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Introduction
The first law related to public procurement introduced in 

1958/59 [1] in Nepal. It addresses the issues such as transparency, 
competitiveness and accountability and financial administration. It 
is related to rules and regulation which influences according to time 
occasion. The financial administration rules 1985/86, 1995/96 and 
1999, Public Procurement Act 2063 (PPA) were established in 2007 [2].

Globally, public procurement is a key function and, moreover, it 
is performed by the government. It directly influences Government 
performances [3]. The performance of procurement is trustable and 
reputable duty of ensuring efficient delivery of goods and services 
to the public sectors [4]. The procurement of goods and services by 
government and local authorities involves various processes [5]. The 
public procurement process is different from one country to another 
because it is governed by procurement laws and regulations. Public 
procurement may involve in the case of significant amount of demand 
for goods, services and effective delivery [4]. The government’s 
responsibility to ensure and promote sustainable development with 
economy and standards of living by utilizing available resources in the 
most efficient, transparent and ethical manner [6]. The main objective 
of the public procurement is to minimize cost through maximum 
competition, transparency, protecting public fund and also reducing 
and eliminating corruption [7]. However, the implementation and 
results are mostly affected by the laws governing procurement and also 
by the socio-political environment, fundamental economic condition 
and the technological environment of respective countries [8] and most 
of the studies of public procurement showed, the poor implementation 
of government projects and service delivery [9].

Nepal, a South Asian country, which lies between India and China. 
The Gross Domestic Product per capita in the United States was 
18624.48 USD Billion, India was 2263.79 USD Billion and in Nepal was 
21,132 USD million in 2016 [10]. About 60% of allocated budget of the 
government of Nepal has been spending in procurement [11]. Nepal’s 
annul budget (for FY 2013/14) was $5.17 billion, among this 46.7% 
is allocated development expenditure and 53.3% regular expenditure 
[10]. Only 69.6% of the budget is expected to be met through its own 
Revenue. But the government is able to make expenditure of less than 

80% of the allocated budget. The economic growth rate of Nepal is less 
than 5%, with major challenges like high inflation 9.9% [12], foreign 
depending production system, limited labor market, low physical 
infrastructure, low institutional capacity and poor governance. This 
study was conducted during the period of February to April, 2018.

Procurement in Nepal

Procurement, in general, is an act of obtaining or buying goods and 
services that includes preparation and processing of a demand as well as 
the end receipt and approval of payment. Procurement is a purchasing 
process used to secure services, goods and work from external sources, 
where external refers organization, company, institution, charity or 
own person [13]. Large public and corporate organizations participate 
to promote choice and greater competition with procurement and 
purchases program [14]. Matthew defines procurement as purchasing 
of goods, works and service from the supplier and contractor that 
provide the optimum combination of whole life costs and benefits 
to meet the customer’s requirement. According to procurement law, 
procurement execute; planning of goods, services and works, prepare 
cost estimate and procurement plan, select procurement method as per 
condition of work and budget and invite bidders.

The traditional procurement process is slowly being replaced by 
E-Procurement. It is web-based buyer and seller who purchase and 
sell goods, services and works. They collect all necessary data from 
each other and analyze them. Also, National Electronic-Government 
Procurement (E-GP) is a web-based procurement portal covering 
various activities of public procurement life cycle including registration 
of bidders, procurement planning, e-tendering, on-line evaluation, 
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contract award and management etc. These processes used as solution 
for indirect purchases, tendering and other different task related to 
procurement [2].

According to PPA (section 64), the authorized body of procurement 
process (planning to implementation and handover) in Nepal is Public 
Procurement Monitoring Office (PPMO). It was established under 
the Office of the Prime Minister and Council of Ministers (OPMCM) 
in August 20, 2007. The Government of Nepal (GON) decided about 
PPMO operation. Accordingly, PPA function and duties of PPMO are 
to:

•	 Generate required recommendations to the GON to reform 
policies/laws related to procurement and published technical 
guidelines and its manuals,

•	 Prepare standard bidding documents, prequalification 
document, and contract document and help to    conduct 
procurement proceeding,

•	 Create procurement websites and conduct the procurement 
training programs,

•	 Submit the annual report of the procurement proceedings to 
the GON,

•	 Monitor the public procurement activities and give the 
directions to the public sectors,

•	 Design simple and easy way to procurement processes and

•	 Establish a central data bank and maintain record of 
procurement contract implementation performances.

Public procurement was a challenge for PPMO to guide all the 
public entities into standard procedures of procurement giving various 
conflicts and interests in the beginning. But PPMO has covered all 
reasonable value and credit of having a single legislative instrument 
in the country for last five years. It has started regular programming 
in 2010 to provide the successful program delivery prepared by Nepal 
Public Procurement Strategic Framework (NPPSF) Phase I which was 
applied from 2010 and it provides reasonable achievements. In 2013, 
second programming cycle NPPSF Phase II was established.

The Phase II programming process updated from previous phase 
as it was prepared after learning lessons from the NPPSF phase I. All 
required documents are prepared under the guidelines of PPMO with 
the support of World Bank during formulations of phase II. Numbers 
of workshops were held to define priority issues, problems and 
guidance for effective delivery of the program. It provides a guideline 
to handle variety of enterprises and seek resources and finance during 
its program implementations [2].

Public procurement affects large share of government budget and 
people’s lives. So, it is the main concern of government to obtain and 
raise the efficiency, transparency and effectiveness. As large volume 
of annual budget used for procurement process, it plays vital role in 
economic growth [15]. Hence, improvement in Public Procurement 
can expand financial governance in the country [16].

Principles of procurement 

Raymond and Adhikari [1,17] defined five key principles related 
to procurement. These are: value of money, ethics, competition, 
transparency and accountability.

Value of money: The most important and valuable principle of 

procurement is value of money [17], her Majesty’s treasury in the UK 
defined as “the optimum combination of whole-life costs and quality 
or fitness for purpose to meet the user requirement” [18]. Quality 
standards are maintained by evaluating cost and benefits of whole life 
basis including a judgment of risk to all stakeholders. In construction 
sector, value for money is very important factor but difficult to maintain 
specially in public sector due to lack of universal methodology to follow 
[19]. 

The minimum value of cost should not be taken in value of 
money [20]. But in some countries lowest quoted price is prioritized 
than other criteria (for example, technical capabilities, experience 
and past performance records, qualifications of key personnel) in 
awarding contracts to respective suppliers [21]. The main barriers 
which lead to hamper the value for money are weak governing bodies, 
traditions, improper plans, politics, and lack of awareness and training 
programmers [22].

Ethics: According to Raymond [17] ethics is another important 
principle of procurement after value of money. It is a systematic 
manner to construct sense of all individual and social moral experience 
with all human conduct rules [23].

Purchasing professional requires higher standards of ethical conduct 
with professional awareness than other professions [24], A research has 
shown that out of 500,000 professional purchasing people in America 
only 10 percent have been members of a professional Supply Chain 
Management Association while the rest are not even aware that there 
are ethical and legal standards involved in procurement. Procurement 
related corruption is the major problem in developing countries [17]. 
The writer also suggests that the main cause of corruption in these 
countries is due to poverty. Also, there is a weak enforcement of the 
law in these countries. Thus, some measures are needed to control the 
corruptions. 

Competition: Competition in procurement is a most essential 
part to maintain the quality, cost and time. Raymond [17] defined that 
competitive tendering is a critically secured in case of purchasing goods 
as well as services. The author recommended that in this competitive 
process there is trustworthiness of all the bidders, prices are compared 
between the bidders and finally most competitive and suitable bidder 
is awarded with the tender. The tender notice is the most important 
source of information for all suppliers and bidders [25]. According to 
Erridge et al. [25] wrong data and lack of complete information in the 
tender notice create misunderstanding and increase cost. So, qualitative 
information in notice is most essential part of tender. It is believed that 
competitive tendering helps to avoid fraud and unfavorable condition 
of competition and reduce prices and increase quality. The procurement 
rules help in creating competition in markets and improve quality [17].

Transparency: The function of transparency is a significant part 
of procurement and it shows openness [17]. The transparency helps to 
ensure accountability and reduce corruption and gives importance to 
Organizations for Economic Cooperation and Development (OECD) 
and raise the objectives of government as core governance value [26]. 
Government procurement is an area where corruption is uncontrolled 
in most developing counties [17]. According to Smith [26] transparency 
requires governments to stick higher standards of performance and 
ensuring that performance to be open to survey. The transparency 
of the procedure used in awarding contracts and agreement to 
the supplier is challenging due to interference created by officials 
and political parties [27]. Construction procurement also requires 
transparency in the public and private sector to provide a commitment 
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for both domestic and foreign investors where contract will be awarded 
in an honest and fair manner [17]. In other sectors, due to lack of 
transparency regarding rules and practices can create a barrier to trade 
and affect foreign suppliers than locals [18]. Transparency system helps 
to reduce the cost and get goods and services in a cheaper price [17]. 
Transparency promotes trust and confidence between stakeholders and 
judge the quality of government actions and decisions [26]. Nowadays, 
transparency is an increasing demand worldwide and corruption is 
very strongly controlled in awarding government contracts [28]. Hence 
the transparency in procurement helps in corruption control [27].

Accountability: In both national and international levels, 
accountability is important for government procurement [17]. It states 
that at the national level public sector, managers should deal more 
competitive environment. The complex competitive environment 
associated with risk may elevate accountability problems [29]. The 
main reason of accountability problem is due to unclear roles and 
responsibilities of the participants in the process of procurement [17]. 
The concept of accountability should apply both in public and private 
sectors to provide better services [29,30]. Procurement also includes 
other different issues such as “culture, leadership, management, and 
economy, environment, ethics and politics” [31].

E-procurement

E-procurement has a specific feature which is carried out by 
internet [32]. Davila et al. [33] defines e-procurement technologies as 
the facilitation in the acquisition of service, goods, and works over the 
internet. A successful company requires good internet facility and its 
management to hold the competitive supply chain. The major aim of 
E-procurement is to run the procurement process smoothly to have an 
efficient supply chain [33]. The procurement is a significant activity in 
all types of organization [34]. It is one of the largest expenses items in 
a company’s cost structure and it can influence overall performance 
of that company. And procurement manager tries to decrease the 
procurement cost by using e-procurement [35]. E-procurement has 
different classification with different application [36]. According to De 
Boer et al. [37] e-procurement has six forms; E-MRO, Web-based ERP, 
E-sourcing, E-tendering, E-reverse auctioning and E-informing. 

In the context of Nepal, World Bank’s new procurement Framework 
was approved by WB Board on July 21, 2015 to modernize the 
procurement policy and maximize the strategic role of procurement in 
attaining key development goals making it is mandatory for all lending 
operations after July 1, 2016 [36]. The new Framework emphasizes 

flexibility, quality and greater value for public expenses.

While empowering modification to country contexts. PPMO 
Phase II (2013-2016) adopted a strategic policy for implementation 
of national e-GP system. The national e-GP modules are primarily 
interactive module of public entity, bidder and banker and secondary 
is, public procurement management information system (PPMIS) user, 
PPMO and oversight module [2,38]. PPMO is provided with authority 
to operate single national e-GP portal to carry out the procurement 
process in 2011.The development of e-GP Phase II completed in 
December 2015 and it was rolled out from 1 January 2017 to all the 
public entities across the country including all local level agencies 
fulfilling all rules of procurement from planning to implementation 
[39].

To make the e-GP System secure, strong and powerful, independent 
security assessment has already been carried out by Office of the Auditor 
General, Department of Information Technology, e-GP international 
expert and the system developer. To build the confidence and increase 
connection with the system, 54 training sessions and trained around 
1600 personnel from public entities, bidding community and banks 
have been involved in the system. All necessary infrastructures require 
for e-GP have been set up with all services needed. The functions 
of e-GP System are: Registration of Stakeholders; Public entity 
registration, bidder registration, bank registration and report users for 
oversight agencies [39].

Process of procurement

Procurement is the process of implementing planning and hiring 
the contractor, supplier, consultant or service provider for concerned 
job. Public procurement act (PPA) and regulation (PPR) in 2007 was 
published to make the procurement system transparent, competitive, 
fair, accountable and reliable in public procurement process providing 
equal opportunity to the bidder without any discrimination [15]. 
After the establishment of procurement unit; PPMO instructed all the 
public entities for effective public procurement. The district treasury 
control offices have been taking all authority of PPMO to monitor and 
establishment of procurement units (Figure 1).

Selection of procurement method and contract: Public 
procurement process is different according to the nature of works, 
goods and services; it includes in general the followings:

•	 Procurement of goods, works and services:

Figure 1: Shows the basic procurement process.
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Sealed Quotation, Direct purchase, User committee or beneficiary 
groups and Force account

•	 Procurement of consultancy services:

Competitive proposal and through negotiation.

Provision related to tender: Single stage and two- stage bidding 
system as per PPA (sub-section 28.1) [2]; inviting open and close 
bid by determining pre-qualification and without determining pre-
qualification.

The stages of bid examination and evaluation are:

Stage 1: Examination of legal requirement:

•	 Analysis of certificate related to firm, origination or company 
registration,

•	 Analysis of business registration certificate; with license as per 
construction business Act 2055 (1999),

•	 Analysis of value added tax (VAT) and permanent account 
number (PAN) registration certificate,

•	 Analysis of Tax clearance certificate,

•	 Declaration by bidder; the bidder is qualified to take part in the 
procurement, no conflict of interest and has not been punished 
for any offenses and

•	 Any other requirement if needed.

Stage 2: Examination of completeness of bids:

•	 Detailed examination of first stage document based on place, 
date, period, type and amount,

•	 Authorized Power of Attorney,

•	 Joint venture agreement in case of JV,

•	 Eligibility of the bidder,

•	 Qualification of the bidder,

•	 Valid rate analysis and

•	 Additional documents as per bid document.

To control the corruption and unscrupulous competition, the cartel 
system should be controlled in public procurement process [40]. To 
make more competitive and transparent, political involvement should 
be controlled, e media participation, should be increased, information 
system should be improved, and lack listed bidder should be controlled.

Stage 3: Evaluation of technical aspects:

The evaluation committee analyses the following aspects:

•	 Scope of job (supply of goods, works and services),

•	 Technical specification of key items of goods, works, services 
and performance characteristics and

•	 Duration of valid warranty period.

Stages 4: Evaluation of commercial aspects; as per sub rule 63.1 
[2] of PPR:

•	 Period of supply or completion of goods services and works,

•	 Terms of payment,

•	 Payment based on liquidated damages for the failure of work 

or delay of work and bonus receivable for the early completion 
of the work,

•	 Guarantee obligation of the bidder,

•	 Obligation of performance by the bidder and

•	 Other terms as mentioned in bid document.

Stage 5: Evaluation of financial aspects:

•	 The domestic goods and local construction entrepreneur are to 
be adjusted if the preferences for them are to be given in these 
stages.

Stages 6: Special evaluation of bids for construction works:

As per (sub rule 65.1 of PPR), Following works are evaluated:

•	 Plan of construction work, performance schedule, and 
mobilization time,

•	 Examination of reliability of per unit rate quoted in bill of 
quantities, and

•	 In lower convincing price, extra performance cost is considered 
for the validity of quoted price.  

Stage 7: Determination of lowest evaluated bid

•	 PPMO has clearly guided that the bidder cannot be awarded 
with contract only on the basis of low bid. Lowest bidder (very 
low bidder) can be accepted only after satisfactory clarification 
given but he has to provide additional 8 percent performance 
security [41].

Stage 8: Post-qualification examination

•	 The lowest evaluation bid is examined depending upon the bid 
document and it should meet all the qualification mentioned.

Stage 9: Preparation and submission of bid evaluation report

•	 This is a final stage of tender evaluation. In this stage the 
committee prepares detailed Bid Evaluation Report (BER) 
which is finally submitted to the concerned public entity.

Contract management: The contract management includes 
various aspects from the very beginning of the project to its end. Work 
schedule update, progress report generation, submission/acceptance of 
bidder, defining payment milestones for goods, running bill payment 
processing, variation order, work completion certificate, final payment 
and dispute handling are the scope of contract management. PPMO 
has been monitoring all this activities since its establishment. PPMO 
has the following features for the management of all the projects:

Bank verification: The verification of Bid document purchase fee, 
Bid Security and Performance Security are done through Banking 
Interface with PPMO.

•	 Bank has been supporting PPMO to handle security Extension, 
release.

Public procurement management information system (PPMIS): 
Compliance monitoring through key procurement performance 
indicators 

•	 Manage (Management Information system) MIS reports.

System and security administration: Provision of Bid Encryption/ 
Bid Decryption, and 
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•	 Provision of SSL Certificate/One Time Password (OTP).

Application usability and help: E-mail notification for key 
transactions. 

•	 Dashboard for all users. 

•	 E-Government Procurement Directives, and 

•	 Manuals for all users.

Advantages of e-procurement

The implementation of E-Procurement is an effort to improve 
the procurement goals with better quality, time management, cost 
reduction, financial and technical risks minimization and maximization 
of competition [42]. The conversion from paper-based to e-purchasing 
can reduce overall time and cost, saving administrative cost as well 
[43]. For the coming days electronic system offers all the advantages 
of e-procurement and every industry accepts it. The reduction of 
paperwork, less errors, easy recording, original information, and easy 
inventory management with quicker delivery times with advance 
technology is beneficial to every user for successful implementation 
of the project. The proper use of internet-based technology is more 
beneficial and provides a competitive advantage [44]. It also helps 
firms quickly procure in lowest price, increase global market, fast 
communication, reduce geographical barriers, and maintain sound 
relationship between clients and bidders [45]. And According to Min 
[46], key E-Procurement benefits are: 

•	 Cost savings and subsequent increase in return-on-investment,

•	 Enhancement of supply chain efficiency by providing real-time 
data regarding product availability, inventory level, shipment 
status, production requirements, 

•	 Facilitation of collaborative planning among supply chain 
partners by sharing data on demand forecasts and production 
schedules that guide supply chain activities and 

•	 Effective linkage of customer demand information. 

According to Public Procurement in Nepal [39], benefits of e-GP 
system are;

•	 Minimized collusion and intimidation, insecurity and 
improved transparency,

•	 Reduced turn-around time of procurement cycle and improved 
process efficiency,

•	 Easy access of national and international bidders in 
procurement,

•	 Procurement information (PPMIS) – easy monitoring and 
analysis and effective decision making,

•	 Improved regulatory compliance and

•	 Consolidated database of Contractors/Suppliers/Consultants 
profile helps in future to monitor bid capacity.

Procurement is a major part before starting any type of development 
work to ensure a desired level of sustainable economic growth in any 
developing countries. Effectiveness of procurement is difficult to 
determine and report during project evaluation and reporting. Process 
such as acquisition, purchasing, logistics, monitoring, quality assurance 
and contract administration are involved in e-procurement [47].

Challenges of e-procurement 

The main issues of e-procurement process are lacking due to 
unskilled resources, poor knowledge of technology, ambiguity in rules 
and criteria for implementation of bidding evaluation and lack of 
software handling by user. 

According to Davila et al. [33] there are major four risks associated 
with using E-procurement, which are: 

•	 Internal business risks:  While using E-procurement the user 
is not careful in the field of accounting, human resources, 
account payable and cost management. 

•	 External business risks: IT infrastructure needed for suppliers 
to do E-procurement.

•	 Technology risks: There are different phases of E-procurement 
so it is creating ambiguity to companies while working.

•	 Process risks: E- procurement process is completely based on 
new technology and peculiar software. So, there must be skilled 
manpower to use it. 

The main risky factors are hacking, viruses, pirating, illegal trading, 
fraud, money laundry, defamatory libel due to electronic transactions 
carried out in internet. So, they negatively impact on trust, clarity and 
transparency in tendering [48].

 According to Angeles and Nath [49] e-procurement 
implementation has some challenges as follows: 

•	 System integration and standardization issues are very poor,

•	 Weakness of supplier in his preparation and solution. There is 
immaturity in providers while using of E-Procurement services 
and 

•	 Difficult to implement new system immediately in market.

According to Adhikari [1], related problems of procurement in 
Nepal are:

Political instability, weak implementation of rules and regulation, 
weak public administration, low accountability, corruption, lack of 
proper knowledge of procurement documentation, inappropriate 
staff transferring, weak software and its handling, narrow vision, 
interference of the politicians and lack of decision making power are 
the major problems of e-procurement. For example, in six years period 
of the operation PPMO was led by six different leaders (from August 
20, 2007 to August 19, 2013) [50]. Due to weak evaluation system and 
discretionary power of the government to transfer and promote the 
staff, it has hampered in implementing the work [51]. Government 
projects are highly affected by high political interventions, insufficient 
number of staffs in government institutions, excessive expenditure 
in training and lack of knowledge in new transferred staff. Many 
unexpected problems can be prevented by experienced and skilled staff 
than a new and inexperienced one in public procurement process [50].

Before starting procurement planning, government progress 
and budget are required for identification and formulation in any 
projects. In Nepal, the yearly budget does not meet by its own revenue. 
The revenue is estimated to contribute 71.5%, foreign grants 11.6%, 
principle repayment 1.1% and foreign loan and domestic borrowing 
15.8% to the government’s total expenditure. Every year, the repayment 
of principle and interest against public debt is 10% of government’s 
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total expenditure and the foreign debt and total outstanding debt 
stands 58.6 % [52].

National planning commission is the authorized body to approve 
the progress submitted by the concerned ministry and the ministry of 
finance releases budget. A national pride project - Kaligandaki corridor 
(417 km) has faced a budget crunch [52] but in April 2018, 10 crore 
budgets is added by the government for its further progress. There is 
a record of reallocation of budget for the already completed project 
[52]. According to the report of the Office of the Auditor General 
(OAG), all budget allocated for national projects are not developed and 
spent as expected [53]. It showed that there was no proper vision and 
homework to analyze and allocate budget.

There are some cases of project failure in Nepal [Table 1]. The 
major causes of project failure are unprofessional and improper use of 
project planning and scheduling, also lack of users input incomplete 
requirement, lack of executive support, lack of technology and lack 

of resources [54]. There are many causes of project delay, among 
them some are; delays in procurement process, unclear policies and 
objectives, weak institutional capabilities, defective project design, 
delays in project approval, delay in budget release, poor monitoring 
and evaluation system and corruption [55]. Most of the projects are 
failing due to improper plan and wrong estimate also fail in implementing 
phase by human error [56]. Procurement planning is depended on cost 
estimation of project, specification of items, terms and conditions of 
bid documents, project schedule, preparation of bidding document and 
selection of the procurement method [1]. Thus, to avoid effect from public 
procurement identification and formulation of the project on the basis of 
real need, well preparation of procurement plan by skilled and experienced 
human resources. As per the provision of PPA [2], the contract having 
duration more than 12 months requires price adjustment. This project 
time is not more than 12 months to avoid the price adjustments.

As defined by PPMO, the major issues of traditional public 
procurement system in Nepal are: efficiency, transparency, competition 
and value for money, quality degradation, time and cost overrun, 
inadequate capital and poor monitoring and contract management 
[2]. A huge number of procurement of goods, services and work are 
going on indicating the pace of development in the country. There are 
inadequate experienced human resources which is leading difficulties 
in its effective implementation.

Some e-GP related difficulties are (according to PPMO staffs):

•	 Limited technical person, less knowledge of e-GP process in 
local level entities, lack of bidders to handle antiviruses and browser, 
knowledge about procurement technology and software package.

Relationship between procurement and development

Countries like Nepal where procurement process can’t upgrade as 

per defined rule due to fraud activities, unethical and unprofessional 
practices [11] Human Development Index (HDI) 0.548 and its rank is 
145, according to Human Development Report 2015 [57]. According 
to Public Expenditure and Financial Accountability [58], in any 
project, expenditure to original approved budget varies. The ability to 
implement the budgeted expenditure is a major factor in supporting 
the government’s ability to deliver public services. The ratio of actual 
expenditure to approved budget is as follows [58]:

•	 FY 2003/04=94.12%, 

•	 FY 2004/05=99.81%, and 

•	 FY 2005/06=94.44%.

In Nepal, it is estimated that 60% of government expenditure is 
allocated to public procurement, which is significant for a country 
that is covering liquidity challenges coupled with a lack of balance of 
payment support [59].

Conclusions 
Procurement process, indeed, is difficult in handling and 

implementing projects. Various negative factors like improper 
software, ambiguity in the documents, no tight rules and regulations 
in the implementation, lack of long term perspective, incomplete 
documents etc. are the reasons to create negative impacts. The 
unnecessary political interest in the procurement process is also the 
complication. These negative factors lead to delay and smooth running 
of the projects which ultimately hampers the development process of 
the nation. 

The poor practice of budget planning and its timely release during 
implementation by the concerned authority ruin the whole project. The 
planning done by procurement practitioners, who are chief actors in 
this process, are responsible to achieve the goal. However, it is lacking 
with procurement practitioners.
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