public procurement law for crimi-
nal action against officials misusing
their public trust. The necessity of
criminal prosecution should be consid-
ered a last resort, however, and, when
it occurs, evidence that the procure-
ment process has failed.

What are the current laws in
Slovakia that govern procurement
actions?

Procurement actions in Slovakia are
governed by the following laws:

• Public Procurement Act 263/
1993 as amended by Act 120/
1996

• Law on Licensed Procurement /
1996

• The Commercial Code

Are there any exceptions to these
laws?

There are no exceptions to the national
laws. Note, however, that within the
framework of the public procurement
law, there are certain conditions
specified where public procurement is
not applicable. These relate to situa-
tions of state security, copyright, other
binding international agreements (for
example, a project financed by a World
Bank loan would be subject to the
procurement rules of the World Bank)
and some real estate transactions.

Reflection

From time to time in this series of materials on local public finance we will be
asking you to “reflect” on the content of the reading in relation to your own
experience as a financial manager. We hope you will take advantage of the
opportunity to make some notes in the space provided. With respect to what
you have read so far in this handbook, now is the time to look at procurement
and consider how it has been applied in your local government.  Recall one or
two major procurement decisions that you have made in the last year.  Does
your city have a process in place for planning major purchases?  Were you
satisfied with the tenders received?  Are there changes that need to be consid-
ered?

_____________________________________________________________________

_____________________________________________________________________

_____________________________________________________________________

_____________________________________________________________________

_____________________________________________________________________

_____________________________________________________________________

_____________________________________________________________________

_____________________________________________________________________

_____________________________________________________________________

_____________________________________________________________________

_____________________________________________________________________

_____________________________________________________________________
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Procurement cycle

What do we mean by the procurement cycle?

The procurement cycle covers the entire span of a project from planning through
contract completion. There are three distinct phases in the cycle:

Planning For Procurement

Acquisition Phase

Contract Administration
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Phase One—Planning for
procurement

This phase of the
procurement process
consists of four steps:
(1) budget develop-
ment and capital
planning; (2) prepar-
ing bidder lists; (3)
assembling a procure-
ment management

team; and (4) creating procurement
authority.

Step 1: Budget development
and capital planning

The first and one of the most
important steps in planning

for procurement is determin-
ing what services, goods,

and public works will be
required in the future.
At this time, there must
be a realistic assess-
ment of community
needs and their associ-
ated capital costs.
Budgets may be pre-
pared on an annual

basis or for longer periods of time. It is
important to reevaluate a long term
budget on a regular basis. Needs
change, but prices may change as well,
and substantially (through inflation,
for example). When this happens,
plans may need to be changed to suit
the funds available.

Budgets must be carefully formulated
and based on the most reliable histori-
cal cost data available. It is necessary,
therefore, for the local government to
maintain accurate records of all types
of acquisitions and their actual and
final costs. This
practice produces a
valuable data base
that can be used to
formulate
realistic budgets
for future
acquisitions.

Procurement
actions should be
planned with the objective of obtaining

the best value for each investment of
public funds. Where possible, acquisi-
tions should be planned to take advan-
tage of favorable market conditions
and economies of scale.

When the budget process has been
completed, it is most important to let
the community know what is projected
for the future. These projections allow
contractors and vendors to analyze the
goods and services that are planned for
procurement in the future and to plan
procurement responses most suited to
their type of business. Providing early
information in this way is an important
first step in ensuring that the procuring
entity will attract the widest and most
qualified range of bidders when the
procurement is actually announced.

The annual budget, therefore, should
be published and made available to the
public as soon as possible after it has
been approved. If any changes are
made during the applicable fiscal year
they should be published as well as
soon as they are known.

Associated with publishing the budget,
it is good practice to develop lists of
approved bidders in advance of pro-
curement actions. Procurement notices
should be placed in the approved
journals requesting contractors and
vendors to pre-qualify for specified
levels and types of procurement. The
subject of qualification of contractors
and vendors is dealt with later in this
manual, but a sample pre-procurement
notice is shown on the next page.

Step 2: Preparing bidder Lists

Approved bidders lists
should be
reviewed at least
annually, with all
contractors being
required to
submit current
information at
each review. Note that the preparation
of an approved bidders list does not
necessarily preclude other contractors
from participating in individual pro-
curement actions. Contractors who had
not been previously rejected as un-
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qualified, may submit a bid along with
the appropriate qualification data,
which then must be subject to review
and approval prior to accepting any bid.

It is also acceptable practice to allow
only bidders who have been accepted
for inclusion on the approved list to
submit bids. If this option is selected,
however, it must be made clear in the
Pre-qualification Notice that the bid-
ders will be exclusive, and stipulate the
period for which it will remain valid.

Example from the Municipality of St. Martin, Slovakia
The Department of Public Works of the Municipality of St. Martin intends to place
orders for the renovation of public housing developments throughout the entire
township during fiscal year 1997-1998. The total value of contracts to be placed will
be in the order of SK 1200-1500 million, and typical individual contract size will not
exceed SK 15 million. The work to be carried out within this program will include,
but will not necessarily be limited to, the following:

• Repair and replacement of roof coverings and provision of new insulation

• Replacement of exterior windows and doors

• Exterior paintwork

• Repair of metal gutters and downspouts

• Repair of concrete paths and walkways

It is the intention of the Department of Public Works to prepare an approved bid-
ders list of contractors who are qualified to carry out this work. Contractors who
wish to be pre-qualified and included on this list are invited to complete the pre-
qualification forms which are available at the Contracts Office at the Department of
Public Works during normal working hours.

Completed pre-qualification forms must be submitted to this office no later than 30
days after the date of this notice. Successful contractors will be advised within 30
days of the final date for submission of pre-qualification data.

Contractors who are included on the approved bidders list will be advised of indi-
vidual procurement actions as they occur, although procurement notices will also be
placed in the public press.

Please note that this is only a pre-qualification notice and the Department of Public
Works does not guarantee that any or all contracts will be placed.

Further information may be obtained from the Municipal Engineer, Department of
Public Works, The Town Hall, St. Martin. Tel: 123-4567 Fax: 123-7856
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Procurement 
Management

Team Legal

Budget

Procurement

Program

Finance

Step 3: Assembling a
procurement
management team

A procurement management team
should be assembled for each
procurement activity. The follow-
ing functions must always be
represented:

• Procurement

• Program

• Legal

• Finance

• Budget

Teamwork is important since each of
these disciplines represent key aspects
of the procurement activity and are,
therefore, interdependent. In addition,
the team approach also establishes a
system of checks and balances that
helps to keep the entire process trans-
parent. The following is a brief de-
scription of the team’s primary
responsibilities.

Procurement specialist/manager

This person will be in complete charge
of the procurement activity, and is

responsible for ensuring that the
events throughout the total

procurement cycle are
carried out in accordance
with the Public Procure-

ment Law and associated
regulations. The procurement

manager must have the clear
delegated authority from the top

management of the procuring entity to
undertake this action, and he/she must
be fully aware of the important respon-
sibility assumed in this role. Associ-
ated with this responsibility is the
accountability and legal liability placed
upon the procurement manager under
the provisions of the Public Procure-
ment Law. It therefore follows that the
procurement manager must be fully
trained and qualified in all aspects of
procurement before that person can be
appointed to carry out this function.

Program manager

This person will be in
charge of the specific
subject of the procure-
ment action. He/she
will be responsible for
establishing the terms
of reference for the

acquisition, and for planning the
overall schedule for each associated
procurement action. For example, in a
public works project, there will be
several procurement activities over its
life cycle. These will include eventual
contracts for services (for design), for
public works (for construction), and
for goods (for furniture and equip-
ment). Each activity must be scheduled
so that there are no delays in the
completion of the project. This person
will be the technical manager through-
out the life of the project.

Budget officer

This person must ensure that the
procurement activity is within the
framework of the approved budget and
that funds have actually been desig-

nated for this purpose. It
is good practice to have
the budget officer offi-
cially authorize that the
acquisition has budget
approval and that funds
are available for its
purpose. This should be

a mandatory prerequisite to any
procurement action.
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Finance officer

This person will ensure that proper
accounts are established for the acqui-
sition and that the funds will be

transferred to the
designated account.

This person will
have complete
responsibility for

ensuring prompt pay-
ment to contractors and

vendors throughout the
entire contract period, and ensuring
that proper accounting and auditing
mechanisms are put in place.

Legal officer

The legal officer will provide legal
counsel on all aspects of the law as

they relate to the specific
acquisition. This is particu-
larly important not only
with regard to the Public
Procurement Law, but also
to the effect that other laws
might have on the specific
procurement. The legal

officer will also play a very important
role in assuring the transparency and
high level of ethics throughout the
entire project cycle. In addition, the
legal officer will be responsible for
reviewing and approving such things as
Conditions of Contract, and any other
contractual issues as they arise.

Authority

Creating procurement authority

As has been said, the procurement
manager must have the delegated
authority from top management in the
procuring entity before that person
can instigate any procurement activity.
Typically, this authority may be
awarded at several levels. For ex-
ample, authority might be awarded for
the acquisition of small purchases
with a specified financial
threshold. Increased
authority can then be
granted for a higher
level of acquisitions,
and so on, until the
highest level is
reached—when
the procurement
manager has
unlimited author-
ity. This must always be considered as
a career development matter, and
progression from one level to another
can only be achieved after the person
has reached approved standards of
education and training. These levels of
training should only be achieved by
examination and certification.

Procurement authority must always
be given in writing. The warrant
should include: (1) the name of the
person to whom authority is being
granted; (2) the name of the person
granting the authority and the source
of his/her authority; (3) the limit of
the authority being granted and its
financial threshold; and (4) the
period for which it is valid.
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Acquisition

Restricted Tendering

Negotiated Tendering

Price Offer Direct Set Up

Phase Two—Acquisition
phase

The Acquisition Phase is the period
when all the procure-

ment activity takes
place. Actions that
must be con-

cluded range from
the first procure-

ment notices through to contract
award and include the following:

1. Determining procurement
options

The first choice that must be made in a
proposed procurement activity, is the
type of procurement both legally and
practically best suited for the acquisi-
tion under consideration. The immedi-
ate reference is the Public Procurement
Law itself, since it prescribes the
various conditions under which certain
procurement options may be used. The
most desirable type of procurement is
“open competition” where as many
qualified bidders as is practical will be
encouraged to submit bids. There are
several other methods available. These
should be carefully reviewed by the
procurement manager and the entire
procurement team. In this respect,
particular guidance should be sought
from the legal advisor.

In addition to procurement by public
competitive bidding (open competi-
tion), the other methods available

within the framework of the Public
Procurement Law, are: restricted
tendering, negotiated proceedings,
price offer, direct set up (sole source
contracting).

Restricted tendering

This method may only be used when
the subject for procurement is a matter
of state security: where there is justifi-
ably insufficient time, or no apparent
cost benefit to arrange a public pro-
curement, or the previous public
procurement did not fulfill its purpose.
Great care must be taken in ensuring
that the reasons for selecting this type
of procurement are valid. Once again,
the legal advisor should be consulted
before making such a determination.

Negotiated tendering

This method also must be carefully
reviewed and justified before it is used.
It may only be used when the previous
public procurement has not been
fulfilled or the procuring entity is
unable to specify in detail the nature of
the proposed procurement. One ex-
ample is a situation in which emer-
gency repairs are to be carried out and
it is impossible to precisely define their
extent. Another is where the procure-
ment is of such a nature that it would
not be possible to fulfill the require-
ments of either public procurement or
restricted tendering.

When using negotiated tendering,
procuring entities must always invite at
least three firms to participate in the
negotiations and each firm must be
provided with the same information
regarding the procurement.

Price offer

This method may be used for the
acquisition of services and serially
produced goods which are commonly
available on the market and have a
recognized or standard price. This
method can only be used if the value
of goods or services does not exceed
SK 500,000 in any calendar year. In any
event, the procuring entity must invite
at least three bidders to submit prices.
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Direct set up (sole source
contracting)

This form of tendering may be used
only when there appears to be only
one source available to fulfill the
requirements of the procurement.
Examples include:

• Where are copyright is involved

• Where the procurement is of such a
nature that it would not be possible
to fulfill the requirements of either
public procurement or restricted
tendering

• Where the proposed contract
supplements an existing contract
but is not more than 50% of the
existing contract value

• The subject of the procurement is a
state secret

• The procurement is as a result of a
natural disaster

In any event, the value of the procure-
ment under sole source contracting
cannot by law exceed SK 50,000.

2. Procurement notices and
advertising

Advertising tender
opportunities is an
important part of the
public procurement
process since it helps to
attract as broad a base
of qualified bidders to
participate in the
proposed tender. Within
the framework of the

Public Procurement Law, it is a require-
ment that procurement notices are
published in the Trade Bulletin of the
Slovak Republic and in those foreign
periodical press journals as are recom-
mended by the Ministry of Construction
and Public Works as follows:

• Procurement for goods and ser-
vices where the value exceeds ECU
130,000

• Procurement of public works
construction contracts where the
value exceeds ECU five million

• Other public works contracts
where the value exceeds ECU
400,000 must also be advertised in
the approved regional authority
journals

Timely notification of bidding opportu-
nities is essential in competitive tender-
ing, and the procurement notice should
be advertised in the required journals a
minimum of thirty (30) days prior to
documents being available. The notice
should contain all the relevant informa-
tion about the procurement, and pro-
vide bidders with sufficient detail to
permit them to assess fully their interest
in submitting a tender. A sample notice
is shown on the opposite page.

3. Qualification of contractors
and vendors

Pre-qualification
of contractors is
usually necessary
only for large
complex con-
tracts. Examples

are industrial processing plant or design/
build projects, or other types of contracts
where the cost of preparing tenders is
excessive and bidders might be discour-
aged from submitting a tender. In these
cases, pre-qualification also helps to
ensure that only qualified contractors
with adequate experience and resources
are invited to submit proposals.

In some countries, however, particu-
larly those in a transition economy, it
may be necessary and desirable to pre-
qualify contractors for most types of
acquisition.

The parameters for pre-qualification
must take into consideration three
basic elements of the contractor’s
organization:

• Experience and past performance
on similar contracts

• Capabilities of personnel, and
availability of equipment, construc-
tion or, manufacturing facilities

• Financial stability
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Municipality of St. Martin

REPAIR AND REPLACEMENT OF ROOF COVERINGS

The Department of Public Works of the Municipality of St. Martin invites quali-
fied contractors to submit tenders for the repair and replacement of roof cover-
ings to 500 public housing units in the Karlovy district of St. Martin. The work
will also include the installation of new thermal insulation to all roofs.

Funds have been made available from the municipal budget for this purpose, and
the contract value is expected to be in the range of ECU 5-7 million The work
will be required to be carried out during the period from June to September,
1997.

Tender documents, in the Slovak language, may be inspected at the contracts
office at the Department of Public Works, and obtained for a non-refundable fee
of SK 10,000 per set, during the hours of 0900–1600. Contractors who have not
previously been pre-qualified for this work, and who were not previously rejected
as unqualified, must also complete a set of qualification documents and submit
them with their tenders.

Tenders must be received at the contracts office of the Department of Public
Works no later than 1600 on 16 April 1997. Tenders must be completed in accor-
dance with the requirements of the tender documents. Also, the tender must be
accompanied by a tender security in the amount of ECU 250,000 or its equivalent
in Sk. Tenders will be evaluated on the basis of price only and they must remain
valid for a period of 90 days after the date of submission.

Tenders will be opened in the presence of bidders’ representatives who choose to
be present at the contracts office of the Department of Public Works at 1630 on
16 April 1997.

J. Marek C. Eng.

Municipal Engineer

Department of Public Works

St. Martin

1 March 1997

Experience and past performance on
previous similar contracts

The company should be invited to
provide details of annual volume of
work and of similar projects success-
fully completed in the past, including
such things as the number, size/value,
and the timeframe over which they
were completed. In addition, references
from the owners of these projects
should be requested. A reasonable
timeframe for past performance should
be selected, bearing in mind the time in
which companies could only have been
in business since privatization. Five
years is a desirable period, with three
years being a minimum experience

level. This may present something of a
dilemma, particularly with regard to
new firms as they emerge in the market
place. However, the best judgment must
be exercised so that a fair but realistic
evaluation of the company is made.
Criteria should not be relaxed so that
they, in effect, become a “crutch” for
new businesses. Some innovative
criteria might need to be developed. For
example, if a new business was the
result of a staff buyout of a previous
central organization, but has retained
the same management, then past
experience of the previous firm might
be considered acceptable. Linked to
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4. Preparation of tender
documents

The purpose of
tender docu-
ments is to
provide prospec-
tive bidders with
a clear and
unambiguous
statement of the
procuring

entities’ requirements for the goods,
services or, public works that are to be
the subject of the procurement action.
In addition, the documents must
include details of the rules that will
govern the procurement, the basis for
evaluating the tenders, and the terms
and conditions of the contract that the
successful contractor will have to enter
into on award of the contract. The
SIGMA/ILO Public Procurement Manual
for Central and Eastern Europe tabulates
the three essential components of all
tender documents as follows:

Instructions to tenderers

Administrative Rules for the Tender
Process including the criteria for
evaluating tenders and tenderers.

Requirements

A description of the goods, works, and
technical specifications for the services
to be procured including a clear state-
ment of the minimum quality stan-
dards.

Contract conditions

Commercial conditions prescribed by
the buyer.

Great attention must be given to the
preparation of tender documents so
that they are clear and unambiguous.
Time spent at the preparation stage

past performance is the company’s
record with regard to disputes and
litigation. This question should also be
included in the qualification documents.

With regard to annual volume of work,
as it relates to public works contracts
for which contractors are being pre-
qualified, the World Bank has recom-
mended that the annual volume of work
should be not less than 2.5 times the
estimated cash flow for the project. For
example, if a one year estimated dura-
tion contract had a total value of SK 90
million, then the minimum annual
volume of work required for a contrac-
tor to pre-qualify would be SK 225
million. This is a reasonable guideline
to follow, with two times the estimated
cash flow being the absolute minimum.

Capabilities of personnel, and
availability of equipment, construction,
or manufacturing facilities

Companies should provide curriculum
vitae of all key personnel including
details of experience specific to the
proposed project. In addition, they
must provide full details on all plant
and equipment, owned or leased,
including capacity, age, etc. Indications
of which equipment will be available,
as well as, similar information for
construction or manufacturing facilities
must also be provided relevant to the
project. This includes details regarding
size, location, condition, and proposed
use for the project.

Financial stability

Ideally, companies should provide
audited accounts for a stipulated number
of previous years. However this again
presents a dilemma for countries in a
transition economy. It is, therefore,
prudent to obtain as much financial data
as is realistically possible from each
potential bidder. This should include:

• Audited statements where available

• Bank statements and references

• Copies of tax returns

• Cash statements

• Valuations of property, equipment,
and vehicles

• Details of any other fixed or liquid
assets

• Evidence of sufficient working
capital

Once again, a reasonable period of time
should be selected, and three to five
years is a realistic timeframe to select.
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will be more than compensated during
the evaluation of the tenders and
tenderers. If there are standard tender
documents available, they should be
incorporated into the specific project
set. Do not change approved standard
documents without first consulting the
legal officer.

The schedule of requirements and
technical specifications is the compo-
nent of the tender documents which is
unique to the specific procurement and
the one which requires the greatest care
in ensuring a clear statement of needs.
Depending on the size and complexity
of the project, the preparation of the
technical requirements may be done by
the procuring entity itself or by a
consultant expert in the particular
subject (for example, a complex engi-
neering design). If a consultant is used,
the firm or individual must be given
very precise terms of reference prior to
starting the preparation of the tender
documents, and be made aware of all
the requirements or constraints that are
known to exist. The consultant must
also be given sufficient time to properly
prepare the technical documents, and to
thoroughly research the market to find
the technical solution which offers the
best value for the proposed investment.

5. Assembling the tender
dossier

The tender dossier
is the complete
tender package
and consists of the
following ele-
ments:

• Instruction to tenderers/bidding
data

• General conditions of contract

• Specific contract data

• Schedule of requirements and
technical specifications

• Bid forms

• Securities and guarantees

___ Buyer(s) and item(s) to be
tendered for

___ Tender security required

___ Qualification requirements (if no
pre-qualification)

___ Substance of the tender

___ Alternative tenders permitted or
not

___ Fixed or adjustable price

___ Bid validity period

___ Date, time and location for tender
submission

___ Date, time and location for tender
opening (usually the same)

___ Currency and exchange rates

___ Evaluation criteria

___ Amount of performance security

Checklist for
Instructions to Tenderers

Instructions to tenderers

Note that this section does not become
part of the contract documents after
contract award. The sole purpose of
this section is to advise bidders of the
procedural arrangements during the
procurement activity. The following
information must be included:

General project data

Include the name and address of the
procuring entity, the name of the
responsible official, and the authority
for the procurement. Also include
details of the purpose of the procure-
ment and confirmation of the avail-
able financing. If there are any
restrictions on the eligibility of the
tenderers or product supply, then
they should be specified in this
section. If pre-qualification has not
already taken place, then this section
should include the requirements for
qualification of tenderers. If a site
visit is a requirement, then informa-
tion regarding time and location of
such should be specified.
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The tender documents

Describe in detail the contents of the
tender document package, and list each
document included. Also include
details on how and where clarifications
may be obtained, and the procedure for
issuing amendments.

Preparation of tenders

Provide all tenderers with complete
information regarding the documents to
be submitted with the tender and any
associated requirements. This would
include the language of the tender,
particularly if other than Slovak is
acceptable. Also include information on
the method of pricing the tender (for
example, will it be a firm fixed lump
sum price, or a schedule of rates) and,
if appropriate, the currency. Include a
sample tender form in this section, as
well as the stipulation on the period of
validity of the tender. Details of the
type and amount of the tender security
should also be included. If alternative
proposals are to be accepted, then this
information must be stated.

Submission of tenders

This section must include information
on where and when tenders are to be
submitted, and how tender documents
are to be identified. Instructions should
be provided about the treatment of late
tenders, and the rules relating to late or
modified tenders.

Tender opening and evaluation

This section will include information on
the place of opening the tenders, and the
type of opening (for example, who will
be permitted to attend). Details of the
criteria for responsiveness and evaluation
also should be stipulated, as should the
procedure for correcting errors.

Award of contract

The contract will be awarded to the lowest
evaluated responsive tenderer, and this
should be stated in this section. Details of
how the successful tenderer will be
notified (usually by issue of a “letter of
acceptance”) and the requirements for the
successful tenderer to provide a satisfac-
tory performance security must be
stipulated. If an advance or mobilization

payment is contemplated, then details of
the security required to cover this pay-
ment also should be incorporated.

The SIGMA/ ILO Public Procurement
Manual for Central and Eastern Europe
contains the following useful checklist
for the Instructions to Tenderers
section of the tender documents:

General conditions of contract

If standard sets of tender documents are
available, then they will typically include
standard general conditions of contract.
These contract conditions may vary
slightly between the different types of
procurement (goods, works, or services).
Therefore, care must be taken to ensure
that the properly matching set is incor-
porated. Once again, do not alter or
amend the standard set of documents
without first consulting the legal advisor.

The general conditions of contract set
out the commercial terms of the
procuring entity; but as a matter of
principle, they must be fair to both
sides. Unreasonable conditions will
only lead to higher prices as tenderers
try to cover their exposure. This
inevitably leads to an excessive num-
ber of claims during the implementa-
tion of the contract. The conditions of
contract, therefore, should fairly
apportion risk, and clearly identify the
obligations of the procuring entity and
the contractor; define the obligations
for cost, time, and quality control;
provide for dispute resolution, and
define precise conditions for accep-
tance of the goods, works, or, services.

Specific contract data

After the appropriate set of general
conditions of contract have been
selected, they need to be carefully
reviewed to determine what supple-
mental information must be provided
to align them specifically with the
proposed contract. This is necessary
since the “Standard General Conditions
of Contract” are generic in nature, and
therefore, need to have contract
specific data added to complete the
proposed contract documentation.
Following is a checklist of items that
need to be taken into consideration.
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Checklist For
Specific Contract Conditions

___ Name and address of procuring
entity and authorized
representative

___ Contract description and
identification number

___ Documents to handed over as
part of the contract (e.g.,
maintenance manuals)

___ Contract language and law

___ Start and completion dates of
contract

___ Insurance limits

___ Details of performance security

___ Pricing and price adjustment
formula

___ Packing and handling
procedures

___ Incidental services (training,
after sales service, etc.)

___ Dispute resolution process

___ Liquidated damages for late
completion

___ Bonus for early completion

Schedule of requirements and
technical specifications

These are always contract specific and
describe the physical requirements of
the contract. They must be comprehen-
sive, clear, unambiguous, and drafted in
such a manner that tenderers will be
able to present their proposals without
qualifying or conditioning their tenders.
In addition, they must be drafted to
ensure the widest competition, and
present a clear statement of required
standards of workmanship, materials,
and performance of the goods, or
services to be procured. Care must be
taken to avoid the use of proprietary
specifications, which will limit the
competition. Where a proprietary
specification is thought to be the best
way to adequately describe the subject
of the procurement, the words “or other

equal and approved” should be added.
The specifications always should require
that all goods and materials are to be
new and unused, be the latest version,
and conform to the most recent stan-
dards and norms.

Forms of tender

The tender dossier must always include
a standard tender form to be completed
by tenderers and submitted as part of
the tender package. The tender form
establishes the precise requirements of
the procuring entity for the tenderer’s
price. For that reason, it must be stan-
dardized, so that evaluation can be
completed on a directly comparable
basis. No deviations should be permit-
ted from the tender form.

The design of the tender form will vary
depending on the nature of the type of
procurement (goods, works, or ser-
vices), but a checklist of items that
should be incorporated is provided
below.

Checklist of Items to be
Incorporated in the Tender Form
___ A brief description of the

procurement

___ Name of the procuring entity

___ Acknowledgment of tenderers’
understanding of conformance
to the tender documents

___ Provision for pricing data

___ Period of tender validity

___ Acknowledgment of tender and
performance security

___ Recognition of tender form
being binding contract until
agreement is executed

___ Statement that procuring entity
is not bound to accept this or
any tender

___ Signature of tenderer, date, and
witness



Training for
Finance

Managers

18
Securities and guarantees

There are several basic types of securi-
ties and guarantees:

Tender security

This is provided with the tender to ensure
that the tenderer is submitting a bona fide
tender. The security should not exceed
between two and three percent of the
estimated contract amount. The security
may be in the form of a certified banker’s
check, which should not be cashed unless
the tenderer is in default, or, a bank
guarantee issued by an approved bank.
The tender security will remain in force
until after the evaluation process is
completed, and a contract award has been
announced. Typically, the security should
remain in place until 28 days after the end
of the tender validity period. The tender
security must be returned to the tenderers
immediately following this period.

The tender security may only be kept in
the following events:

• a tenderer withdraws the tender
prior to the expiration of the
validity period,

• a contract award notice has been
issued to the lowest evaluated
tenderer, and, at that time, the
tenderer refuses to enter into a
contract, or fails to submit a
performance guarantee in accor-
dance with the instructions to
tenderers.

On the next page is a sample tender
security form where a bank guarantee
is used as recommended in the World
Bank Standard Bidding Documents.

Performance guarantees

Performance guarantees are required to
ensure that contractors complete the
contract satisfactorily in accordance
with its stated requirements. Should a
contractor default in any of the legal
requirements, and not take any action
to remedy these defects, then the
ultimate resort is to enforce the perfor-
mance guarantee. Note that this is a
very serious step to have to take in a
contract, with frequently complex legal
consequences. It should not therefore
be taken unless all other methods of

resolution have failed. The defaulting
contractor should be adequately
informed of the procuring entity’s
intent to draw on the performance
guarantee, and the circumstances
leading to this action should be well
documented.

Performance guarantees are typically
issued by banks in the case of bank
guarantees or by surety companies in
the case of performance bonds.

For construction contracts, a bank
guarantee should be between five and
ten percent of the contract amount
depending on the size of the contract.
Performance bonds are typically
around 30% of the contract value. The
guarantees should not be released in
their entirety until the end of the
warranty period.

Performance guarantees also may be
required in supply contracts, and
should be the same value as above.

Performance guarantees are not nor-
mally included in service contracts,
although other remedies for nonperfor-
mance (such as retainage) will be part
of these contracts.

Bank guarantees may be either “condi-
tional” or “unconditional.” As the
name suggests, a “conditional” guaran-
tee can be effected only when certain
circumstances have occurred. These
are best described within the World
Bank Standard Documents as follows:

“The triggering of this form of
performance Guarantee is condi-
tional upon the Contractor’s “
failing to execute the contract, or
committing a breach of his obliga-
tions thereunder” and requires a
statement by the Employer and / or
the Project Manager to that effect,
and an exercise of judgment by the
Guarantor as to whether the re-
quired conditions of default have
been fulfilled. Some forms of
Guarantee contain further qualify-
ing conditions, and are not trig-
gered until an agreement has been
reached on the amount of damages
payable, or until after an award
has been made under the applicable
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Tender Security (Bank Guarantee)

WHEREAS, .....................(name of tenderer) hereinafter called “ the Tenderer”
has submitted his/her bid dated ............... (date) for the construction of
................... ..........(name of contract), hereinafter called “ the Tender.”

KNOW ALL PEOPLE by these presents that We............................(name of Bank)
of ...............................(name of country) having our registered office at
.............. hereinafter called “the Bank” are bound unto ........................... (name
of the procuring entity/employer) hereinafter called “the Employer” in the sum of
........................... for which payment well and truly to be made to the said
Employer, the Bank binds itself, its successors, and assigns by these presents.

SEALED with the Common Seal of the said Bank this .......day of ..........19......

THE CONDITIONS of this obligation are:

If, after tender opening, the Tenderer withdraws his/her Tender during the period
of tender validity specified in the form of Tender; or

If the Tenderer having been notified of the acceptance of his Tender by the Em-
ployer during the period of Tender validity:

(a) fails or refuses to execute the Form of Agreement in accordance with the
Instructions to Tenderers, if required; or

(b) fails or refuses to furnish the Performance Security, in accordance with the
Instructions to Tenderers; or

(c) does not accept the correction of the Tender Price pursuant to Clause 27, (this
refers to the World Bank Standard Documents)

We undertake to pay to the Employer up to the above amount upon receipt of his
first written demand, without the Employer’s having to substantiate his demand,
provided that in his demand the Employer will note the amount claimed by him is
due to him owing to the occurrence of one or any of the three conditions, specify-
ing the occurred condition or conditions.

This Guarantee will remain in force up to and including the date
.......................days after the deadline for submission of tenders as such deadline
is stated in the Instruction to Tenderers or as it may be extended by the Employer,
notice of which extension(s) to the Bank is hereby waived. Any demand in respect
of this Guarantee should reach the Bank not later than the above date.

DATE......................SIGNATURE OF THE BANK...............................

WITNESS................... SEAL..................................

................................................................................................................

(signature, name and address)

Notes: (1) The Tenderer should insert the amount of the Guarantee in words
and figures as indicated in the Instructions to Tenderers.

(2) Usually 28 days after the end of the validity period of the Tender. The date
should be inserted by the Employer before the Tender Documents are issued.
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settlement of dispute procedures.
The construction industry favors
this kind of Guarantee over the
Unconditional Guarantee whenever
it is available. However, not all
commercial Banks (as Guarantors)
are willing to issue Conditional
Guarantees, and not all Employers
are prepared to accept this form of
Performance Security.”

An “unconditional” guarantee, on the
other hand, must be paid on the first
written demand of the procuring
entity, and there is no requirement to
demonstrate that the contractor is
actually in default. Obviously, this is a
powerful tool in the hands of the
procuring entity. However, as has been
stated already, caution must be ex-
erted when resorting to the use of this
type of guarantee, and the conditions
leading to its implementation must be
well documented.

6. Invitation to submit tenders
(bids)

The communica-
tion vehicle se-
lected to invite
contractors to
submit tenders for
a specific project
will vary depend-
ing upon the type
of procurement and
its size. For all

open tenders, communication will be
achieved by placing an advertisement
in the journals stipulated in the
Public Procurement Law. Note that
this will be the final procurement
advertisement, and it should be
published approximately 30 days
before the tender documents are
ready for distribution

Invitations may be sent out by letter in
the case of restricted tenders, or, in the
case where a pre-qualified list of
tenderers has been approved.

In the next column is a checklist of
items that should be included in the
invitation to submit tenders.

Checklist for the Invitation to
Submit Tenders

• Date of publication

• Contract name or number

• Name of procuring entity

• Brief description of the procure-
ment

• Place where tender documents
can be purchased and their cost

• Time, date and place for submit-
tal of tenders

• Time, date and place for opening
of tenders (if different)

• Period of tender validity

• Amount of tender security

7. Issue of tender documents

The tender pack-
age must be
complete and
ready for issue
by the date

stated on the
invitation to

submit
tenders.
Incom-
plete

packages
should not

be issued, if
necessary change the date for issue.
This must be done by public notice or
letter, so that all potential tenderers are
properly notified.

Tenderers may be charged a non-
refundable fee for each set of tender
documents obtained. This cost, how-
ever, should not exceed reasonable
costs of reproduction and distribution
(or example, the cost of printing
drawings and specifications for a
public works project).
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8. Communications during the

tender period

Inevitably, there will be
questions and clarifica-
tions required during
the tender period.
Tenderers must be
advised in the instruc-
tions to tenderers

section of the tender documents to
whom questions must be addressed and
the time limit for both submitting
questions (for example, no later than 15
days before tenders are to be submitted),
and the time limit for the procuring
entity to provide these answers.

Both questions and answers must be in
writing. It is also of great importance
that all tenderers are made aware of all
the questions and answers that arise,
and that all tenderers receive that
information at the same time.

It is good practice, particularly for large
and complex projects, to have a pre-
tender conference which all tenderers
will be invited to attend. Details of the
time and place of the conference must
also be included in the instructions to
tenderers section of the tender docu-
ments. It is generally not good practice
to make this conference mandatory
(since an otherwise qualified contractor
may not be able to attend for some
valid reason). Minutes of the confer-
ence must be taken and written copies
must be sent to all tenderers immedi-
ately following the conference.

In cases where, as a result of a clarifi-
cation of the tender documents, any of
the requirements of the tender docu-
ments need to be changed, this must
be done by issuing a formal “adden-
dum” to the tender documents. The
addendum must give clear details of
the proposed change and advise
tenderers of any other effect the
addendum might have on the overall
tender procedure (for example, the
effect of the addendum might make it
necessary to extend the date for
submittal of tenders). Tenderers must
always acknowledge receipt of the
addendum in writing.

 9. Receipt of tenders

Tenders may be
received at any time
up to the closing
date and time stated
in the invitation to
tender notice. A
designated office
(usually the Con-

tracts Office) must be established for
receipt of the tenders. All tenders that
are received must be date and time
stamped, and logged in a register of
tenders received. Tenderers that deliver
their tenders by hand should be given
a written receipt. Strict instructions
must be given to all staff to ensure that
no tenders are opened before the due
date. Tenders must always be stored in
a secure, lockfast cabinet or safe until
the time tenders are to be opened

Tenders received after the stipulated
time must be rejected and returned
unopened to the tenderer.

Tender 1

B

Tender 2

10. Tender evaluation board

Prior to the open-
ing of tenders, a
tender evaluation
board should be
constituted. This
board will be

responsible for: the opening of the
tenders; their evaluation; determining
the lowest evaluated tender, and
preparing a detailed report of the
proceedings. The board should include
the following persons:

• A senior representative of the
procuring entity

• The project manager

• Contract/procurement specialist

• Finance/budget representative

• Legal representative

• Technical specialist(s)

This group may be supplemented
depending upon the size and nature of
the procurement.

A chairperson must be designated who
will be responsible for the entire process.
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Tender 1

B

Tender 2

12. Evaluation of tenders

The entire evalua-
tion board must be
present during this
process. The
objectives of the
evaluation process
are threefold:

1. Ensure that the tenders were in full
compliance with the requirements
of the tender documents (usually
described as “responsive”).

2. Select the tender which is the most
advantageous to the procuring
entity with regard to the criteria
established in the tender docu-
ments (usually described as the
“lowest evaluated tender”).

3. Ensure that the tenderers are
properly qualified in accordance

with the criteria established in the
tender documents.

Responsive tenders

To be “responsive,” a tender will have:

• included all the securities as
required

• properly signed documents

• no major errors in the computation
of the tender price

• no material deviations from the
requirements of the tender docu-
ments

• no qualifications or reservations

Tenders determined to be “non-respon-
sive” should be rejected immediately
without further consideration. Note,
however, that tenders with computa-

11. Tendering opening
procedures

Tender opening is a
formal procedure,
and should occur
immediately follow-
ing the time estab-
lished in the
instructions to
tenderers section of
the tender docu-
ments, for the

receipt of tenders. The tender evalua-
tion board should be assembled and
the chairperson designated. The
chairperson should formally open the
proceedings and briefly describe the
nature of the procurement.

All the sealed envelopes which had
been received before the deadline for
the receipt of tenders should then be
delivered to the chairperson of the
evaluation board.

At this point the chairperson will close
the public tender opening, distribute the
minutes and the register of those present.
Those present should be advised the
procedure and likely time for notifying
the results of the evaluation process, and
cautioned not to contact the evaluation
board during that time.

Checklist of
Tender Opening Activities

___ registered as present

___ Ensure that all the envelopes
are original and unopened

___ Announce the names of
companies that have submitted
tenders

___ Open tenders and read out
tenderer’s name and tender
amount

___ Confirm that tender security is
provided

___ Prepare a list of tenders
received and record tenderers’
names and tender amount, and
note if security in order.

___ If any addenda had been
issued, note if tenderers had
properly acknowledged their
receipt

___ Mark all tenders “original” and
ensure they are kept secure

___ Prepare and sign minutes of the
proceedings
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Consultancy Contract—Selection Criteria Matrix
Criteria Weight Tenderers

Points A B C D E F

1. General experience of company  10  30  50  40  70  30  20

2. Specific project experience  40 200 120 160  80 160 200

3. Personnel/ project manager  30 120  60  90 150  90 120

4. Past performance  20 100  80  80  40  60  80

100 450 310 370 340 340 420

Note: In the above example, each criterion was evaluated on a scale of 1-5 and
then multiplied by the weighing. For example, Tender A was given a score of 3
out of 5 for Criterion 1, multiplied by the weight, thereby getting an overall
score of 30

In this example, it can be seen that Tender A achieved the most points and was,
therefore, considered to be the “lowest evaluated tender.”

tional errors may be corrected and the
tenderer notified. Obvious mistakes
should not be binding on the tenderer
and, therefore, corrected. However, the
substance and price submitted should
not be allowed to change. In the event
of a tenderer being notified of a major
computational error, the tenderer may
choose to withdraw the tender.

It is most important throughout this
process to maintain absolute confidenti-
ality. Remember that tenderers are
aware from the public tender opening of
their place in the competition, and they
should not be given any opportunity to
alter a tender to their advantage.

The lowest evaluated tender

The evaluation process will vary
according to the criteria established in
the tender documents. For example, in
a public works contract, the only
criterion may be price. The tenders
would, therefore, be required only to
be ranked in accordance with the
tender prices. Provided the lowest
ranked tenderer had either been pre-
qualified or complied with any post
qualification criteria, the selection
would be quite straight forward.

In other types of procurement, however,
there will likely be many other criteria to

be taken into consideration during the
evaluation process. In this case, it is most
important that the criteria have been
clearly identified in the tender docu-
ments and that the evaluation board is
aware that strict adherence to the stated
criteria is essential during their evalua-
tion. If any specific weighting of the
criteria was done, that should also have
been made clear in the documents. The
prescribed weighting must not be
changed during the evaluation.

It is good practice to develop a matrix
of the stated criteria and complete this
for each tender being considered. An
example for a typical services contract
is provided in the box above.

Post qualification of tenderers

If pre-qualification of tenderers has not
taken place, then, after the lowest
evaluated tenderer has been identified,
the qualification package of that
tenderer should be reviewed to ensure
that the tenderer complies with all the
previously identified criteria. In the
event that the tenderer does not meet
the criteria, then the tender should be
rejected and the qualification package
of the next lowest evaluated tenderer
should be opened and reviewed. This
process must continue until all the
criteria are met. Note that the qualifica-
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tion material is only reviewed after the
tenders have been evaluated, and only
in the order of the ranking from the
evaluation procedure.

Rejection of all tenders

Rejection of all tenders may be neces-
sary, and is permissible, when any of
the following events occurs:

1. Procuring Entity

• name, address, telephone
number, etc.

• name of responsible person

• date of general procurement
advertisement

2. Tender Information

• brief description of scope of
procurement

• estimated cost

• procurement method

• if pre-qualification has taken
place

• number of firms purchasing
tender documents

• budget approval

3. Tendering Process

• details of procurement notice

• date tender documents issued

• number of firms

• date and minutes of pre-tender
conference

• details of any addenda issued

• date and time of tender sub-
mission, including any exten-
sions

• tender validity period and
details if extended

4. Tender Opening

• date and time of tender opening

• signed minutes of tender opening
meeting

• copies of all records prepared at
meeting (list of attendees, number
of tenders received etc.)

5. Examination of Tenders (provide
information for each tender)

• confirm that all unconditional
requirements were fulfilled, or state
why rejected

• confirm that tenders were substan-
tially responsive, or state precise
reasons for rejection, with refer-
ence to tender documents

6. Evaluation of Substantially Responsive
Tenders

• describe evaluation criteria in
tender documents

• include evaluation methods used
(price only, adjusted price, merit
point with matrix, etc.)

7. Post Qualification

• confirm that all qualification
criteria were met by the tenderer
with the most advantageous tender,
or state why tender rejected

8. Decision/Recommendation for Award

• name and address of firm

• amount of tender price

• issues for contract negotiation, if
any

Contents of a Typical Tender Report

• The lowest tender exceeds the
official estimate by a substantial
margin.

• All of the tenderers are considered
to be non-responsive.

• There was a lack of competition.

• There is evidence of collusion.
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13. Bid disputes

Sometimes a tenderer(s) may raise
some objection to the proposed award
or to the evaluation procedure itself. If
this situation occurs, it must be dealt
with immediately by the chairperson of
the evaluation board. It may be neces-
sary to refer the protest to a higher
authority (for example, The Office of
Public Procurement in the Ministry of
Construction and Public Works). In any
event, however, the protest must be
evaluated and resolved publicly and
transparently. In the case of serious
protests, it may be necessary to delay
the tender award until the protest has
been settled. In the worst case, the
tender may have to be canceled, and a
new tender action taken to correct
previous anomalies.

14. Reporting procedures

At the conclusion of the tender process,
when the award has been
confirmed, the chairperson
of the evaluation board
must prepare a tender
report which provides
accurate details of the entire
tender activity. This will
include details of the

evaluation process and the conclusions
reached. It will accurately describe the
reasons for any recommendations or
rejection of any tender.

This is a most important report, and
must be prepared accurately and
honestly. Since it will be the only record

Tender
Report

15. Notification and award of
contract

As soon as the
tender evaluation
board has reached a
decision on the
“lowest evaluated
tender,” and the
recommendation for

award has been approved, the success-
ful tenderer should be notified as to the
intention to award a contract. Unsuc-
cessful tenderers also should be ad-
vised of the result of the evaluation.

Since there are always certain formalities
to be completed before a contract can be
signed, it is good practice to send the
proposed contractor a “letter of intent”
which outlines these formalities (for
example, the deposit of the performance
security, and the notification of required
insurance being in place). The letter of
intent includes details of where and when
the contract will be ready for signature.

The letters to unsuccessful tenderers
should provide relevant details of the
successful tender (remember that they
would have been present during the
public opening) and give the name and
address of the person to whom ques-
tions may be directed. It is most impor-
tant for tenderers to know how their
tenders did not meet the requirements
of the competition so that they might
respond more satisfactorily to future
procurements. Tenderers are entitled to
a formal debriefing after the tender
evaluation, and this should be readily
available to them.

At this time, the tender securities of the
unsuccessful tenderers should be
released.

If any of these events occur, it will be
necessary to review the tender docu-
ments carefully and make any necessary
changes to the scope, specifications and
contract conditions, etc., before starting a
new tendering process. This is also an
important time to ensure that the official
estimate is realistic and achievable.

of the entire process, it will be the focal
document in any protest or complaint
that may arise. It may, therefore, be-
come crucial evidence in a court of law.

On the next page is an outline of the
typical contents of a tender report. It is
taken from the Sigma/Phare Manual on
Public Procurement, and is based on
World Bank requirements.



Training for
Finance

Managers

26
“These are the drawings referred to
in Contract Number .................be-
tween (The Procuring Entity) and
(The Contractor) and
dated................

In this case, each drawing would be so
marked and initialed by both parties.

17. Notice to proceed

In most contracts, the
effective date for the
commencement of the
contract obligations is
the date the contract was
signed. However, in
some types of contract,
there may be other
conditions which will
trigger the effective date

for commencement. For example, in a
public works contract, the project will
only start when the site has been
officially handed over to the contractor
by the procuring entity, and which may
be after the date the contract was
signed. In this case, it is good practice
to record this event, usually by what is
described as a “Notice to Proceed.”
The notice to proceed should be in
letter form, and be directed from the
procuring entity (via the project man-
ager) to the contractor, advising that
the construction site will be made
available on a specified date and that
date will be recorded as the effective
date for the commencement of the
construction works. This is extremely
important in contracts where there is a
date specified for completion and
penalties for non-completion.

A similar situation may occur in
contracts for goods or services which
may have a time limit (one year, for
example) but the period of service
does not commence until the first
order is placed.

16. Contract award procedures

During this stage,
the procuring
entity should
complete any pre-
contract negotia-
tions and prepare
the form of agree-
ment for signature.

This is also the time when all condi-
tions precedent to the signing of the
agreement must be completed (perfor-
mance securities, insurance, etc.) Once
all this is in place, the agreement may
be signed.

Typically, at this time, the tender may
still be canceled if the tenderer fails to
put in place the performance security, or
fails to return the signed agreement.
Note that this procedure must be
achieved within the tender validity
period which is typically 30 days from
the date of the submission of tenders.
That period should only be extended if
there are valid reasons for doing so, and
the procuring entity and the tenderer
should make every effort to complete the
process within the time. A standard form
of agreement should have been included
with the complete tender package.

For simple contracts, it is usually
necessary only to send the proposed
contractor two copies of the form of
agreement for signature. The contractor
should sign both copies and return
them to the procuring entity for signa-
ture by the responsible person. After
that has been completed, one com-
pleted copy of the agreement should be
returned to the contractor.

For large and important contracts, it
customary to hold a formal contract
signing where all the parties to the
contract will be present and complete
the signing formalities.

A complete and original set of the
contract documents should be signed
by both parties to the contract and held
in a lockfast facility. It is good practice
to mark each of the contract docu-
ments as appropriate. For example, in a
public works contract, the contract
drawings would be marked:
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Contract Adm
inistration

Phase Three—Contract
administration

This is the final phase in
the procurement cycle.
The prime objective is to
ensure that the require-
ments of the contract are
completed within the stipu-
lated parameters of quality,
cost, and time.
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Acquisition

1. Organization

The conditions of contract establish
the legal framework for the man-
agement of the contract, and the

other contract documents
set out the requirements

for performance in terms of cost, quality,
and time. The procuring entity must
appoint an administrative team to
manage the project. The size and com-
plexity of the project will determine the
composition of the management team.
Simple contracts may need intermittent
management, whereas, complex con-
tracts (large public works contracts, for
example) will require a full time team of
specialists to manage the contract. In any
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2. Management team

The graphic at the bottom of the page
represents a typical organization chart
for a project management team.

Each of the disciplines shown in the
graphic will have input during the
implementation phase of the procure-
ment. The actual level of effort will be
determined by the nature and size of
the project. However, it is important
that within each specialist group, an
individual is designated to be respon-
sible for responding to any requests
from the manager for assistance. In
the case of large projects, an entire
team will be necessary. The team may
be located at the project site.

In most cases, the contractor’s project
management team will mirror the
procuring entity’s management team.

Note:  the project managers are the key
players throughout the project. All
communications to and from each
side of the contract must be through
the project managers only.

procurement, however, it is imperative
that a management team is established,
and that the members of that team are
qualified professionals in their specific
disciplines. In addition, a team leader, or
project manager, always must be ap-
pointed to be in charge of the project.
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3. Project files and records

(document control)

A complete set of records of the project
must be maintained

and updated
during the
contract term.
These records
fall into several
categories as
follows:

Contract documents

The original set of signed contract
documents must be retained in a
lockfast cabinet or safe. Verified copies
of parts or all of the contract documents
will be required as working copies by
the project manager and, as necessary,
by his specialist support staff.

Progress records

These will document the contractor’s
proposed schedule for completion of
the project and will be represented by
an approved contractual statement of
key dates leading to completion. This
may take various forms depending
upon the nature of the project. For
example, a simple goods contract may
only have dates for dispatch, delivery,
inspection, and acceptance. A complex
public works contract, on the other
hand, will require a detailed schedule
either in bar chart or critical path
format. Irrespective of the complexity
of the scheduling method, the project
manager must establish a system for
recording and monitoring progress.
This is a critical elemental in maintain-
ing factual records of the contractor’s
performance, which in turn, may be
used in assessing awards or penalties.

Meeting minutes

The project manager must hold regu-
larly scheduled progress meetings, and
accurate written records (minutes) of
these meetings must be kept. Copies
must be distributed to all those present
at the meeting, and any other person
who has a significant interest in the
project. The frequency of progress
meetings will vary with the size of the

project; but, typically, they should be
held at least every two weeks through-
out the term of the contract.

Financial records

A complete record of the financial
progress of the project also must be
maintained by the project manager.
This is in addition to the records
maintained by the Accounting De-
partment of payments made to the
contractor or vendor. The financial
record will track on a regular basis
the actual status of the contract,
taking into account: the original
contract amount; any changes that
have been authorized; payments
certified to date; the amount of any
retainage being withheld; the status
of any contingency amounts that may
have been established; and a forecast
of any known future changes that
may have an impact on the contract.

Reporting procedures

Reporting procedures fall into two
categories as follows:

• reports from the contractor or
vendor to the procuring entity

• reports within the procuring entity

Contractor/vendor reports

Contractors/vendors should be re-
quired to submit regular progress
reports to the project manager as a
matter of contractual responsibility.
The reports will vary with the size and
nature of the project. It is good prac-
tice, in any case, to make them a
condition of payment, particularly
when interim progress payments are
being made.

Procuring entity reporting

Senior management in the procuring
entity should receive briefing reports
from project managers at least
monthly. These reports must provide
details of performance with regard to
schedule, finance, and quality. They
should contain sufficient information
to keep management apprised of any
potential contractual deviations.

t
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4. Payments and retainage

Payments must be made
in accordance with the
terms set out in the
contract. A procedure
must be established
between the project
manager and the Ac-

counting Department to ensure that,
once a requisition has been approved,
payment will be made promptly and
fully. It is very good practice to ensure
that payment is processed to contrac-
tors and vendors within 30 days of
receipt of an approved invoice.

Late payments are not in the best
interest of either the Procuring Entity
or the contractor. A procuring entity
that has a reputation for late payment,
will eventually find that contractors
and vendors will be unwilling to enter
into contracts with them, thus reducing
the competitiveness of future bidding.
Contractors and vendors that become
the subject of late payment will be-
come aggressive, uncooperative, and
more likely to make claims throughout
the contract life. In other cases, late
payments have caused contractors to
fail in business, resulting in termina-
tion of the contract, and the resultant
effort of re-procurement.

5. Quality control / assurance

It is essential to establish a
program to ensure that the
desired quality, as stated in
the Specifications, is met by
the contractor / vendor.
This can be achieved by
approaching quality control
in two directions:

1. By ensuring that the technical
specifications include quality control
requirements to be fulfilled by the
contractor. For example, in a goods
supply contract, there should be
requirements for the supplier to have
certain tests or inspections carried
out prior to shipping the goods. The
supplier also should be required to
submit test certificates from specified
inspection firms, validating the tests
were completed satisfactorily.
Technical specifications in public

works contracts will always include
the national standards for materials
and workmanship that must be met;
but, they should also include specific
requirements for the contractors with
regard to quality control. This may
include designating staff with a
specific responsibility for quality
control.

2. The second direction is by estab-
lishing a quality control organiza-
tion within the procuring entity.
The size of this group will clearly
depend upon the size of the procur-
ing entity or the project, but it is a
cost that should be included in the
project budget. In the case of more
complex public works contracts, the
procuring entity may hire indepen-
dent inspecting agencies to provide
quality control services. These
would typically include such things
as laboratory testing of concrete to
ensure that the required strengths
were being attained. They might
include field inspection of all
construction activities to ensure that
they are being performed in the
desired manner (either in accor-
dance with local building codes or
the technical specifications).

6. Performance evaluation and
remedies

Closely linked to
quality control proce-
dures is the evaluation
of performance by the
contractor / vendor.

The quality control
team, in whatever form
it takes, must provide
the designated project

manager with regular reports on the
performance of the contractor / vendor.
In the event this is not in accordance
with the contract requirements, the
procuring entity has several remedies
to enforce contractual performance:

1. Reject the goods, services, or
works, and insist on contract
performance. Payment should be
withheld until everything is satis-
factory.
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make the initial determination on its
acceptability. At that point, the con-
tractor should be invited to submit a
proposal to carry out the necessary
work, with a statement of its impact
on the cost and schedule of the
contract. Thereafter, the project
manager should, along with the
contractor, negotiate the change in
cost and schedule that resulted from
the change in scope. The contract
should then be adjusted accordingly.

8. Submittals

Throughout most contracts, and
particularly in public works contracts,
the contractor will be required to make
submittals to the project manager for
discussion and approval. These will
range from samples of materials being
proposed for inclusion in the works, to
change proposals relating to changes in
the scope of the work as discussed in
the last section. It is extremely impor-
tant that there is a procedure estab-
lished so that these submittals are
processed in a timely manner, so that
the contractor will have no reason to
claim that the progress of the project
was delayed because of slow process-
ing of these submittals. This approval
procedure can be more complex than it
might appear, since it frequently
involves input from a number of
different individuals (e.g., architects,
engineers, or administrators). The
project manager must, therefore,
establish an information flow path
which will ensure the expeditious
approval of submittals.

2. In the case of only partial non-
performance, it is possible to
withhold sufficient sums of money
to cover the cost of the specific
item in default.

3. Where the contractor / vendor does
not complete the work in accor-
dance with the contract, the
procuring entity may bring in
another contractor to correct the
deficiency and subtract the cost
from the contract amount.

4. In the ultimate case, where a
contractor / vendor refuses to meet
the contract requirements, the final
remedy is to terminate the contract,
and apply the full powers available
to the procuring entity, under the
terms of the contract. Note that the
procuring entity may have rights
under common law as well, and
legal advice should be taken in
cases of this nature.

7. Changes in scope

It must be recognized that, within any
contract, it is almost inevitable that
there will be changes in the scope of
the work. This may result from condi-
tions that could not have been fore-
seen before the contract was awarded,
or simply, a change in the require-
ments of the procuring entity. Pro-
vided this does not conflict with the
intent of the contract itself, or on a
larger scale, the provisions of the
public procurement law, then these
changes in scopes should be dealt
with fairly and equitably.

Typically, when a change occurs, the
contractor will bring it to the attention
of the project manager, who should
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9. Disputes and claims

Unfortunately, few contracts are free
from claims or other forms of dispute.
How these disputes will be settled, will
be governed by the conditions of
contract, and ultimately by the rules
set out in the public procurement law.
As a general principle, however, both
parties to a contract should make every
effort to settle disputes within a non-
judicial framework. The final resort to
the courts is typically time consuming,
expensive, and aggressive, and should
be avoided if possible. Most standard
tendering documents will include
provision for mediation by indepen-
dent adjudicators, selected by both
parties, as a means of resolution,
where a dispute has not been settled
amicably by the project manager and
the contractor. This is a less formal
procedure and should be considered
the preferable method of dispute
resolution. Failing this type of settle-
ment, the next level is arbitration.
Arbitration will typically be carried out
within the framework of the arbitration
law of the country. Note, however that
in some contract documents, reference
might be made to international arbitra-
tion procedures, such as those under
the rules of UNCITRAL or the Interna-
tional Court in the Hague. If it does not
infringe the national laws, some
consideration should be given to
including this form of international
arbitration, especially in very large
contracts which would attract many
companies from different countries to
submit tenders. International arbitra-
tion rules would add another dimen-
sion of transparency to the
procurement process.

10. Hand-over / take-over

As the contract
draws to a conclu-
sion, several impor-
tant steps must be
followed to ensure
that the contract
requirements have
been fully met. The

procuring entity must put a plan in
place to effect a smooth and contractu-
ally sound take-over of the product.
This may be a very simple procedure,
for example, receiving the final report
from a consultant or accepting the
delivery of goods in a supply contract.
Or, it may be complex, as in the case of
a major public works contract.

This is a very important stage in any
type of contract, however, and great
caution must be exercised before the
procuring entity acknowledges that this
contractual point has been reached.
The reason for this is that accepting
delivery of the product of the procure-
ment action typically triggers certain
contract provisions. The following is a
list of typical contractual issues to be
considered:

• The contractor may be released of
any further liabilities under the
contract.

• The warranty period will com-
mence.

• The contractor may be entitled to a
partial release of retainage.

• The contractor may be entitled to
final payment in the case of a
supply contract.

• Other than in the case of latent
defects, this may be the last oppor-
tunity for the procuring entity to
challenge any items not thought to
be in accordance with the require-
ments of the contract.

As a safeguard, the procuring entity
should, therefore, ask the following
questions, or perform the following
tasks, before accepting the product of
the contract:
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If, for any reason, there remain minor
items of work to be completed, it is
acceptable to retain an appropriate
amount of money to ensure that these
items will be completed.

12. Contract evaluation /
analysis

It is good practice to
prepare an analysis of

the contract at its
completion. This
will document the
positive and
negative aspects
of the contract,

and highlight the
lessons learned from it.

This post-contract evaluation must be
carefully documented and retained in
the contract records.

11. Contract close out /
settlement of accounts

This stage recognizes the final comple-
tion of the contract. It can

only take place when all
the elements of the

contract have been
met, and all
outstanding issues
settled.

Assuming that all
the contract require-

ments have been met, the final pay-
ment can be made to the contractor.
Once again, this should be done
expeditiously, and the contractor
should not be required to wait unrea-
sonably for final payment. At this time,
the performance guarantee also should
be released.

• Have the goods, works, or services
been delivered completely in
according to the requirements of
the contract?

• Has a complete list of defects been
prepared and delivered to the
contractor?

• Has the contract been completed
on schedule, and do I have any
claims against the contractor with
respect to any delay?

• Are there any outstanding claims
which have not been settled?

• Have I received all the mainte-
nance manuals that were required
under the contract?

Only after all of these questions have
been answered, and the appropriate
action taken, should the procuring
entity officially acknowledge the
completion of the contract. In con-
tracts where there is a warranty
period, the procuring entity must
retain management control to ensure
that all obligations of the warranty are
fulfilled.

Completed
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Key points

• The importance of public procure-
ment is to demonstrate openness,
efficiency, fairness and a high level
of ethical conduct in the conduct of
local government business.

• Planning for procurement consists
of the preparation of realistic
budgets, ensuring that funding is in
place, advertising the procurement
opportunity and creating the
authority for procurement.

• The acquisition phase of public
procurement involves the selection
of a procurement method, ensuring
qualified tenderers, preparing
clearly written documents, provid-
ing a timetable for the preparation
of tenders, using published criteria
to evaluate tenders and promptly
notifying tenderers of the decision
reached.

• During contract administration the
management team is assigned,
accurate records are maintained, a
process is developed for settling
disputes, arrangements are made
for ensuring prompt payment,
close-out is handled expeditiously
and a post-contract evaluation is
carried out.
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Glossary

PROCUREMENT The process in which one party, usually called “the principal”
or “the owner,” seeks to acquire services, goods, or public
works by competitive tendering with the intent of entering into
a contract with the successful bidder.


