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Foreword

Public procurement represents a significant share of countries’ economies, on average
over 13% of GDP among OECD members. For many years, the OECD has assisted
governments in reforming their public procurement systems through sharing international
good practices, comparative data and conducting peer reviews at the national, sectorial
and institutional level. Focus on public procurement has expanded from initial efforts on
enhancing integrity to an overarching view of strategic public procurement as an essential
mechanism for achieving government policy objectives, building citizen trust and
fostering inclusive growth.

Central to this new direction in developing public procurement systems is an
increased focus on efficiency through sound planning, design and delivery. Reducing
administrative duplication for public officials and for private suppliers, transforming
procurement practices through innovative digital governance tools and developing data to
support policy decisions are all critical elements of advanced 21st century public
procurement systems. As a G20 country with a well-developed procurement system,
Korea’s invitation to conduct this review demonstrates a commitment to continued
improvement and innovation in public procurement reform.

This report on the Public Procurement Service (PPS) of Korea explores these issues
through an assessment of the effectiveness and efficiency of PPS systems for
e-procurement, framework agreements and support for social objectives. PPS has a wide
range of responsibility over policy and purchasing in Korea, including responsibility for
the Korean ON-line E-Procurement System (KONEPS), which processes nearly two-
thirds of all public procurement in Korea — more than USD 60 billion annually. These
responsibilities are executed in an integrated and strategic manner, driving continuous
improvements for public procurement.

In each of the areas reviewed, Korea offers good practices that can inspire reform
efforts in other countries. As a rare example of a truly comprehensive e-procurement
system, KONEPS contributes substantially to efficiency and effectiveness of public
procurement in Korea, saving an estimated USD § billion annually in administrative costs
—mostly through reduced burden on suppliers — and allowing for payment in as little as
four hours for many small and medium vendors.

Korean framework agreements serve as a model that achieves the benefits of
centralised purchasing while remaining open to encourage competition, avoiding a
common pitfall of such arrangements. In supporting social enterprises, Korea has adopted
a holistic view that goes beyond merely directing contracts to targeted groups, supporting
innovation and growth through the establishment of a wvariety of -certification
programmes. Liquidity for small and medium suppliers is also ensured through a variety
of mechanisms.
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4 FOREWORD

Building on good practices identified by the OECD and experiences from other
member countries, the peer review also highlights additional steps for improvement,
including through a more centralised look at workforce training and development issues.
Improving search functionalities and activating some features that are currently unused
are among the recommendations for the e-procurement system, as well as the expanded
collection and use of procurement data to drive policy decisions. Moving carefully to
expand framework agreements into complex services and non-standard goods is
recommended, along with appropriate training and skills development. A careful look at
the variety and effectiveness of certification programmes, to determine whether
simplification is possible, is also advised, together with the development of a central
registry of social objective programmes to facilitate purchasing decisions.

In the context of evaluating such a mature and well-functioning public procurement
system, these recommendations for improvements reflect the fact that public procurement
involves a series of balanced approaches to complex policy decisions, and that continued
development of innovative approaches can drive additional improvements to
effectiveness. Korea offers a bright example of addressing many of these issues, one that
can be pursued by others looking to achieve efficiency and value for money. It also
demonstrates the value of a strategic approach to public procurement in driving broader
government policy goals.

Through the implementation of a holistic, 21st century public procurement system,
Korea embodies the OECD mission of designing, developing and delivering better
policies for better lives.

/_—cq-\’ e
QR g—

Angel Gurria
OECD Secretary-General
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Executive summary

Representing EUR 4.3 trillion per year in OECD countries, public procurement is a
crucial pillar of strategic governance. As a substantial nexus between the public and
private sphere as well as a critical channel for services delivery to citizens, public
procurement conducted with integrity, transparency and accountability is essential to
developing public trust. With governments facing continued budgetary pressures and
demands to “do more with less,” focus has increasingly turned to public procurement
reform as a means of increasing efficiency and effectiveness for public services delivery.

In addressing these needs, countries are turning to e-procurement solutions and
central purchasing bodies (CPBs). With application throughout the procurement cycle,
information and communication technologies are replacing and transforming paper-based
procurement practices. In addition to reducing costly administrative duplication, such
tools increase efficiency to drive savings, and can yield greater transparency,
accountability and access to public procurement opportunities. Similarly, CPBs can offer
advantages in the form of savings through better bargaining power, the development of
central sources of expertise and training, and the opportunity to truly understand markets
in a way that goes beyond finding the lowest price to truly achieve better value for
citizens.

In this context, the Korean Public Procurement Service (PPS) invited the OECD to
assess the efficiency and function of its procurement system with a focus on the Korea
ON-line E-Procurement System (KONEPS), Korean Multiple Award Schedule (MAS)
framework agreements and support for social enterprises.

Key findings

KONEPS is an integrated e-procurement system which contributes substantially
to the efficiency, effectiveness and integrity of public procurement in Korea.
KONEPS addresses all phases of the procurement cycle, and transparency is provided
through the publication of public procurement information. Access for stakeholders is
assured through standardised and simplified processes, and through regular trainings and
a help desk to answer questions about the system. This simple, ready access facilitates
competition by lowering barriers to entry for suppliers and other public procurement
stakeholders. Through the adoption of standardised forms and interconnection with other
electronic systems, KONEPS generates administrative savings of approximately USD 8
billion per year, with more than 80% of these savings accruing to private sector
participants.

Modular, flexible, scalable and secure development is also evident in KONEPS,
through the addition of new functional modules in response to demands from
stakeholders. Examples include new features such as KONEPS services for private-sector
purchasers, and the implementation of a new virtual environment for enhanced security.

THE KOREAN PUBLIC PROCUREMENT SERVICE: INNOVATING FOR EFFECTIVENESS © OECD 2016
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Implementation of MAS contracting offers good practices, particularly in the
areas of standardisation, efficiency and competition. Offering MAS contracts on a
rolling timetable encourages broad participation from suppliers, while standard processes
for establishing and ordering from contracts lowers barriers for suppliers of all sizes by
clarifying expectations.

Efficiency is driven through reduction of duplication, streamlining the function of the
public procurement system. Since dedicated PPS contracting officials manage the work of
establishing the MAS contracts, officials in other public-buying entities benefit by
ordering with reduced burden and overlap, allowing them to focus their own efforts on
purchases with high priority within their organisations. Competition is encouraged by
providing an open-market environment for new vendors and by explicitly requiring
second-stage competition in the case of large purchases.

PPS implementation of secondary policy objectives goes beyond the awarding of
contracts to support liquidity and encourage growth among targeted social
enterprises. While support for secondary policy objectives includes elements to set aside
or otherwise provide a contract award advantage to social enterprises, a number of
innovative approaches are also employed.

To support liquidity, small and medium-sized enterprises (SMEs) are entitled to an
upfront payment of up to 70% of the value of a government contract. In many cases,
SME:s are also entitled to instant payment upon presentation of an accepted invoice — and
KONEPS integration facilitates this payment in as little as four working hours. A
programme is in place to offer SMEs loans of up to 80% of the value of a government
contract with no other collateral.

Additional programmes encourage growth and innovation through the awarding of
certificates that allow for preferential purchasing or direct award. Awarded by both PPS
and the Small and Medium Business Administration, these programmes include many
specific certifications that provide distinct benefits. Excellent Government Supply
Product certification, the highest offered, allows direct contracting with any public entity.

Key recommendations

In addition to these successes, the peer review also identified a number of
recommendations that can be implemented to improve the efficiency and effectiveness of
public procurement in Korea.

Across the areas of the review, additional efforts in support of professionalisation
were identified. For the procurement workforce, these include co-ordinating training
offerings and developing the procurement training certification. Development of a
network of public buyers can support communication and knowledge management, as can
the use of client management files to ensure smooth transitions. Integration of audit
findings in the training curriculum can support incorporation of lessons learned.

Recommendations for improving the e-procurement function include developing or
activating features such as improved search functionalities and an electronic auctions
function. Data collection and use is being expanded, and this should continue in order to
support the development of procurement indicators to monitor the efficiency of the public
procurement system, providing a better evidence base for policy makers.

As a specific example, the availability of whole-of-government data can be used to
support further expansion of MAS contracting, providing a better understanding of

THE KOREAN PUBLIC PROCUREMENT SERVICE: INNOVATING FOR EFFECTIVENESS © OECD 2016
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government demand. As the use of MAS expands to cover more services and non-
standard goods, appropriate workforce training and skills requirements should be
developed and implemented, including consideration of a commodity-management
approach for complex services.

For social enterprises support, better metrics to evaluate the effectiveness and
structure of certification programmes is recommended, as is the collection of a central
listing of all mandatory and recommended requirements or goals. Better pacing of
upgrades to KONEPS can lessen the training burden on small suppliers, and evaluating
tenders from large suppliers on the basis of their support for SME subcontracts could
provide an additional avenue for supporting small and medium-sized enterprises.

THE KOREAN PUBLIC PROCUREMENT SERVICE: INNOVATING FOR EFFECTIVENESS © OECD 2016
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Chapter 1

Central purchasing in Korea: The Public Procurement Service

Established in 1949 as the Provisional Office of Foreign Supply, the Public Procurement
Service (PPS) took on its current role as a central procurement agency of Korea in 1961.
PPS has a variety of responsibilities related to the purchase and management of
resources needed for public administration, all of which are undertaken with a focus on
transparent and effective delivery of services while also contributing to savings through
consolidation and centralisation as well as furthering economic development in Korea.
The present chapter provides an introduction to public procurement in Korea generally,
and a more detailed examination of the various roles undertaken by PPS. This includes
presentations of the legal authorities that govern public procurement in Korea, the
responsibilities and organisation of PPS, and detailed information regarding the scope of
public procurement activities.

THE KOREAN PUBLIC PROCUREMENT SERVICE: INNOVATING FOR EFFECTIVENESS © OECD 2016



16 - 1. CENTRAL PURCHASING IN KOREA: THE PUBLIC PROCUREMENT SERVICE

Public procurement in Korea

Legal authorities

The Act on Contracts to Which the State is a Party (“State Contract Act”) establishes
a principle under which the government engages in legal acts as a private economic
entity. Under this system, special laws relevant to government contracts are applied with
priority, as they provide exceptional provisions. Then the State Contract Act is applied.
Finally, civil law principles relating to contracts, such as the Principle of Party
Autonomy, Principle of Good Faith, and Principle of Abuse of Rights apply to matters
not addressed in the special laws or State Contract Act.

As in many country contexts, the broad scope of public procurement requires the
distribution of responsibilities among a number of relevant ministries. While the Ministry
of Strategy and Finance in Korea has primary responsibility for central procurement
(including housing PPS), the Ministry of Government Administration and Home Affairs;
Land, Infrastructure and Transport; Trade, Industry and Energy; Health and Welfare;
Employment and Labour; and the Small and Medium Business Administration all have
legal authorities related to public procurement (see Table 1.1).

These acts are then supported in implementation through the development of more
detailed enforcement decrees, enforcement ordinances and regulations. As an example, a
list of established and announced regulations from the Ministry of Strategy and Finance
that are relevant to public procurement is presented in Box 1.1.

Mandatory use of centralised processes

The public procurement system in Korea is comprised of a combination of centralised
and decentralised procurement requirements, with legal requirements contained in
different sources depending on the type of entity. Requirements for central government
entities are contained in the State Contract Act; the Local Government Contract Act
governs procurement by local government entities; and other public entities are governed
by the Act on the Management of Public Institutions.

For central government agencies, the procurement of goods, services and construction
works through PPS is mandatory when they exceed certain threshold amounts. This
includes any construction projects valued at more than USD 2.54 million' (USD 254 300
for electric or communication projects), and commodity or services procurements with a
value above USD 84 763. Central government entities are also required to purchase
through PPS for goods or services with existing centralised contracts in place, whether
they are unit price, third-party unit price or Multiple Award Schedule (MAS) framework
contracts.

Over the last two decades, increased autonomy has been provided to local
government entities to procure goods and services projects directly, through the reduction
and elimination of mandatory thresholds for use of PPS (see Table 1.2). The requirements
that local government entities, including educational institutions, use PPS for construction
works projects have also been eliminated over time, as shown in Table 1.3.
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Table 1.1. Public procurement legal authorities in Korea

Full title Responsible authority Description
Act on Contracts to Which the Ministry of Strategy and Prescribes basic rules on contracts made with central government
State is a Party (State Contract ~ Finance organisations.

Act)

Act on Contracts to Which a
Local Government is a Party
(Local Government Contract
Act)

Act on the Management of
Public Institutions
Government Procurement Act

Framework Act on the
Construction Industry

Construction Technology
Promotion Act

Electrical Construction
Business Act

Small and Medium Enterprises
Promotion Act (SMEs
Promotion Act)

Act on Facilitation of Purchase
of Small and Medium
Enterprise-Manufactured
Products and Support for
Development of Their Markets
Framework Act on Small and
Medium Enterprises

Industrial Standardisation Act

Quality Control and Safety
Management of Industrial
Products Act

Government Organisation Act

Framework Act on Low-Carbon
Green Growth

Special Act on the Preferential
Purchase of Products
Manufactured by Persons with
Severe Disabilities

Act on Support for Female-
owned Businesses

Income Tax Act

Value-added Tax Act

Social Enterprise Promotion
Act

Ministry of Government
Administration and Home
Affairs

Ministry of Strategy and
Finance

Ministry of Strategy and
Finance (PPS)

Ministry of Land,
Infrastructure and Transport

Ministry of Land,
Infrastructure and Transport
Ministry of Trade, Industry
and Energy

Small and Medium Business
Administration

Small and Medium Business
Administration

Small and Medium Business
Administration

Ministry of Trade, Industry
and Energy

Ministry of Trade, Industry
and Energy

Ministry of Government
Administration and Home
Affairs

Office for Government Policy
Coordination (Prime
Minister's Secretariat)
Ministry of Health and
Welfare

Small and Medium Business
Administration

Ministry of Strategy and
Finance

Ministry of Strategy and
Finance

Ministry of Employment and
Labour

Prescribes basic rules on contracts made with local autonomies.

Prescribes basic matters on management of public institutions.

Prescribes necessary matters related to operation and management of
procurement business.

Prescribes basic rules on survey, design, inspection, maintenance and
technology management of construction works. Also stipulates necessary
matters related to registering as a construction business, subcontracting of
construction works and others.

Prescribes matters related to the advancement of construction technology and
quality enhancement and safety management of construction works.
Prescribes basic matters related to electrical construction business and
technology management and subcontracting of electrical construction.
Prescribes matters related to strengthening the competitiveness of SMEs,
business management and others.

Prescribes matters related to promotion of purchasing goods manufactured by
SMEs, support for their market entry and others.

Prescribes basic matters related to policies to nurture SMEs, their visions and
others.

Prescribes matters related to dissemination of industrial standardisation and
others.

Prescribes matters related to quality management and safety management of
industrial products.

Prescribes matters related to establishment, structure and scope of roles and
functions of government organisation.

Prescribes matters related to creating an environment for low-carbon green
growth and utilising green technology and industry as a growth engine.

Prescribes matters related to support for preferential purchase of products
manufactured by occupational rehabilitation centres and others which hire
persons with severe disabilities.

Prescribes matters related to support for activities of female-owned
businesses and their establishment.
Prescribes matters related to individual income and taxation.

Prescribes matters related to requirement and procedure of imposing value-
added tax.

Prescribes matters related to establishment, operation and promotion of social
enterprises.

Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.
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Box1.1. Regulations and public notice for government contracts

Regulations established by the Ministry of Strategy and Finance:

e general terms and conditions of construction contracts

e construction bid instruction

e general terms and conditions of commodity purchase contracts
e commodity purchase bid instruction

e oeneral terms and conditions of technical service

e technical service bid instruction

e qualification screening criteria

e guidance to pre-qualification screening

e government bid/contract execution criteria

e estimated price preparation criteria

e guidance to joint subcontract administration

e negotiated contract signing criteria

e guidance to comprehensive contract signing

e arbitration on international contract dispute mediation committee
e bid price standards for lowest-price system

e criteria for the successful bidder through a batch bidding.

Regulations announced by the Ministry of Strategy and Finance:
e announced price decided by the Minister of Strategy and Finance for the Act on Government Contracts

e projects announced by the Minister of Strategy and Finance.

Source: Korean Ministry of Strategy and Finance

Table 1.2. Threshold amount for goods and services purchasing by local government entities'

Prior to 2004 Prior to 2006 Prior to 2008 Current
Must use PPS Above USD 42 381 Above USD 59 334 Above USD 84 763
(USD 50 000 for foreign (USD 100 000 for (USD 200 000 for foreign
procurement) foreign procurement) procurement)
May buy autonomously Less than USD 42 381 Less than USD 59 334 Less than USD 84 763 AUl EUEREIT
(USD 50 000 for foreign (USD 100 000 for (USD 200 000 for foreign
procurement) foreign procurement) procurement)

1. The values for foreign procurement in this table were originally presented in USD.

Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.
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Table 1.3. Threshold amount for construction works by local government entities

Prior to 2005 Prior to 2007 Prior to 2008 Prior to 2010 Current
Pre-qualification PQ construction PQ construction .
(PQ) construction over B over B Alternative
Must use PPS alternative tender7 LS 17. milion, USD 42.'4 millon, tender ,
construction aIternatwg tender aIternatwg tender construction,
turnkey ' construction, construction, turn turn key Fully
turnkey key autonomous
Others included in  Others included in Others included
May buy Others PQ construction PQ construction in all PQ
autonomously lessthan USD 17 less than construction
million USD 42.4 million

Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.

However, many still choose to request purchasing through PPS as a matter of policy,
to take advantage of the centralised expertise that PPS offers. Local government entities
are also still required to purchase goods and services through established PPS contracts in
the case of unit price, third-party unit price, or MAS framework contracts.

Other public entities and quasi-government agencies are required to purchase through
PPS for “competitive goods,” as defined in the SMEs Promotion Act, above certain
thresholds announced by the Minister of Strategy and Finance. This requirement applies
when purchasing competitive goods manufactured by SMEs either under open
competition, or in the case of unit price, third-party unit price, or MAS framework
contracts.

Despite the increased autonomy allowed to local government entities and other public
entities, the number of PPS user entities has increased by almost 10% since 2010, with
only 0.5% of this increase coming from new central government entities (see Table 1.4).

Table 1.4. Number of public entities registered with PPS as "user entities"

Local govt. entities Other entities
Central -
Total gout. ool cont Boards of Public Quasi- o Otglgr Local gzvt. y
entities  Local govts. o tion enterprises governmental  public owne: isc.
entities entites  enterprises

2010 42 405 5145 6713 10 837 864 1020 445 163 17218
2011 43708 5195 6772 10 994 945 1088 403 175 18136
2012 45 055 5245 6 836 11121 966 1100 425 186 19176
2013 46 773 5349 6 895 11234 992 1127 430 197 20549
2014 43 681 5430 6944 11 368 1005 1333 461 206 22934

Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.

These users include other entities that are entrusted to carry out tasks on behalf of, or
act as agents of, central government or local government entities pursuant to relevant
laws or regulations, which are approved by PPS on an individual basis. Registration for
such external entities requires appropriate documentation, such as a certified copy of
business registration for private schools, certificates of incorporation and articles of
association for social welfare entities, or a copy of the entrustment contract, for other
entities entrusted to carry out business on behalf of government.
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Size of public procurement

Statistics on overall public procurement in Korea are reported annually by the Small
and Medium Business Administration (SMBA). SMBA carries out this data collection
and reporting as part of its legal mandate to report on the progress achieved in using
public procurement to support social objectives, such as the promotion of small and
medium-sized enterprises.

Data for total public procurement volume includes the procurement of goods, services
and public works by 516 entities that include central government, local government
entities, boards of education, public enterprises, quasi-governmental entities, state-
subsidised entities, local-government owned enterprises and public entities established by
special laws. Procurement by the military of personal consumables, commercial goods
and services is included, but other elements of defence procurement (for example, the
development and purchase of weaponry) are not included. Procurement by the legislative
and judicial branches is also excluded.

Total procurement volume peaked in 2009 as a result of stimulus spending measures
in response to the economic crisis, and then declined as this spending decreased during
2010 and 2011. Since then, total procurement volume has again been rising
incrementally, as demonstrated in Figure 1.1.

Figure 1.1. Total procurement volume in Korea

In USD billions
140
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100
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40
20
0 l . . .
2008 2009 2010 2011 2012 2013

Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.
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PPS functions

Overview

The mission of PPS is “to provide the best value service to its clients, save national
budget spending and contribute to economic development by procuring and managing
resources for public administration.” This mission is carried out through a variety of
independent and interrelated functions (see Box 1.2). As with calculations for overall
procurement volume, procurement of design or purchase of weapons systems and other
defence procurement is excluded, but the purchase of some commodities and services in
support of soldiers is included.

Box 1.2. PPS functions

e Procurement of goods and services

— Domestic procurement: Goods, services and leases produced or supplied
domestically

— Foreign procurement: Goods and services produced or supplied from overseas in
accordance with international standard practices

e Construction works and services
e Operation and management of the Korea ON-line E-Procurement System (KONEPS)
e  Operation of stockpiling business

— Stockpiles and releases major raw materials including aluminium to ensure price
stability and to support SMEs

e Management of government goods and property
— Establish policies to manage government-owned goods and supervision

— Inspection of the management of government property

To support these functions, PPS also undertakes a number of procurement business
processes. For goods and services, and the stockpiling function, this includes logistics
management and supply processes. For construction works, PPS offers a broad range of
business services throughout the process, including total project cost review, tailored
development, and project management services following contract award. Additionally,
other business projects, related or allowed by relevant law, are undertaken as appropriate.

To support this work, PPS is divided into a number of central divisions, bureaus and
offices, as well as 11 regional offices and 2 overseas offices (see Figure 1.2). The total
staff is 970, with 442 (45.5%) located at headquarters.
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Figure 1.2. PPS organisational chart

Administrator

Audit and Inspection l7—| General Service Division |

Director General for Planning & Coordination |7—| e-Procurement Service Bureau

= Planning and Budgeting Officer = Information Planning Divisi

= Regulation Reform & Legal Affairs Officer = Information Manag Di

- Creative Administration Officer ® Goods Manag Divisk

= Procurement Accounting Team - Government Property Planning & Research Division
- Property Manag Division
- Proc Supplier Reg Team

International Goods Bureau |7—| Procurement Service Bureau

= Commodity Management Division = Proc Manag Divish

- Commdity Stockpile Division - Materials & Equipment Division

= Posaign Procurement Diviston - Shopping Mail Planning Divisi

-1 tional Cooperation Divisi = Shopping Mail Unit Price Contract Team

= Shopping Mail Procurement Team

New Technologies & Services Bureau |74| Construction Works Bureau
= Technology & Service Proct Manag Divi St P—— Manag Division
= Information Technology Contract Division = Civil Engi g Contact Divisi
= Excellent Products Proc Division = Building & Facilities Contract Division
= Service Contract Division = Construction Planning Division
-G tion Service Divisi = Budget Project Management Division

- Construction Supervision Team

Procurement Quality Management Office Ii— I Public Procurement Training Institute

= Quality Nanagement Coordination Division = Education Management Division
- Quality Inspection Division

= On-site Inspection Team

= Laboratory and Customer Services Team

Regional Off Seoul - Busan - Incheon - Daegu - Gwangju - Daejeon -
L Gangwon - Chungbuk - Jeonbuk - Gyeongnam - Jeju
2 Overseas Offices London - Beijing

Source: Korean Public Procurement Service, www.pps.go.kr/eng/jsp/about/organization.eng (accessed
16 October 2015).
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PPS roles and functions are wider than other central purchasing bodies (CPBs) in
OECD. Almost all OECD member countries having a CPB (90%) have a CPB at the
central level; while more than half (52%) also have distinct CPBs at the regional level.
Additionally, in some OECD member countries CPBs are state-owned enterprises (15%),
as in Finland, France and Italy. The majority of CPBs in OECD member countries (81%)
either operate under a line ministry or function as a government agency.

In most OECD member countries, CPBs undertake the role of acting as a contracting
authority aggregating demand and purchasing (85%), and as manager of the system for
awarding framework agreements or other consolidated instruments, from which
contracting authorities then order (73%). In contrast, in a few OECD member countries
CPBs co-ordinate training for public officials in charge of public procurement (38%) and
establish policies for contracting authorities (31%). CPBs in Greece, Ireland, Switzerland,
the United Kingdom and the United States exercise all the above-mentioned functions
whereas CPBs in nine OECD member countries (35%) have a single role, e.g. in Estonia,
Luxembourg, and Poland (see Table 1.5).

Table 1.5. The role of the central purchasing body in selected OECD member countries and
non-member economies

CPBs actas a CPBs act as manager of the national CPBs co-ordinate CPBs establish policies
contracting authority  system awarding framework agreements training for public for contracting
aggregating demand  or other consolidated instruments, from officials in charge of authorities

and purchasing which contracting authorities then order public procurement

Australia °
Austria °
Belgium

Canada °
Chile

Denmark
Estonia

Finland

France
Germany
Greece
Hungary

Ireland

Italy

Korea
Luxembourg
New Zealand
Norway

Poland

Portugal

Slovak Republic
Slovenia

Spain
Switzerland
United Kingdom
United States
Brazil

Colombia ° °
OECD26 22 19 10 8

Source: OECD (2015a), Government at a Glance 2015, OECD Publishing, Paris, http://dx.doi.org/10.1787/gov_glance-2015-en.
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PPS also supports its work through the operation of a special budget account, which
provides a number of advantages. Revenue in the fund is primarily generated through the
fees charged by PPS for contracts made on behalf of public organisations (see Box 1.3).
The special account is used to support PPS labour costs and other contract-related
expenses. In addition, the special account supports a revolving fund that is used to
expedite payment to suppliers on behalf of the buying entity or end user, whose payment
is then eventually returned to the special account. This process has reduced payment time
to as little as four hours following approved delivery and inspection, in some cases. This
function only applies to domestic procurement of goods and services, construction works
and foreign procurement contracts are always paid directly from the buying entity or end
user. Finally, the special account is also used to support stable supply and support for
SMEs through the stockpiling function.

Box 1.3. Fees for PPS services

The fees charged by PPS vary, depending on several factors. Both the nature of the procurement and the role that
PPS plays in the process are the primary factors. Procurement fees were last updated in November 2014 by Article 10
of the Enforcement Decree of the Government Procurement Act. The following is a general description of the fees
applied to different categories, while more detailed calculation methodology and rates are introduced on the PPS
website.

Purchase in local currency (KRW): Fees are applied at a diminishing rate according to the amount of the
contract. For contracts below USD 17 000, the fee is fixed at USD 178. For contracts between USD 17 000 and
USD 42 400, the fee is fixed at USD 450. For the amount exceeding USD 42 400, USD 84 800, USD 848 000 and
USD 8.48 million, rates of 1.07%, 0.76%, 0.48% and 0.38% apply respectively.

For orders through existing contracts, including unit price, third-party unit price or MAS framework contracts, a
flat rate of 0.54% applies regardless of the amount of the contract (however, for oil products, a 0.27% rate applies).

Purchase in foreign currency: The fees are applied at a diminishing rate similar to those for purchase in local
currency according to the amount of the contract. More specifically, 1.2% of the amount is charged as a fee for
contracts below USD 1 million and for the amounts exceeding USD 1 million, USD 5 million and USD 10 million,
rates of 0.9%, 0.7% and 0.4% apply respectively.'

Construction work contracts: Similarly for purchasing, fees are applied at a diminishing rate but they differ as
well according to procurement process. The highest fees are charged for lowest-price selection, then pre-qualification
(PQ), non-PQ, alternative and turnkey contracts. Different rates also apply between central government and bodies’
contracts as well as those from local purchasing entities: fees are lower for local entities’ contracts overall. Further,
construction work above USD 8.48 million by local entities is exempt from fees if it is funded by a government
subsidy.

Purchase of technology/service: Fees are higher for purchase of services compared to others. They are applied as
well at a diminishing rate and differ slightly for services such as planning and construction supervision and
management services.

Tailored service: Fees vary for review service, management of planning and design and construction
management. Fees are applied based on the budget for the construction work, and vary according to the degree of the
PPS’s involvement. The rate at which the fee is charged decreases as the construction budgets based on which the fee
is calculated increases.

Review of total work expenses: For review of total work expenses, PPS charges relatively low fees. More
specifically, for review of appropriateness of design, fees are charged based on the amount of the work requested to be
reviewed and, for amounts below USD 8.48 million, the rate of 0.04% fee is charged for central government bodies
and local entities. However for amounts exceeding USD 8.48 million, local entities benefit from lower fees of 0.02%
whereas central government bodies are charged the same rate of 0.04%. Furthermore, for reviews of price fluctuation,
the same rate of 0.1% is charged for both central and local government bodies. In cases where PPS is carrying out the
construction work contract, this fee is waived.

1. The values in the “Purchase in foreign currency” paragraph were originally presented in USD.

Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.
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PPS procurement statistics

Procurement of goods, services and construction works contracting through PPS
represents approximately one-third of public procurement spending in Korea (see
Table 1.6).

Table 1.6. PPS procurement as percentage of total procurement volume

In USD billions
2009 2010 2011 2012 2013
UL e 103.7 885 846 90.2 958
volume
PPS procurement 36.2 32.0 28.2 29.0 321
Percentage 34.9% 36.2% 33.3% 32.2% 33.5%

Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.

A more detailed breakdown of PPS procurement, including foreign procurement, is
provided in Table 1.7. In addition to the construction procurement conducted by PPS,
construction-related services including construction project management, cost review,
and total project cost review are provided for projects with values reflected in Table 1.8.
Details related to the PPS commodity stockpiling function are provided in Table 1.9.

Table 1.7. Annual procurement by PPS

In USD billions
2009 2010 2011 2012 2013 2014
Procurement contracting total 374 32.5 28.8 294 32.5 28.8
. Goods (indludes 45 5 123 128 159 143 15.9
Domestic leases)
procurement Services 2.5 24 24 3.1 2.6 3.2
Subtotal 16.0 14.7 15.2 19.0 16.9 19.1
Foreign procurement 12 0.5 0.6 04 04 04
Construction 20.3 17.0 12.7 12.8 1.9 9.0
Construction . Includeq n
Related services “domestic” 0.3 0.3 0.3 0.3 0.3
procurement
category
Subtotal 20.3 17.3 13.0 13.1 12.2 9.2

Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.

Table 1.8. Value of projects for which PPS provides construction-related services

In USD billions
2009 2010 2011 2012 2013 2014
Construction project management 24 2.8 2.0 2.6 2.3 1.0
Total project cost review 16.1 7.7 8.6 6.2 7.0 9.8
Cost review 19 1.3 0.7 0.9 2.0 1.7
Total 204 11.8 114 9.7 1.2 12.6

Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.
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Table 1.9. PPS commodity stockpiling operation

In USD millions
2009 2010 2011 2012 2013
Purchase 581.8 2743 307.5 477.0 539.0
Commodity
stockpiling Release 357.4 3155 558.8 362.6 401.2

Source: Public Procurement Service (2013), “2013 annual report: Public Procurement Service, the Republic
of Korea”, www.pps.go.kr/eng.

Public procurement training and knowledge management

Considering the economic importance of public procurement, it is essential that
procurement professionals have adequate knowledge and skills necessary to manage the
interface with the private sector and mitigate the potential for corruption. As public
procurement systems are used more frequently to pursue additional policy objectives,
there is increased complexity involved in balancing these objectives, and a procurement
workforce with the capacity to address these challenges is necessary. OECD work in
public procurement has demonstrated that this is an area where many countries face
challenges. In fact, adequate capability and management of the procurement function was
identified as an area for improvement by 48.4% of respondents during the monitoring of
the 2008 OECD “Recommendation of the Council on Enhancing Integrity in Public
Procurement”. In more than one-third of OECD countries, procurement is not recognised
as a specific profession. This focus on procurement workforce capacity is recognised in
the 2015 OECD “Recommendation of the Council on Public Procurement” (hereafter, the
“OECD Recommendation”). See Box 1.4 for the section on professionalisation in the
OECD Recommendation.

Box 1.4. OECD Recommendation on professionalisation

IX. RECOMMENDS that Adherents develop a procurement workforce with the capacity to continually deliver
value for money efficiently and effectively.

To this end, Adherents should:

Ensure that procurement officials meet high professional standards for knowledge, practical
implementation and integrity by providing a dedicated and regularly updated set of tools, for example, sufficient
staff in terms of numbers and skills, recognition of public procurement as a specific profession, certification and
regular trainings, integrity standards for public procurement officials and the existence of a unit or team analysing
public procurement information and monitoring the performance of the public procurement system.

Provide attractive, competitive and merit-based career options for procurement officials, through the
provision of clear means of advancement, protection from political interference in the procurement process and the
promotion of national and international good practices in career development to enhance the performance of the
procurement workforce.

Promote collaborative approaches with knowledge centres such as universities, think tanks or policy centres
to improve skills and competences of the procurement workforce. The expertise and pedagogical experience of
knowledge centres should be enlisted as a valuable means of expanding procurement knowledge and upholding a two-
way channel between theory and practice, capable of boosting application of innovation to public procurement
systems.

Source: OECD (2015b), “Recommendation of the Council on Public Procurement”, www.oecd.org/corruption/recommendation-on-
public-procurement.htm.
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Training for procurement officials and for private sector stakeholders is provided
through a number of sources in Korea. Centrally, PPS operates a training facility that
provides training for approximately 5 000 people annually. This training centre offers
residential courses of two or three days for PPS employees, employees of other central,
local and public entities, and for private sector participants. For suppliers, PPS training
usually consists of a two-day course covering public tenders generally and the use of the
KONEPS system. Costs for buying entities are around USD 120 for a three-day course
(including room and board at the training centre dormitory), while costs for a two-day
course for suppliers are approximately USD 82> The PPS training facility is also
responsible for the certification process for procurement officials. In addition to the
central training facility, 9 of the 11 regional PPS offices also offer training courses for
KONEPS users.

Training is also available from a variety of other sources. The Federation of Small
and Medium Enterprises, which is not a governmental entity, but a legal entity in the
public interest, established by Small and Medium Enterprise Cooperatives Act, offers
training for its members. This training programme is a one-day, comprehensive course in
how to participate in public tenders and how to use KONEPS. It is offered region by
region, and each region is served by one or two courses annually. Other trade
associations, such as the Construction Association of Korea, also provide training
relevant for their members. Private sector training offerings on the use of KONEPS are
also widely available, with third-party training providers basing their curricula on
KONEPS manuals published by PPS.

Recommendations on training and knowledge management

Despite these training availabilities, Korea faces some challenges in the area of
procurement workforce development. At a general level, the lack of co-ordination among
training offerings yields potential for duplication of effort. Though PPS cannot control or
manage the training offerings conducted by third parties, a better understanding of those
offerings, and a better integration of the curriculum of the PPS training centre based on
that understanding, could potentially lead to better targeting of training resources.
Additional attention to the procurement certificate programme is also warranted. Though
the certificate is offered and managed by the PPS training centre, there was no clear
indication that achieving certification yielded any particular benefits for a public
procurement official. Capturing these training offerings for online sharing or otherwise
developing online training materials or courses could also expand the number of users
who can benefit from these efforts, as well as provide an always-available resource for
refreshing knowledge as needed.

As an integrity measure, to ensure that public officials do not develop long-term
attachments to particular contacts, the Korean civil service includes a requirement that
individuals rotate through different positions every two or three years. This is a practice
that is also followed in other civil service systems (see the German example in Box 1.5),
but it can pose some challenges in the context of public procurement officials. For an
organisation like PPS, it offers a clear benefit, as individuals who transfer through
different divisions receive a broad experience with a number of different public
procurement issues, through the course of a career. For other central government entities,
where procurement is simply one function (usually located in the General Service
Division) among many, it means that individuals responsible for public procurement are
only engaged in that activity for a relatively short period of time. In such circumstances,
defining an attractive career path related to public procurement can be a challenge.
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Box 1.5. Staff rotation in the German civil service

The basis for the civil service rotation practice in Germany can be found in No. 4.2 of the Federal
Government Directive concerning the Prevention of Corruption in the Federal Administration, which reads:

“The length of staff assignments in areas especially vulnerable to corruption shall in principle be limited; as
a rule, it should not exceed a period of five years. If an assignment must be extended beyond this period, the
reasons shall be recorded for the file.”

The (formal) determination of areas especially vulnerable to corruption in that given sense has to regularly
take place according to No. 2 of that directive, and is conducted according to a risk assessment system in place
on the federal level (the states - Lédnder - maintain their own systems). According to the Directive concerning the
Prevention of Corruption, and as further explained in the recommendations for its application (No. 3 in the
brochure “Rules on Integrity”), each agency has to assess the areas of activity within the agency which are
especially vulnerable to corruption, and to apply certain measures for staff entrusted with them. The rotation
principle is one of them.

According to the Recommendation on Preventing Corruption, in areas of activity especially vulnerable to
corruption,

e after identifying special vulnerability to corruption for the first time,
e after organisational or procedural changes,

e after changes to assigned tasks, or

e after no more than five years,

e the need for conducting a risk analysis should be examined.

This analysis involves a brief examination of the effectiveness of existing safeguards for each area of activity
especially vulnerable to corruption; if the brief examination points to a need for action, a risk analysis is to be
conducted. If action is needed, then the organisation and processes and/or personnel assignments are examined to
see how they can be changed. In this case, the risk analysis will include recommendations and/or order additional
measures.

In the case of exceptions authorised by the Federal Government Directive, the most typical reasons why
members of staff posted in areas especially vulnerable to corruption had been remaining on the same post for
more than five years are (in that order):

e specialists who cannot rotate

e other members of staff with specific knowledge which cannot be replaced, having due regard to
continuity,

e members of staff who will very soon leave active service,
e members of staff who will soon change over to another position,

e members of staff for whom an appropriate other position on the same remuneration level cannot be
provided.

In such cases, the Recommendation on Preventing Corruption in the Federal Administration indicates:

“[i]f in exceptional cases rotation is not possible due to the nature of operations or to (personnel)
management considerations (e.g. lack of expert staff), then other appropriate and effective measures to prevent
corruption should be used instead (e.g. extending the application of the principle of greater scrutiny, working in
teams and exchanging tasks within organisational units, transferring responsibilities, intensifying administrative
and task-related supervision).”
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Box 1.5. Staff rotation in the German civil service (continued)

Such other appropriate and effective measures to prevent corruption can include the application of the
“principle of greater scrutiny” (co-signature requiring a second staff member to check work results) or
intensifying administrative and task-related supervision.

In Germany, most corruption cases in the past had been committed by members of staff who were on the
same post for more than five years. As “situational corruption” is very rare in Germany, and corruption cases
rather concern “structural corruption”, third parties first have to “invest” in the relationship with the member of
staff who is to be corrupted. Such “investment” does not pay once it is clear that the relevant member of staff
will be rotating to another position in some years. If third parties try to build up good relations with
administrative staff, the purpose is rather not to gain sympathy from a specific member of staff, but rather to
maintain a good working relationship with the agency as such.

The purpose of the introduction of the rotation principle is not only to prevent corruption. Many agencies, in
particular ministries, it also allows to regularly allow a person who is new to a position to have a “fresh view” on
the matters that he or she is now responsible for. It is encouraged that, in particular on specific higher positions,
members of staff are generalists who gain experience in many fields of work, and who are used to getting
acquainted with new tasks quickly. The experience gained in former positions allows them to identify crosslinks
between specific subjects. For this reason, according to many staff development plans, promotion to a higher
position (and remuneration level) requires a specified number of different positions held on the former level; in
many cases, this forms a mandatory prerequisite for such promotion.

Source: Adapted from Federal Ministry of the Interior (2014), “Rules on integrity”, www.bmi.bund.de/SharedDocs/
Downloads/EN/Broschueren/2014/rules-on-integrity.html.

For this reason, the development of methods and procedures for knowledge
management becomes very important. One example, disclosed during the fact-finding
mission, was the development of a survey report by a procurement official designed to
identify all of the various secondary policy requirements that applied to public
procurement. In addition to secondary policy objectives that apply to all of the
government, some ministries and offices have additional requirements or
recommendations to pursue social policy objectives through public procurement. In this
case, the official’s report identified 8-10 mandatory requirements, and up to 46
recommended procurement priorities. While this report was developed independently to
help procurement officials manage internal prioritisation at a central government agency,
central identification of all of the objectives required by law and regulation, presented in a
simplified format, would be a useful tool, and a well-designed online presentation of such
a tool could also allow individual ministries or entities to append their own specific
requirements for easier reference.

The fact-finding mission also identified that there was no formal technical mechanism
through which information could be shared more broadly among the public procurement
workforce. Some opportunities for knowledge sharing occur - for example, regional
procurement consultation meetings held each year bring together public procurement
officials from various central government agencies — but they are one-off, ad hoc
opportunities. One means of addressing this circumstance would be the development and
support of a network of public buyers as an ongoing, regular forum for communication
among public procurement officials in Korea. While regular in-person meetings might
prove cost prohibitive, a dedicated and central online forum that could allow both
communication and the collection and sharing of relevant information could provide a
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better sense of community and serve as a substantial support mechanism for new public
buyers, and a valuable source of information over time.

While the buying entities and suppliers interviewed during the fact-finding mission
were generally very satisfied with the level of support they received from PPS, both in
terms of the call centre and the availability of staff to support their activities, one buyer
mentioned an additional challenge that results from the rotation policy for civil servants:
occasionally as one staff member rotates out and a new one rotates in, there are some
delays in connecting with the new staff member responsible for the account. Better
management of client relationships, for example through the creation of a detailed client
file and a protocol for making contact when responsibilities are transferred, could address
this issue.

Oversight of the public procurement function

Proper internal and external controls are an important element of a well-functioning
public procurement system, and the OECD Recommendation contains additional details
regarding necessary considerations (see Box 1.6). Public procurement activities in Korea
are subjected to oversight both internally, in the form of an audit office for each central
agency, as well as externally through the activities of the Board of Audit and Inspection
of Korea (BAI) and the Fair Trade Commission (FTC).

Box 1.6. OECD Recommendation on accountability

XII. RECOMMENDS that Adherents apply oversight and control mechanisms to support
accountability throughout the public procurement cycle, including appropriate complaint and
sanctions processes.

To this end, Adherents should:

Ensure that internal controls (including financial controls, internal audit and
management controls), and external controls and audits are co-ordinated, sufficiently
resourced and integrated to ensure:

e the monitoring of the performance of the public procurement system;

e the reliable reporting and compliance with laws and regulations as well as clear
channels for reporting credible suspicions of breaches of those laws and regulations to
the competent authorities, without fear of reprisals;

e the consistent application of procurement laws, regulations and policies;

e a reduction of duplication and adequate oversight in accordance with national choices;
and

e independent ex-post assessment and, where appropriate, reporting to relevant oversight
bodies.

Source:  OECD  (2015b), “Recommendation of the Council on Public Procurement”,
www.oecd.org/corruption/recommendation-on-public-procurement.htm.

THE KOREAN PUBLIC PROCUREMENT SERVICE: INNOVATING FOR EFFECTIVENESS © OECD 2016



1. CENTRAL PURCHASING IN KOREA: THE PUBLIC PROCUREMENT SERVICE - 31

Audit authorities

PPS has in place both ex ante and ex post audit processes. The PPS Audit Team
supervises execution and contract process of contracts (above certain price thresholds)
executed under the budget of PPS or procured by PPS where certain risks are expected.
Details regarding the PPS audit activities are contained in Table 1.10.

Table 1.10. Scope of PPS audit activities

Types of audit Area of audit Information audited

Ongoing audit E-procurement system Bid-rigging and price collusions
Appropriateness and legality of electronic bidding execution
Appropriateness of change in qualification criteria including notified
qualification conditions, starting date of bidding, and reserve price
Other general management issues of e-procurement system

Ex ante audit Enforcement of main Enforcement of policies or projects that are categorised as main policies or
policies main projects that require progress assessment or review of the results
Contracts for goods and The choice of awarding method of contracts of total amount estimated to be
services above USD 2 500
Budget management Execution of more than USD 8 500 per one of the following budget classes:

e  Utility + overhead costs

Maintenance cost of facility equipment

Equipment costs

Extra costs on equipment

Property acquisition costs

Budget account that is executed, executed for other purposes,
carried forward or settled

e The decision on choice or change of the organisation’s main

bank of transaction
e  Official meeting where more than 100 people participate (e.g.
workshop)
Goods management Stock management change of more than USD 42 400 of book amount

Sale or disposal of stock of more than USD 42 400 of book amount
Loss and damage disposal
Other Items prescribed by the Head of the PPS to be audited ex ante
Main terms of human resources management including appointment of an
employee, rewards and disciplinary actions
Management of affiliated organisations
Inspection audit  Inspection of goods Inspection of goods (on items selected during ex ante audit)

Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.

For completed contracts, there are two types of ex post audits conducted by the PPS
Audit and Inspection Officer. A number of regular audits occur each year; contracts are
usually selected using information available in the KONEPS data warehouse, and the PPS
Audit and Inspection Officer then inspects them for compliance. Additionally, targeted or
themed audits are possible on an ad hoc basis. These audits usually occur in response to
challenges from suppliers with respect to a particular contract action. They may also
include a focus on a particular subject, for example the operation of the system or a
particular feature of its use. PPS does not currently track the number or percentage of
contracts subjected to more detailed audit, as part of either the regular or ad hoc process,
but estimates that approximately 10% of all contract actions are reviewed in more detail
by the internal PPS Audit and Inspection Officer. Detailed audit requires substantial time
and resources. To most effectively utilise limited resources, PPS focuses on developing
analytical techniques that utilise information from the KONEPS data warehouse in order
to identify problems in general procurement processes.
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PPS has responsibility for contracts established by PPS. Other contracts issued
through KONEPS by other buying entities are subjected to oversight from their own
internal audit offices. Additionally, the BAI has authority to review public procurement
activity. The Board of Audit and Inspection Act gives the BAI broad access to data from
central government agencies. PPS does not maintain a specific data-sharing agreement or
direct data link with the BAI or with audit offices in other organisations, but the
information available in the KONEPS data warehouse is generally sufficient to support
these needs. As the KONEPS data warehouse contains more information than is publicly
available, the BAI or other audit office will ask the PPS Audit and Inspection Officer for
the data. In cases where the audit office requests data in a new form or format, the PPS IT
division is capable of responding quickly to address the need.

These audits are generally focused on contract matters and compliance, focusing on
contracts themselves, though some audits focus on the overall results of the procurement
system. If illicit conduct is found during the course of an audit, the relevant procurement
officer is penalised, depending on the severity of the problem. In minor cases, a warning
may be issued, but in more serious cases penalties can include suspension of employment,
deduction of wages, demotion or termination. With respect to the contract action, the
application of civil law indicates that the only case where a contract is terminated is when
the basis of the contract was legally void, for example in cases of deception. In other
cases, the signed contract is still considered valid, despite any problems identified by an
audit. In these cases, dissatisfied suppliers may bring legal action, but a successful suit
would result in payment for damage rather than the dissolution of the contract.

Recommendations on audit and oversight

There is no formal and ongoing collaboration with the PPS Public Procurement
Training Institute to capture the audit results as inputs into training development. Instead,
most errors identified through audits are disseminated on an ad hoc basis, for instance
through an audit fact sheet or through meetings of the headquarters and regional offices.
PPS also looks for situations where a problematic audit finding could be addressed
through a modification of KONEPS; in such cases the Audit and Inspection Officer will
request that the information technology (IT) division update the system to address the
potential problem. While these steps are important, finding a means of more fully
integrating the results of audit activities into the training of procurement officers could
yield benefits for the system.

Fair Trade Commission

The Fair Trade Commission (FTC) works with public buying entities to identify
cartel activity and potential cases of bid rigging in public procurement. This work is
particularly relevant at this time, as a number of potential cases related to increased
spending in response to the 2009 economic crisis have been identified. During 2009 and
2010, Korea launched a number of large public works projects in a short period of time,
and there are now claims that contractors colluded to divide this work.

To identify cases of collusion, the FTC traditionally relied on voluntary reporting by
carte] members seeking leniency, and on reports by competing suppliers. These remain
the most reliable sources of identification of potential collusion. In 2006, the FTC
developed the Bid Rigging Indicator Analysis System (BRIAS) to supplement these
methods of identification.
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Drawing information directly from KONEPS, BRIAS looks to data elements
including bidding price (as a ratio compared to reference price), the number of
participants, and the competition method, and applies a formula that generates a potential
bid-rigging score. If above a certain threshold, this then suggests the need to collect more
information regarding the contract action. Based on this closer look, an investigation is
opened in cases where it is warranted.

BRIAS collects information from KONEPS on a daily basis, and each month the
system is run on collected data from the previous month. For goods and services, BRIAS
is run on tenders above USD 423 800. For public works, the threshold is USD 4.2
million. As of 2012, BRIAS was run on 20 000-30 000 biddings per year; of
approximately 20 000 runs in 2012, the system generated 200 hits that warranted an
additional look. The establishment of this kind of automated system for the detection of
red flags in public procurement is a good practice implemented successfully in other
countries such as Brazil (see Box 1.7).

Whether identified through BRIAS or through traditional means, investigation of
potential cases of collusion involves collection of additional information from PPS
followed by site visitations and other investigative steps to find evidence of information
exchange. These investigations can take anywhere from one to three years, from initial
reporting to final verdict, and the FTC has established a separate investigation unit
focused solely on public procurement. When found guilty, sanctions can range from
orders for corrective action, which are essentially warnings for minor offenses, through a
financial penalty of up to 10% of the contract volume involved. Additional criminal
charges can also be filed with prosecutors. In 2012, more than 40 cases led to findings of
guilt, leading to fines in excess of USD 847 million. The number of investigations and
findings of guilt has been increasing.

In terms of direct contribution, the results from BRIAS have been limited: only three
cases initially identified by BRIAS have led to findings of guilt. In part, this is
attributable to the fact that the capacity to investigate is limited, and cases based on
voluntary reporting or challenges by other suppliers begin with a more firm investigative
basis than the circumstantial red flag generated by BRIAS. But during the period of its
operation, voluntary reporting by cartel participants has increased significantly, and some
of this increase is attributed to the raised awareness and fear of being caught generated by
the implementation of the BRIAS system. This result is consistent with the OECD
Recommendation on Public Procurement, which identifies the publication of risk
management strategies, including systems for generating red flags, as an important
element of their effectiveness.

To further expand the benefits of the BRIAS system, the FTC established a
committee between project commissioners (including PPS and other large enterprises) to
try to encourage adoption of a similar system at other public enterprises. In addition to
providing the same functionality in a broader range of public procurement cases,
spreading systems like this will allow the FTC to develop broader expertise, based on the
differences in procurement practices at different entities, to better identify and prosecute
cases of collusion. Dissemination activities are also undertaken to spread awareness and
identify typical cases of collusion. In addition, the PPS training centre recently developed
a separate training course on collusion, implemented in collaboration with the FTC.
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Box 1.7. Public Spending Observatory in Brazil

The Office of the Comptroller General of the Union launched the Public Spending Observatory
(Observatorio da Despesa Publica) in 2008 as the basis for continuous detection and sanctioning of misconduct
and corruption. Through the Public Spending Observatory, procurement expenditure data are cross-checked with
other government databases as a means of identifying atypical situations that, while not a priori evidence of
irregularities, warrant further examination.

Based on the experience over the past several years, a number of daily actions are taken to cross
procurement and other government data. This exercise generates “orange” or “red” flags that can be followed up
and investigated by officials within the Office of the Comptroller General of the Union. In many cases, follow-up
activities are conducted together with special Advisors on Internal Control and internal audit units within public
organisations.

Examples of these tracks related to procurement and administrative contracts include possible conflicts of
interest, inappropriate use of exemptions and waivers and substantial contract amendments. A number of tracks
also relate to suspicious patterns of bid-rotation and market division among competitors by sector, geographic
area or time, which might indicate that bidders are acting in a collusive scheme.

Finally, tracks also exist regarding the use of federal government payment cards and administrative
agreements (convenios). In 2013, there were 60 000 instances of warnings originated from the computer-assisted
audit tracks used by the Office of the Comptroller General of the Union to identify possible procurement
irregularities, like:

11. personal relations between suppliers and public
officials in procurement procedures

1. business relations between suppliers participating
in the same procurement procedure

12. use of bid waiver when more than one
“exclusive” supplier exists

2. fractioning of contracts in order to use exemptions
to the competitive procurement modality

with tender 13. bid submission received prior to publication of a

procurement notice

3. non-compliance by
submission deadlines

suppliers

4. registration of bid submissions on non-working

- 14. possibility of competition in exemptions

S. supplier’s bid submissions or company records
with the same registered address

6. contract amounts above the legally prescribed
ceiling for the procurement modality used

7. contract amendments within a month of contract
award, in violation of the specific tender modality

8. evidence of bidder rotation in procurement
procedures

9. use of reverse auctions for engineering services

10. micro- and small-sized enterprises with
shareholders in other micro- and small-sized
enterprises

15. participation of newly established suppliers in
procurement procedures

16. contract amendments above an established limit,
in violation of the specific tender modality

17. commitments issued prior to the original
proposal date in the commitment registration system

18. bidding procedures involving suppliers
registered in the Information Registry of Unpaid
Federal Public Sector Credits (Cadastrolnformativo
de CréditosNaoQuitados do SetorPublico Federal)

19. micro- and small-sized enterprises linked to
other enterprises

20. micro- and small-sized enterprises with earnings
greater than BRL 0.24 million or BRL 2.40 million,
respectively.

Source: OECD (forthcoming), Compendium of Good Practices for Integrity in Public Procurement.
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Finally, additional work is underway to improve the function of the BRIAS system.
While this sort of system of generating red flags will always generate only circumstantial
indications of potential collusion, the FTC is conducting an ongoing evaluation of the
formula and indicator elements to improve accuracy. In addition to adjustments for
increased accuracy, monitoring of the formulas involved in this sort of system and
changing them over time is necessary to address changes in the market. Collusion
presents an evolving fight, as cartels adjust their practices to adapt to new means of
identifying bid rigging.

Key findings and recommendations

The Korean public procurement system, viewed through the role and responsibilities
of PPS, is a high functioning and mature public procurement system. At its centre, the
system is defined through a coherent and stable legal and regulatory framework. Such a
framework is necessary for ensuring fair access to public procurement opportunities for
all potential competitors, as recognised in Element [V (i) of the OECD Recommendation.

As a centre of efficiency, PPS serves the role of a central purchasing body, and
implements many good practices consistent with Element VII (iii) of the OECD
Recommendation, which encourages countries to “develop and use tools to improve
procurement procedures, reduce duplication and achieve greater value for money,
including centralised purchasing, framework agreements, e-catalogues.” The success of
PPS in effectively implementing this recommendation is demonstrated by the fact that use
of PPS’ purchasing services continues to increase, despite the fact that mandatory use of
these services by local and other entities has been phased out over time.

This increased use, along with reports of satisfaction from users of the wide variety of
PPS’ services, indicates that PPS offers a value proposition for the end user,
demonstrating implementation of Element VII (ii) of the OECD Recommendation to
“implement sound technical processes to satisfy customer needs efficiently.” The
adoption of a revolving budget account to facilitate prompt payment of suppliers, the
availability of a call centre to address technical questions from end-user buyers and
suppliers, and the general efficiency of the Online Shopping Mall experience are all
evidence of success in this area.

In general, necessary training opportunities are available, consistent with Element IX
of the OECD Recommendation, though more could be done to co-ordinate trainings
offered by various sources. As in some other civil service systems, a rotational
assignment policy is implemented to foster integrity, consistent with Element III (ii) of
the OECD Recommendation: “implement general public sector integrity tools”. This
process poses some challenges for the professionalisation of the public procurement
function, but these challenges can be addressed through the further development of the
procurement certification programme and the development of a network of public buyers
to share information and resources.

Finally, the oversight functions of the PPS Audit Office, the BAI and the FTC are
appropriately identified to ensure co-ordination and limited overlap, consistent with
Element XII (iv) of the OECD Recommendation. The PPS Audit Office provides
appropriate attention to ex ante monitoring processes, including both standard system
monitoring and specific attention to high-risk contract actions. Information necessary for
the actions of BAI is provided as needed from the KONEPS data warehouse. As part of
its activities to identify collusion and bid rigging, the FTC continues to develop a red
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flags system to identify suspicious cases. Publication of this risk management strategy
appears to be generating additional results in the form of self-reporting by cartel members
concerned about being caught. These actions are good examples of implementation of
Element XI of the OECD Recommendation, which encourages integrated risk
management through the development of tools and the publication of such strategies.

Summary of recommendations for action

e Better co-ordinate training offerings to compliment and supplement other
available training.

e Examine procurement certification programmes to establish relevant and
meaningful benefits for public procurement officials who obtain certification.

e Develop a network of public buyers as a forum for communication, collaboration
and information dissemination. This network can also serve a knowledge
management function, over time, as shared information is collected.

e Develop client management files and appropriate outreach protocols for transfer
of responsibility.

e Consider integration of audit findings with regular curriculum development for
training activities, to better incorporate lessons learned.

Notes

1. Values in this report have been converted from KRW to USD using a rate of
0.0084763 USD per KRW, obtained on 15 September 2015. In some cases, data were
originally presented in USD); these cases are identified with appropriate endnotes.

2. The costs for training were originally provided in USD.
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Chapter 2

Driving efficiency through e-procurement: KONEPS

A central responsibility of the Public Procurement Service (PPS) involves management of
the Korean ON-line E-Procurement System (KONEPS), which involves both policy and
purchasing dimensions. KONEPS processes nearly two-thirds of all public procurement
in Korea, and responsibility for the system is undertaken in an integrated and strategic
manner, driving continuous improvements for public procurement. Within this context,
the present chapter presents an analysis of the e-procurement experience in Korea,
centred on the Korea ON-line E-Procurement System (KONEPS). As an integrated
system developed over many years, KONEPS offers many lessons for countries
considering the development or expansion of e-procurement tools and systems. By
examining the history, functions and capacities of KONEPS, these good practices are
identified, as are recommendations and considerations for additional improvements.
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The use of digital technology to support procurement processes dates from the second
half of the 20th century as a way to improve automation and standardisation, reducing
time to complete tasks and the probability of human error. With the gradual expansion of
capacities and systems in the last 30 years, its use enlarged to progressively cover more
areas of the procurement cycle, until it became commonly known as e-procurement. At
the same time, the use of digital technology in the public sector has been a strategic driver
for improving efficiency and supporting effectiveness of policies by creating more open,
transparent, innovative, participatory and trustworthy government. In this light, the use of
e-procurement not only increases efficiency by facilitating access to public
tenders - increasing competition and decreasing administrative burdens - but can also
improve transparency by holding public authorities more accountable.

This essential twofold role for e-procurement is recognised in the 2015 OECD
“Recommendation of the Council on Public Procurement” (hereafter, the “OECD
Recommendation”) (Box 2.1).

Box 2.1. OECD Recommendation on e-procurement

VII. RECOMMENDS that Adherents improve the public procurement system by
harnessing the use of digital technologies to support appropriate e-procurement innovation
throughout the procurement cycle.

To this end, Adherents should:

i) Employ recent digital technology developments that allow integrated e-
procurement solutions covering the procurement cycle. Information and
communication technologies should be used in public procurement to ensure transparency
and access to public tenders, increasing competition, simplifying processes for contract
award and management, driving cost savings and integrating public procurement and
public finance information.

ii) Pursue state-of-the-art e-procurement tools that are modular, flexible, scalable and
secure in order to assure business continuity, privacy and integrity, provide fair
treatment and protect sensitive data, while supplying the core capabilities and functions
that allow business innovation. E-procurement tools should be simple to use and
appropriate to their purpose, and consistent across procurement agencies, to the extent
possible; excessively complicated systems could create implementation risks and
challenges for new entrants or small and medium-sized enterprises.

Source:  OECD  (2015a), “Recommendation of the Council on Public Procurement”,
www.oecd.org/corruption/recommendation-on-public-procurement.htm.

In their most straightforward application, e-procurement tools have the potential to
dramatically increase efficiency by eliminating wasteful and duplicative paper-based
processes. Beyond this, e-procurement tools can also play a transformative role by
enabling processes that are simply impossible to replicate without advanced digital
technologies. This dual potential is therefore identified in the OECD Recommendation’s
definition of e-procurement as “the integration of digital technologies in the replacement
or redesign of paper-based procedures throughout the procurement process.”

In this latter role, a well-functioning e-procurement system can advance many of the
other elements of the OECD Recommendation. By providing and consolidating public
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procurement information, e-procurement systems foster transparency throughout the
procurement cycle. Through some process automations, the need for interaction between
public and private actors can be significantly reduced, eliminating some risks of
corruption and fostering integrity. By ensuring that procurement opportunities are
provided electronically, in standard forms, with clear information regarding the terms of
award and any exceptions to competition, fair access to procurement opportunities can be
achieved. Well-constructed e-procurement systems can eliminate barriers to the pursuit of
secondary policy objectives in public procurement (for example, through simplifying
procedures for small and medium-sized enterprises, or allowing for more innovative
means of dividing consolidated procurements into regional lots to facilitate local
procurement). Establishing e-procurement as part of a broader e-government programme
can lead to better integration of procurement in budgeting and public finance
management. Finally, the data that can be collected and generated by a comprehensive e-
procurement system supports a host of other important procurement functions, including
ongoing performance evaluation of the system and its outcomes, the development and
deployment of risk-management strategies, and internal and external accountability.

Furthermore, in many countries, the adoption of e-procurement tools and systems has
been a key driver of public procurement reform in recent years and plays a strategic role
for e-government implementation plans.

History

As with many mature e-procurement systems, the current state of KONEPS is the
result of a long series of evolutions. Beginning in the 1990s, public entities with large
procurement volumes in Korea, including the Public Procurement Service (PPS), the
Defence Acquisition Programme Administration and the Korea Electric Power
Corporation began the establishment of individual e-procurement systems. While these
independent systems drove some improvements in efficiency for suppliers, the multiple
systems also gave rise to concerns about a lack of standardisation, the need for redundant
investment, and a lack of a single portal and information-sharing capabilities. Duplication
of effort was still required, resulting in unnecessary costs and inconvenience.
Additionally, these individual systems still left many smaller public procurement entities
relying on paper-based processes and face-to-face interactions with suppliers.

To address these issues, PPS prepared an e-procurement master plan and began the
establishment of the Procurement Electronic Data Interchange (Procurement EDI) in
1996. Completed and piloted in 1999, Procurement EDI enabled the shared use of
procurement-related information among PPS, other public buyers and business firms. By
2001, the application of Procurement EDI expanded to cover the entire span of
procurement procedures, leading to reduced processing times, many fewer paper-based
transactions and reduced payment lead times for suppliers.

As Procurement EDI was implemented, separate efforts to develop e-bidding and e-
payment systems were also underway. A pilot homepage for e-bidding was launched in
September of 2000, allowing bidder registration and the issuance of e-signatures. Full
operation began in early 2001, and spread throughout the government purchasing offices.
The e-payment system was launched in June 2001, replacing the mailing of treasury
checks with electronic account transfer (EFT) payments for suppliers.

While each of these new, individual systems yielded efficiency gains and savings,
gaps remained in consistent application. Public entities continued to develop their own
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proprietary e-procurement systems, leading to an absence of consistent, government-wide
standards.

In addition, those entities that did not develop e-procurement systems still relied
heavily on paper-based processes to address the elements of e-procurement not captured
by the existing PPS systems. These issues arose as Korea undertook a broad and
substantial e-government project, and development of a comprehensive, national
e-procurement platform was selected as one of 11 national digitisation projects (see
Box 2.2). This project, initially dubbed “the G2B Project,” imagined a “single window”
to public procurement, built around Internet-based work processes. System
implementation work was awarded to a private sector developer in early 2002, and
completed under the direction of PPS in September of that year: KONEPS was launched
(see Figure 2.1).

Box 2.2. E-government project in Korea

The Ministry of Government Administration and Home Affairs (MOGAHA) is responsible for overall
e-government management in Korea, including the preparation of e-government policies, instructions and guidelines,
with technical support from the National Information Society Agency. The responsibilities of MOGAHA include:

e establishing policy instructions and technical standards on informatisation projects

e identifying needs for e-government projects

® assigning budgets

® monitoring and evaluating e-government projects

e cvaluating informatisation performance of central government entities.

As part of these responsibilities, MOGAHA identified 11 broad projects in three categories.
e Innovation in services:

— government-wide e-procurement system
— single window for civil services
— integrated social security information system
— Internet-based national taxation system
e  Administrative productivity:

— national finance system

— integrated administration system for local governments

— nation-wide educational administration system

— standardised human resources management system

— consolidation of e-document exchange and e-reporting
e Infrastructure:

— c-authentication and e-signature system
— government-wide information technology (IT) governance environment

The approach adopted by the Government of Korea to design and support the implementation of the
e-procurement system as part of its e-government efforts is in line with the OECD Recommendation on Digital
Government Strategies (adopted by the OECD Council in July 2014). As parts of its guidance on strengthening
government capabilities to ensure returns on IT investments, the OECD Recommendation calls for governments to
procure digital technology based on existing assets. Additionally, the OECD Recommendation underlines the necessity
to align individual strategies, such as the e-procurement strategy, with digital government strategies to ensure they all
support coherently overarching policy goals and public sector reform agendas (e.g. fostering more efficient public
sectors, increasing transparency, promoting competitiveness and growth by providing fair opportunities).

Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.
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Figure 2.1. KONEPS development: Before and after
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Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.

KONEPS scope of functions and usage

KONEPS is a comprehensive, full-fledged e-procurement system covering the entire
procurement cycle, including procurement requests from public buyers, publication of
tender notices, communication with suppliers, collection of e-bid submissions, bid
opening and contract award, inspection and e-payment. From its launch in 2002,
KONEPS has been regularly updated to expand its functionalities: an intelligent product
information search and implementation of an online shopping mall came in 2006, mobile
e-bidding services were added in 2008, radio-frequency identification (RFID)-based
inventory management was added in 2009, and fingerprint recognition e-bidding was
added in 2010 (Public Procurement Service, 2013). A detailed list of the functions
appears in Table 2.1.

Given this wide range of functions, KONEPS is in the forefront of e-procurement
systems in terms of scope and coverage, even when compared to other OECD country
systems. In fact while the use of e-procurement systems in the form of portals or websites
among OECD member countries is pervasive, when moving along the procurement cycle
the role actually played by e-procurement in public procurement processes is reduced. As
of 2014, all OECD member countries announce procurement opportunities and provide
tender documents through their e-procurement systems; most of these countries are
mandated by law to provide these functionalities. Functionalities at the beginning of the
procurement cycle -in particular publishing of procurement plans (86%), electronic
submission of bids (90%), and e-tendering (86%) - are provided in most OECD countries.
In contrast, those towards the end of procurement cycle (except for notification of award
[97%]) are provided by a lower number of OECD member countries. Fewer countries
provide e-auctions, ordering, electronic submission of invoices and ex post contract
management through their e-procurement systems. It is worthwhile to mention that the
majority of countries provide these functionalities in their e-procurement systems even
though they are not obliged by law (Table 2.2).
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Table 2.1. KONEPS functions

Subsystem

Functions

E-procurement portal

User management system

Product catalogue system

E-surety system

Supplier information
management system

E-bidding system

E-contracting system

E-payment system

Online Shopping Mall

E-document distribution and

external data interchange system

Comprehensive user guide on KONEPS, including user manual, downloadable resources,
announcements, FAQ, Q&A, etc.

User-customised information on "My Page" after logon

Consolidated tender information

Registration and approval of master user information on public entities and private firms
Registration of e-certificates issued by certification agencies as part of user information
Management of private firms' status with regard to sanctions imposed for illicit practices: entry
suspension and lifting of debarment

Secure logon using e-certificate

Search products by product classification, name or specifications
Classification request for products to be newly registered

Receipt of e-surety through data interchange with surety companies, for bid bond, performance
bond, payment guarantee, and guarantee against defects

Entry of surety information, for surety companies without electronic surety information
management system

Collection of bidder information including financial standing, past experiences, and possession of
technology or quality related certificates

Checking information on licensed engineers and experts, through data interchange with industry
associations

Publication of advance notice for preliminary specifications, review and receipt of feedback from
private firms

Publication of pre-qualification notice for public works tenders / application for pre-qualification /
processing of prequalification results

Publication of tender notice (with issuance of encryption and decryption keys for information
security)

Search for tender notice, submission of e-bid (encrypted before submission)

Electronic signing of Bidding Consortium Agreement

Online negotiation for direct contracts

Opening of e-bids and determination of order of priority for contract awarding

Eligibility test (pass-or-fail evaluation for contractor candidate, based on price factors and non-
price factors)

Determination of contract awardee and real-time publication of bidding details and results

Drafting and e-contract and transmission to contract awardee
Review and acceptance/denial of draft e-contract by contract awardee
Electronic signing and transmission of e-contract

Contract information review

Request for upfront payment

Request for inspection (for delivery of goods, completion of public works) and response
Checking inspection result

Submission of payment request

Receipt of payment request and payment approval

Product search by product category, name, and other properties
Placing products into shopping cart

Generation and transmission of online order form

Management of order information

Security module management for e-certificate (e-signature)

E-document security based on public key infrastructure (PKI) encryption standards
Authenticity check for documents issued

Management of data interchange with external data systems

Management of all electronic documents between end-user public buyers and suppliers using
KONEPS

Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.
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Table 2.2. Functionalities provided in e-procurement systems

Mandatory and provided

Not mandatory but provided

Not provided

Publishing procurement
plans (about forecasted
government needs)

Announcing tenders

Provision of tender
documents

Electronic submission of
bids (excluding by e-mails)

E-tendering

E-auctions
(in e-tendering)

Notification of award

Ordering

Electronic submission of
invoices (excluding by e-
mails)

EXx post contract
management

AUS, BEL, CHL, DMK, GRC, HUN, IRL, KOR,
MEX, NZL, NOR, PRT, GBR, USA

AUS, AUT, BEL, CAN, CHL, DNK, EST, FIN,
FRA, DEU, GRC, HUN, IRL, ITA, KOR, LUX,
MEX, NZL, NOR, POL, PRT, SVK, SVN, ESP,
SWE, CHE, GBR, USA

AUS, AUT, BEL, CHL, EST, FIN, FRA, DEU,
GRC, HUN, IRL, KOR, MEX, NZL, NOR, POL,
PRT, SVK, SVN, SWE, CHE, GBR, USA

BEL, CHL, EST, FRA, GRC, ITA, MEX, PRT,
USA

BEL, CAN, CHL, EST, GRC, IRL, ITA, MEX,
CHE, USA

GRC, MEX, SVK, SVN, USA

AUT, BEL, CAN, CHL, DNK, EST, FIN, DEU,
GRC, HUN, IRL, KOR, MEX, NZL, NOR, POL,
PRT, SVK, SVN, ESP, SWE, CHE, USA

CHL, FIN, ITA, CHE, USA

AUT, DNK, FIN, ITA, ESP, SVN, SWE, CHE,
USA

CHE, USA

AUT, CAN, FIN, DEU, ITA,
JPN, POL, SVN, ESP, SWE,
CHE

JPN

CAN, DNK; ITA, JPN, LUX,
ESP

AUS, AUT, CAN, DNK; FIN,
DEU, IRL, JPN, KOR, LUX,
NZL, NOR, SVK, SVN, ESP,
SWE, GBR

AUT, DNK, FIN, FRA, DEU,
JPN, KOR, NZL, NOR, PRT,
SVK, SVN, ESP, SWE, GBR
DNK, EST, FIN, FRA, DEU,
IRL, ITA, NZL, NOR, PRT,
SWE, CHE, GBR

AUS, FRA, ITA, JPN, GBR

AUT, BEL, CAN, DNK, FRA,
DEU, JPN, KOR, NZL, NOR,
SVN, ESP, SWE, GBR

FRA, DEU, JPN, KOR, NZL,
NOR, GBR

AUT, DNK, FIN, DEU, ITA,
JPN, KOR, NZL, NOR, SWE

EST, FRA, LUX, SVK

HUN, POL, CHE

AUS, HUN, LUX, POL

AUS, AUT, BEL, CAN, CHL,
HUN, JPN, KOR, LUX, POL,
ESP

LUX

AUS, EST, GRC, HUN, IRL,
LUX, MEX, POL, PRT, SVK

AUS, BEL, CAN, CHL, EST,
GRC, HUN, IRL, LUX, MEX,
POL, PRT, SVK

AUS, BEL, CAN, CHL, EST,
FRA, GRC, HUN, IRL, LUX,
MEX, POL, PRT, SVK, SVN,
ESP, GBR

Source: OECD (2015b), Government at a Glance 2015, OECD Publishing, Paris, http://dx.doi.org/10.1787/gov_glance-2015-en.

By offering comprehensive coverage of the procurement cycle and by allowing public
entities to use the system in an independent manner, KONEPS managed to represent the
most significant portion of the Korean public procurement market. In fact, total public
procurement in Korea amounted to USD 95.8 billion in 2013, of which USD 61.6 billion,
or 64.3%, was transacted through KONEPS. This amount represents the maintenance of
the upsurge trend from 2011, while still far from the USD 72.9 billion registered in 2009

(Table 2.3).
Table 2.3. KONEPS share in total procurement volume
In USD billions
Transaction volume Percentade
Total volume KONEPS volume 9
2009 103.4 72.9 70.5%
2010 88.5 63.7 71.9%
2011 84.6 54.1 63.9%
2012 90.2 56.5 62.7%
2013 81.2 61.6 64.3%

Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.
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The number of transactions through KONEPS is split almost evenly between PPS and
other public entities and has been growing steadily. In the past ten years the number of
transactions of both type of users doubled, which reflects a wider recognition and usage
of the system (see Figure 2.2).

Figure 2.2. Transactions through KONEPS
In USD billions
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Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.

The 48 000 buying entities that use KONEPS come from central government, local
governments, educational entities and public enterprises (see Figure 2.3).

Registration has also increased steadily over time, more than doubling the number of
public entity and private firm users in ten years to approximately 48 000 and 290 000,
respectively (see Figure 2.4), with more than 560 000 individual user accounts registered.
Some 200 000 users log on daily, and a similar number of e-documents are processed on
a daily basis. In 2014, there were 20 million bids on approximately 240 000 biddings
conducted through KONEPS.

The KONEPS Online Shopping Mall provides a catalogue of more than 360 000
product models with capabilities for purchasers to order directly, and discounted
quotations can be requested for orders larger than USD 42 400. In 2014, USD 11.4 billion
were processed as orders through the Online Shopping Mall, representing 60% of PPS
purchasing of goods and services. For other goods and services (for example, those not
available in the Online Shopping Mall, or in circumstances where particular terms or
specifications are required), contracts are handled through KONEPS in the form of fixed-
price contracts issued through e-bidding (Table 2.4).

THE KOREAN PUBLIC PROCUREMENT SERVICE: INNOVATING FOR EFFECTIVENESS © OECD 2016



2. DRIVING EFFICIENCY THROUGH E-PROCUREMENT: KONEPS — 45

Figure 2.3. Public entity users by type
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Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.

Figure 2.4. Number of KONEPS users
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Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.
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Table 2.4. Transactions via KONEPS

In USD billions
2010 2011 2012 2013 2014
Central Lump-sum contract 24.3 204 18.4 209 174
entral . .

procurement Online Shopping Mall 8.8 9.3 10.6 11.8 115
Total 33.1 29.7 291 327 289

Autonomous procurement by public buyers 30.6 244 215 28.9 28.2
Total 63.7 541 56.6 61.7 5741

Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.

KONEPS outcomes

Efficiency

Central to this ability to standardise and centralise functionalities is the
interconnection between KONEPS and many diverse electronic systems, both within and
outside the government’s reach. At launch in 2002, KONEPS contained digital interfaces
for data exchange with 50 external database systems. Over time, this network has grown
to more than 160 interconnected digital systems (see Figure2.5). In addition to
connection with other e-procurement systems to allow seamless sharing of bid and tender
information, these connections cover a broad range of information types, each allowing
for additional efficiency, reduced duplication and cost savings.

Figure 2.5. Data connections in KONEPS
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Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.
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Connection with 19 surety companies allows automated verification of four types of
sureties, including bid bonds and performance bonds. Interfaces with 12 private sector
associations and 9 credit ratings companies allows for the automatic collection of credit
and past performance data, which is used to verify qualifications and evaluate bids. There
are 15 commercial banks connected for e-payment through EFT, and also for processing
loans that are available to support government contract holders. Business registration
certificates and tax-payment certificates are transmitted through appropriate data
exchange interfaces. In addition to collecting information from external sources,
information from KONEPS is also shared with 28 public entities and 34 private sector
information systems.

As a result of this integration, 477 document forms used in public procurement,
including bid forms, contract forms, inspection requests and payment requests, have all
been converted to digital equivalents. In addition to the increased efficiency of processing
all of these transactions and procurement steps electronically, bidders are no longer
required to visit public authorities to collect and submit —to each public buying entity
separately — the documentation necessary for participation in public procurement. This
results also in increased transparency, as the information is available on line through
KONEPS, as well as increased access for new entrants and small and medium-sized
enterprises, as the burden to participate in public procurement is much smaller.

A description of these work-process benefits divided by relevant parts of the
procurement cycle is presented in Table 2.5, allowing a direct comparison of the changes
introduced by the system.

Table 2.5. Work process comparison

Phase Before KONEPS After KONEPS

Businesses are able to participate in any bidding from
public entities after a one-time registration with

Businesses register individually for each bidding

R e in which they intend to participate.

KONEPS.
Procurement Procurement requests are prepared on paper and Procurement requests are prepared through KONEPS
request submitted to public entities. and submitted on line.

Tenders were advertised in the government's
official gazette and newspapers.

Tender notice Businesses obtained tender information
individually from each public entity, often through

All tenders are advertised through the KONEPS portal.

Businesses obtain all public sector tender information

o ; . from KONEPS.
subscriptions to private services.
Bid submission and Bids are submitted in person or via post, and Bids are submitted on line, and opened through the
bid opening opened at a designated place. contracting official's computer.

Contracts are prepared and sealed in paper, with Contracts are prepared and processed on line

Contracting attached paper documents. (|nc!qd|ng modifications), and digitally sealed with an e-
certificate.
Invoicin Inspection requests and invoices are prepared Inspection requests and invoices are prepared through
9 manually and submitted on paper. KONEPS and submitted on line.

The introduction of KONEPS also fostered efficiency and delivered value for money.
A study conducted by Hanyang University in 2009 indicates that these changes led to an
estimated USD 8 billion' in annual transaction-cost savings (see Table 2.6) — primarily in
savings to the private sector in reduced costs for visiting public entities, obtaining
required certificates and proof documents and registering and updating accounts in
multiple systems.
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Table 2.6. Estimated transaction-cost savings enabled through KONEPS

In USD millions
Central g(_)\_/ernment Local go_v_ernment Public enterprises PPS Total
entities entities
Public sector 123.8 872.4 166.3 58.5 1221.0
Private sector 826.9 4074.6 691.0 114 5603.9
Total 950.7 4947.0 857.3 69.9 6824.9

Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.

The value of KONEPS in creating efficiency is supported by interviews with
stakeholders. Both buying agency representatives and individuals from companies
registered as sellers on KONEPS reported satisfaction with the ease and functionality of
the system. One interview subject commented that, despite the fact that his volume of
business in public procurement has grown dramatically since the introduction of
KONEPS, the staff required to process the work has remained relatively constant, thanks
to the efficiency benefits of the system.

Recommendations on efficiency

Some room for improvement remains, as indicated in interviews with both buying
agencies and from the supplier perspective. Some buyers reported that, while generally a
very good system, improvements could be made to the search functions included in
KONEPS. Three specific areas were mentioned, all related to the ease of use of the
Online Shopping Mall. First, the search function does not allow users to filter by social
objective (for example, local procurement or small and medium-sized enterprise), which
sometimes makes the process more complicated for buyers who are trying to satisfy
social objective goals. Next, the text-based search logic was reported to require somewhat
specific search terms (for example, “Freezing and refrigerating device for...” when
searching for refrigerators), and this could be improved to generate more relevant results
from simpler search terms. Finally, one buyer requested better or more detailed
classification by groups, to make browsing through the hundreds of thousands of items in
the Online Shopping Mall more effective. On the supplier side, the recommendation was
similar with regard to searching through tender opportunities: a progressive filtering
option would make the interface more user-friendly for suppliers.

One additional recommendation concerns a functionality that is present in KONEPS,
but currently unutilised: the ability to conduct electronic auctions. In the procurement
context, electronic auctions can be used to drive savings by providing bidding vendors an
opportunity to offer more favourable prices in real time. While there are mechanisms in
the Multiple Award Schedules (MAS) framework contracts and the Online Shopping
Mall processes that serve to ensure prices are adjusted downward as the market changes,
implementation of the electronic auctions module could drive increased savings. But
electronic auctions could yield even greater savings in the procurements currently
conducted via e-contracting in KONEPS, outside of these two frameworks.

Integrity and security

The system also serves to enhance the integrity of the public procurement system
through the adoption of digital processes, as face-to-face interactions and other
opportunities for potential corruption are reduced through the centralised and automatic
transfer of data between systems. To support integrity, KONEPS operates digital
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encryption and decryption based on PKI encryption, and utilises time-stamping to prevent
access to bidding data prior to authorised bidding times.

Additional recent enhancements to KONEPS further address the concern that illegal
practices and collusive acts could be caused by borrowed e-certificates. In order to
mitigate this risk, the Public Procurement Service introduced “Fingerprint Recognition e-
Bidding” in 2010. In the Fingerprint Recognition E-bidding System, each user can
represent only one company by using a biometric security token. Fingerprint information
is stored only in the concerned supplier’s token, thus avoiding any controversy over the
government’s storage of personal biometric information. By July 2010, it was applied in
all tenders carried out via the E-Procurement System by local governments and other
public organisations for procuring goods, services and construction projects (OECD,
2013).

As a further innovation, PPS has implemented a virtual desktop application to ensure
the safety of the e-bidding environment. Going beyond the need to protect KONEPS
itself, the adoption of the virtual personal computer system is designed to address the
concern that the security environment varies among users, and that procurement data such
as bidding information could be wvulnerable to interception via malware prior to
transmission to KONEPS. By downloading and utilising the virtual PC environment,
tender officials and participating bidders create a logical separation between the physical
PC being used to run the system and the virtual PC environment that is used to operate
KONEPS and transmit data. This is accomplished through a complete simulation of the
PC environment, including the encrypting key bid information, which is run
independently from the physical PC. Operating KONEPS through the virtual PC system
provides an additional efficiency benefit, as the system is optimised for KONEPS and can
be used on any system capable of installing the virtual PC system, eliminating the need to
address differences in user hardware. Overseen and managed by the National Computing
and Information Agency, mandatory use of the enhanced virtual security system is now in
place for all tender notifications through KONEPS. As of July 2015, 94% of participating
bidders are using the enhanced system, and plans are underway to expand to those bids
still published by individual end-user entities.

These developments have led to an increase in public trust in the procurement
process. The National Integrity Commission of Korea conducts a regular integrity survey
of public entities, and the integrity index for PPS rose by 27.2% between the launch of
KONEPS in 2002 and 2005.

Transparency and data

The degree of transparency in public procurement in Korea has also been greatly
expanded by KONEPS. Real-time disclosure of tender notices, bidding details and
results, awarding information and contracting information is now available. On a per-
contract level, the general public can track the history of each transaction, from tendering
through to invoicing. Publication of all tender notices through KONEPS also allows for
ready comparisons of terms and conditions, and tenders published by PPS also require a
five-to-seven-day advertisement for preliminary specification review. This period allows
for challenges to tenders that may contain unnecessarily restrictive terms and conditions,
which fosters fair and open competition. Such challenges and any responses are also
publicly available.

This increased data collection and consolidation also yields benefits for strategic
planning and accountability. Public buyers have access to procurement records to a
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degree that allows tracing of prices and specifications over time, as well as price-trend
information that can be used to structure future contracts or procurement plans.
Additionally, the KONEPS statistics module generates reports for a variety of relevant
purposes. Specifically, the module can provide buying entities with insights into such
things as the use of various contract types (fixed contracts, unit price, etc.), proportion of
central vs. independent contracts, and progress toward social objective goals. Data is also
readily available to satisfy external reporting requirements, including reporting to the
Small and Medium Business Administration (SMBA) and the Board of Audit and
Inspection of Korea (BAI) that is required for oversight purposes.

Recommendations on transparency and data

While the progress made in this area is quite substantial, there are still some gaps that
can be addressed through further development. One example is the reporting required to
the SMBA regarding the buying agency’s progress toward satisfaction of procurement
goals for social objectives. SMBA is required by law to report this information, and
procurement entities are therefore required to report this information to SMBA. This
process currently involves retrieving the relevant information from within KONEPS,
combining that information with data held by the procuring agency regarding micro-
purchases and other sources, and manually transmitting the information to the SMBA. In
other cases, agencies that operate their own e-procurement systems (and use KONEPS
primarily for tender notices, as required by law) maintain their own data. This multi-step
process is currently necessary because KONEPS cannot capture these external sources of
data.

This is a clear case where additional co-operation and data integration could serve to
simplify the reporting required by SMBA by further reducing duplication, burden and the
possibility of error that comes with manual data entry and transmission. Additionally,
expansion to include all sources of procurement information would serve to allow for
better and more consistent reporting regarding public procurement in Korea as a whole,
without requiring manual inputs to produce such information. An effort is underway to
address these issues through the creation of a Public Procurement Data System; more
information on this initiative is presented below.

The large collection of information available within KONEPS could also be more
extensively used to measure performance through the development and deployment of
procurement metrics and indicators. There are certain performance measures that apply
across the civil service in Korea (for example, the integrity survey mentioned above), but
none that are specific to public procurement. Savings are calculated according to an
internal PPS mechanism based on the detailed establishment of reference prices, with
general savings of 2% to 9% reported, but this information does not feed into any
consolidated reporting. While KONEPS can provide detailed information regarding, for
example, how many bidders are participating in tenders, this and other internal
monitoring elements are not tracked and reported as official indicators of public
procurement performance, either for individual buying agencies or for the system as a
whole.

Indicators of this sort, if developed, could provide insights into trends over time, for
instance regarding market changes that could lead to a need to develop new procurement
approaches. If combined with better integration of various existing data systems, as
recommended above, such indicators could also provide a means of comparing
performance across different public buyers with different procurement systems,
eventually driving improved performance through better sharing of best practices or
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evidence to support the use of KONEPS and PPS for those agencies that currently chose
not to do so.

KONEPS management

KONEPS was developed and implemented by an external supplier, but an effort is
underway to centralise the management of KONEPS within PPS. In the original
implementation of KONEPS, the prime contractor conducted operations in five main
areas, though much of the work was done in partnership with subcontractors. PPS
conducted an 18-month planning process, and the desired goal is to internalise core
processes related directly to tendering and award selection. Different private partners now
head the four other areas.

Any transition of this sort involves risks, some substantial, to the continuity of
operations of the system. PPS managed the most meaningful risks by arranging a gradual
reduction of the role of the original prime contractor and maintaining several of the
subcontractors operating in the prior agreement. Additionally, PPS will recruit five public
employees and seven contract-based employees as part of the first phase of the transition.
Ensuring appropriate management and skills is crucial, both in terms of ensuring
continued and effective service, and in achieving the right balance between contractor
support and internal capabilities to manage the system, as indicated by the US example of
inherently governmental and critical functions (see Box 2.3).

Given the complex network of connections between KONEPS and other systems,
change management is another area that warrants careful attention. The system operates
according to well-defined data standards and interfaces, but changes are sometimes
necessary (examples could include the collection of a new data field, a change to an
electronic form that is used by more than one entity, or the creation of new forms for
reporting or transfer of data). When new data is required, the process varies depending on
whether the affected system is a public entity system or an external system. The public
entities connected to KONEPS have a consulting group that governs changes, so the
relevant stakeholders meet to agree to the necessary changes. For external entities like
banks, credit-rating companies and industry associations, KONEPS has individual
Memoranda of Understanding with each entity, so a change requires that the terms be
changed on a one-by-one basis for the affected systems.

The implementation and management of e-procurement systems is an ongoing effort
in OECD member countries and the challenges they face are common and need to be
understood in order to be addressed successfully. The KONEPS implementation process
has been running for over 12 years now and many challenges faced during this period are
also present in some other countries. When responding to the OECD Survey on Public
Procurement, the main challenge faced by both procuring entities and potential bidders
and suppliers to use e-procurement systems are low knowledge and skills of information
and communications technology (ICT) (48%) and that is still today the case of Korea.
Low innovative organisational culture (41%) and low knowledge of the economic
opportunities raised by e-procurement systems (32%) were identified as additional
challenges for procuring entities. Related to potential bidders and suppliers, 12 OECD
member countries (41%) identified difficulties in understanding or applying the
procedures and difficulties in the use of the functionalities as additional challenges (see
Table 2.7).
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Box 2.3. Inherently governmental and critical functions in the United States

As governments rely more heavily on contractors to provide services in support of policy development and
citizen-facing activities, risks arise that functions properly belonging to the government may be undertaken or unduly
influenced by private sector suppliers. To address these risks, the United States Congress directed the Office of
Management and Budget to:

1) create a single definition for the term “inherently governmental function” that addresses any deficiencies in the
existing definitions and reasonably applies to all agencies

ii) establish criteria to be used by [US federal government] agencies to identify “critical” functions and positions
that should only be performed by federal employees

iii) provide guidance to improve internal agency management of functions that are inherently governmental or
critical (§321, Pub. L. 110-417)

To implement this direction, the Office of Management and Budget, through its office of Federal Procurement
Policy, issued a policy letter to better identify such situations and provide guidance regarding the management of
internal staffing decisions to ensure critical management roles are filled by federal employees or members of the
Armed Forces.

The policy letter unified existing definitions of the term “inherently governmental functions,” which are defined as
a function that is so intimately related to the public interest as to require performance by Federal Government
employees. According to the policy letter, this term includes functions “that require either the exercise of discretion in
applying Federal Government authority or the making of value judgments in making decisions for the Federal
Government, including judgments relating to monetary transactions and entitlements.” Specific examples such as
binding the government by contract, engaging in policy making, and managing officers or employees of the
government are also included. The term normally excludes gathering information or providing policy advice and
functions that are primarily ministerial and internal, such as building security and mail operations.

While inherently governmental functions cannot be performed by contractor employees, contractors are eligible to
perform functions closely associated with inherently governmental functions, subject to certain conditions. When the
nature of a function that is not inherently governmental but may impinge on federal officials’ performance of
inherently governmental functions, agencies are required to give special consideration to using federal employees to
conduct the function. In cases where contractors are used to conduct such functions, special management attention is
required on the part of the agency to guard against expansion into a role in performing inherently governmental
functions. The policy letter includes examples of closely associated functions, as well as a checklist of responsibilities
for management of contractors performing functions closely associated with inherently governmental functions,
including contractual provisions to limit discretion, appropriately identifying contractor work as such when there is a
risk of confusion with government work products, and maintaining sufficient and effective management and oversight
of contractor performance.

The policy letter defines a critical functions as “a function that is necessary to the agency being able to effectively
perform and maintain control of its mission and operations. Typically, critical functions are recurring and long-term in
duration.” Due to the mission-oriented nature of this definition, whether a function is critical or not can vary by
agency, but some examples are provided — for instance, performing mediation services for the Federal Mediation and
Conciliation Service. The policy letter requires that agencies identify such functions “in order to ensure that they have
sufficient internal capacity to maintain control over functions that are core to the agency’s mission and operations.”

While critical functions may be performed by contractor personnel (as long as they are not also inherently
governmental), the policy letter requires that agencies have an “adequate number of positions filled by Federal
employees with appropriate training, experience, and expertise to understand the agency’s requirements, formulate
alternatives, manage work product, and monitor any contractors used to support the Federal workforce” with respect to
critical functions. This determination should be based on a number of case-by-case factors, including the agency
mission, complexity of the function, the need for specialised staff, and the potential impact on mission performance of
a default of performance by the contractor.

Source: Office of Federal Procurement Policy, (2011), “Policy Letter 11-01, Performance of inherently governmental and critical
functions,” Office of Management and Budget, www.gpo.gov/fdsys/pkg/FR-2011-09-12/pdf/2011-23165.pdf.
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Additional innovations and next steps

Subcontract Management System for Government Contracts (SMSGC)

As in many country contexts, there were concerns in Korea regarding the treatment of
subcontractors by government contract holders. While project owners are legally required
to approve subcontracts, following an examination of the propriety and payment price,
there was little transparency into the realities of subcontracting practice because most of
these processes are conducted manually. This led to reports of a number of practices
including post-award demands for price reductions, delayed payments or non-payment,
and the use of dual contracts, one presented to PPS and another drawn up to represent the
actual arrangement at less favourable terms to the subcontractor.

To address these issues, PPS established the SMSGC to allow project owners to more
effectively manage the subcontracting process consistently and effectively. As with many
elements in KONEPS, these benefits are largely realised through the elimination of
manual processes throughout the entire subcontracting cycle, through payment to
suppliers. The system came on line in December of 2013, and PPS is currently engaged in
efforts to expand its use through promotional activities and trainings. For construction
works and IT projects facilitated by PPS, project owners are recommended to include use
of SMSGC as one of the terms of the contract. In addition, promotional video clips were
developed and shared in major transit, online newspaper and social media venues.

After one year of operation, these efforts are showing results, with 588 public
organisations (more than half of those conducting construction works valued at more than
USD 1 million or software projects valued above USD 300 000 registered in the SMSGC
system. The system was utilised in 772 projects valued at approximately USD 5.6 billion,
dramatically exceeding the initial target of USD 2.7 billion for the initial deployment.

Given that many construction subcontractors, materials suppliers and IT companies
are small and medium-sized enterprises, progress in ensuring proper payment — both on
time (see Table 2.8) and the right amount - and the elimination of dual contracts serves as
an additional and innovative way to support these communities. Digital management of
these processes also provides another source of additional market data that can be used to
better plan and conduct large procurements, over time.

Table 2.8. Payment time improvement for subcontractors

Legal deadline Average days taken Shortened days
Types of payment A) through SMSGC (B) (A)-(B)
Progress
Subcontract payment Jaickpp JBEERD LR
payment Advance 15 days 4.3 days 10.7 days
payment
Paymgnt for construction 15 days 1.3 days 13.7 days
material
Labour cost 2 days 0.8 day 1.2 days

Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.

Transfer of these functions to a digital system, which no longer requires an in-person
review of subcontracting arrangements, is also projected to save more than
USD 14 million per year in staff labour costs, if fully implemented across the public
sector. To that end, PPS is working to amend the Act on the Use and Promotion of
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Electronic Procurement to require the use of SMSGC for large construction and IT
projects.

Opening KONEPS services to the private sector

While the adoption of e-procurement through KONEPS drives substantial efficiencies
in public sector purchasing, many non-profit and small or medium-sized enterprises still
conduct their own purchasing through paper-based processes. Even for those private
sector entities that can justify the cost of implementing an e-procurement system for their
own purchases, it is an investment cost that could be spent elsewhere, if an alternative
existed.

The Act on Use and Promotion of Electronic Procurement of 2013 provided PPS with
legal authority to begin allowing private entities to use KONEPS services for their
procurement processes. Beginning with a pilot programme, this option launched in
October of 2013 as KONEPS bidding services were opened for apartment complex
management offices and farming and fishing cooperatives through a designated section
within KONEPS. In 2014, the programme was further opened to non-profit entities. The
development of standardised forms for private sector e-procurement occurred in June of
2014, and standard contract conditions were published in September of that year. To drive
further expansion, a separate KONEPS system for private entities was launched in
January 2015. Processing the entire e-procurement cycle, from e-contracting, pre-
qualification, reverse auctions and e-invoicing, the system is expected to be available for
use by up to 3.35 million small and medium-sized businesses (see Table 2.9).

Table 2.9. Implementation plan for opening KONEPS services to the private sector

2013 2014 2015
Target Apartment complexes, Non-profit entities Small and medium-sized
Farming and fishery enterprises
cooperatives
30 000 10000 3350 000
Process E-bidding - E-contract, e-invoicing
The status of openness Test First expansion of openness  Second expansion of
openness,

Establishment of a separate
KONEPS system for private
entities

Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.

While participation by private sector entities is voluntary, promotion and education
activities about the web-based procurement system are underway to raise awareness of
the benefits that the system can bring for eligible small and medium-sized businesses. A
variety of channels are being used to promote awareness, including press releases, public
interviews with the Korea Broadcast System, newspaper contributions and subway
advertisements, the development and distribution of an e-procurement guidebook and
promotion events.

To date, 246 training sessions on procurement have been conducted for
approximately 6 800 trainees. To target specific relevant sectors, training is offered at
relevant meetings, such as training for apartment management officers at the general
meeting of the Korean Housing Manager’s Association. These efforts are showing results,
as 439 e-biddings have been conducted through the system through December of 2014
with more than 3 209 private entities participating. Competition in these biddings was
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strong, with an average of 7.8 suppliers per bid, and savings are estimated at 10.7%
(amounting to USD 11 867).

Aimed at reducing administrative costs in procurement transactions across the
country while increasing transparency and standardisation, this innovation has the
potential to drive inclusive growth by levelling the playing field for private sector
procurement. By reducing or eliminating the need for private sector entities, particularly
small and medium-sized enterprises, to engage in inefficient and duplicative paper-based
processes, this option will reduce the need for duplicative investments in conversion to e-
procurement society wide, allowing additional capital to be better deployed in growing
and developing those businesses.

Public Procurement Data System

While almost 70% of public procurement transactions occur via KONEPS, the
remaining transactions, including defence procurement, procurement transactions by
other public enterprises that use their own e-procurement systems and some manual
transactions, are not currently captured in a centralised way. In 2013, PPS launched a
Public Procurement Data System project to close this gap and provide policy makers and
citizens with complete procurement transaction data across the entire public sector,
enabling a better understanding of the procurement market and an analytical study on the
policy results.

Proper legal authority for the project was established by the modifications of
procurement laws including the Government Procurement Act (July 2013) and the
Enforcement Decree on the Government Procurement Act (January 2014), giving PPS the
legal authority to request data and establishing deadlines for government agencies to
submit the requested procurement data.

Total public procurement encompasses procurements that occur in both electronic and
non-electronic ways. Electronic procurement is carried out on KONEPS and 23 other
electronic procurement platforms for specific procuring entities. Thus, data integration
includes linking of the 24 e-procurement systems as well as central collection of manual
records. A report will be prepared to present the data collected per government bodies,
companies, and projects. Data will also be presented in infographics in order to facilitate
end user comprehension.

The data integration faces some difficulties due to administrative burdens that are
imposed on approximately 28 000 government agencies and delays in concomitant
projects in some government agencies to improve their electronic systems, which were
intended to facilitate the data integration. In order to alleviate the administrative burden
on the collection of manually kept data, discussion on linking with other financial
information systems is taking place, including the Educational Financial System, the
Local Government Budget and Accounting System, the Local Pubic Enterprise Budget
and Accounting System and the National Budget and Accounting System. Additionally,
some difficulties arose due to the disparity of the information collected at each
government agency and across different e-procurement systems. In response, new code
mapping was provided to agencies where data were collected by different standards.

Provision and publication of data statistics on total public procurement on a monthly
and annual basis and 103 specific reports based on the data are expected to increase
availability of the data for companies and the public, and enhance transparency of the
government budget. The reports will be made available on line.
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Public Procurement Freight Information System for Government Commodities

In an effort to better utilise procurement data to further drive efficiency, PPS is
pursuing the public disclosure of transportation data for government-contracted
commodities. While more than 1 million public procurement contracts are conducted on
an annual basis, there is currently no co-ordination of the logistics and shipping
information related to these contracts. By sharing this information through a Public
Procurement Freight Information System for Government Commodities, PPS would link
freight information with the vehicle arrangement details of carriers, with the goal of
reducing the freight carrier empty transfer rate.

As of May 2015, PPS is implementing a feasibility study to analyse the practices of
the logistics industry in how information is collected on potential cargos, how such
information is used for business operations, and how data on public contracts and
scheduled deliveries could be effectively utilised. Combining original public contract data
with additional details such as supply date, transportation, departure and arrival
information, the goal is to enable long-term logistical planning. Open access to
transportation information will be provided from June 2015, with the goal of establishing
the full system between 2016 and 2017.

Key findings and recommendations

As an extensively developed e-procurement system, KONEPS contributes
substantially to the efficiency, effectiveness and integrity of public procurement in Korea.
In addition to these many contributions, additional developments are continuously
underway to drive improvement. Beyond improvements to the public procurement
system, continued expansion to allow use of KONEPS by private sector buying entities
demonstrates Korea’s commitment to driving investment and inclusive growth, especially
among small and medium-sized enterprises.

KONEPS satisfies all of the components of Element VIII of the OECD
Recommendation by providing an integrated e-procurement system that addresses all
phases of the procurement cycle. Transparency is provided through the collection and
publication of public procurement information, and access for vendors and other
stakeholders is assured not only through standardised and simplified processes, but also
through regular trainings and the availability of a help desk that is readily available to
answer questions about the use of the system.

The “modular, flexible, scalable and secure” development required by Element
VIII (ii) of the OECD Recommendation is also evident. Developed over time, KONEPS
is continually improved through the addition of new functional modules. In addition to
the historical development, this ability to adapt the system to new demands from public
procurement stakeholders is evidenced by innovative new features such as providing
KONEPS services for private sector purchasers. The commitment to security is
demonstrated through the use of encryption and digital fingerprint technologies.

Providing this kind of simple, ready access also facilitates competition by lowering
the barriers to entry for suppliers and other public procurement stakeholders. To this end,
KONEPS serves to implement Element IV (ii) of the OECD Recommendation: “Deliver
clear and integrated tender documentation, standardised where possible and proportionate
to the need.” In addition to standardising many processes, which facilitates access by a
broad range of participants, KONEPS implements tools that help ensure that “the extent
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and complexity of information required in tender documentation and the time allotted for
suppliers to respond is proportionate to the size and complexity of the procurement.”

The development of KONEPS also addresses Element VII of the OECD
Recommendation, by implementing “processes to drive efficiency throughout the public
procurement cycle in satisfying the needs of the government and its citizens.” By
creating a single online portal for the posting of public procurement opportunities,
KONEPS “streamline[s] the public procurement system and its institutional frameworks,”
by reducing the need for duplicative systems in other institutions. Increased use by other
buying entities despite the removal of mandatory use requirements demonstrates success
in developing “a more service-oriented public procurement system... built around
efficient and effective procurement processes and workflows to reduce administrative red
tape and costs.”

KONEPS also collects “consistent, up-to-date and reliable information and use data
on prior procurements,” consistent with Element X (i) of the OECD Recommendation.
This data, combined with the other information that is available in or linked from
KONEPS, serves to “promote fair and equitable treatment for potential suppliers by
providing an adequate degree of transparency in each phase of the public procurement
cycle,” (Element II [i] of the OECD Recommendation) and is publicly available, as
appropriate, consistent with Element II ( ii). It is also used for regular monitoring of the
system’s functioning, as discussed in the previous chapter. Next steps in this area include
further data integration with the other e-procurement systems operated in Korea, and to
begin using the volume and variety of information available to develop more
sophisticated procurement metrics and indicators to monitor the health and efficiency of
the public procurement system.

The data collected by KONEPS also supports Element XII of the OECD
Recommendation by allowing the application of “oversight and control mechanisms to
support accountability throughout the public procurement cycle.” Complaints from
suppliers are tracked from within KONEPS, and the outcome is publicly available,
consistent with Element XII (iii). As discussed in the previous chapter, the availability of
data from KONEPS supports internal and external controls and audits as required by
Element XII (iv). Finally, the transparency of KONEPS and other features such as the
elimination of many points of face-to-face contact between public procurement officials
and suppliers is an expression of Element III(ii), implementing “general public sector
integrity tools and tailoring them to the specific risks of the procurement cycle as
necessary.”

KONEPS implementation also provides an example of good practice in areas that go
beyond the OECD Recommendation. Implemented as part of a broader e-government
development, the approach adopted by Korea is in line with the OECD Recommendation
on Digital Government Strategies. Aligning the individual e-procurement strategy with
digital government strategies ensures that they support and complement coherently
overarching policy goals and public sector reform agendas (e.g. fostering more efficient
public sectors, increasing transparency, promoting competitiveness and growth by
providing fair opportunities).

Finally, the recent expansion of KONEPS to allow for use by private sector suppliers
demonstrates an innovative approach to using public procurement to support inclusive
growth and investment. Providing access to KONEPS functionality has the potential to
dramatically increase efficiency for small and medium-sized businesses, by eliminating
the need for burdensome paper-based procurement processes or the need to purchase and
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implement an individual e-procurement system. This savings in resources can instead be
used to further grow and develop small and medium-sized businesses, which are a critical
component of the Korean economy.

Given the many strengths of KONEPS, the recommendations for action primarily
address future developments and additional considerations that could be implemented.
While there were some requests from buyers and suppliers regarding improvements to the
search functions, most feedback regarding the functioning of KONEPS was very positive.

Summary of recommendations for action

e Improve KONEPS Online Shopping Mall search functionality for public buyers.
Specifically:

— The ability to filter searches by social objectives should be added to facilitate
the achievement of social goals through public procurement.

— The text-based search logic should be improved to generate better results
when using natural language searching.

— To the extent possible, more detailed hierarchies by category should be
created to allow for a more convenient browsing experience of the items
available in the Online Shopping Mall.

e Improve KONEPS tenders search functionality for suppliers. A progressive
filtering option to narrow down open tenders by type, requirements for social
category, etc. would be helpful for suppliers looking to identify relevant tender
opportunities.

e Activate the dormant electronic auctions function within KONEPS. Even if only
deployed in some cases of procurement requests that led to open tenders,
electronic auctions have the ability to drive cost savings if used appropriately.

e Implement the Public Procurement Data System to improve procurement data
collection and centralisation. Procurement data should be collected and
centralised in a manner that eliminates the need for manual transmission and entry
of statistics to satisfy reporting requirements.

e Building on this improved centralised data, develop procurement metrics and
indicators to monitor the health and efficiency of the public procurement system.

e Continue to apply careful risk-management approaches as operation of the
KONEPS system transfers from a private supplier to in-house control.
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Note

1. This figure was originally reported in USD.

References

Office of Federal Procurement Policy, (2011), “Policy Letter 11-01, Performance of
inherently governmental and critical functions,” Office of Management and Budget,
www.gpo.gov/fdsys/pkg/FR-2011-09-12/pdf/2011-23165.pdf.

OECD (2015a), “Recommendation of the Council on Public Procurement”,
www.oecd.org/corruption/recommendation-on-public-procurement.htm.

OECD (2015b), Government at a Glance 2015, OECD Publishing, Paris,
http://dx.doi.org/10.1787/gov_glance-2015-en.

OECD (2013), Implementing the OECD Principles for Integrity in Public Procurement:
Progress since 2008, OECD Public Governance Reviews, OECD Publishing, Paris,
http://dx.doi.org/10.1787/9789264201385-en.

Public Procurement Service (2013), “2013 annual report: Public Procurement Service, the
Republic of Korea”, www.pps.go.kr/eng.

THE KOREAN PUBLIC PROCUREMENT SERVICE: INNOVATING FOR EFFECTIVENESS © OECD 2016



3. SUPPORTING COMPETITION AND SAVINGS THROUGH FRAMEWORK AGREEMENTS: MULTIPLE AWARD SCHEDULE CONTRACTS — 61

Chapter 3

Supporting competition and savings through framework agreements:
Multiple Award Schedule contracts

An important mandate for the Public Procurement Service (PPS) involves the operation
of framework agreements — contracts containing set terms from which individual orders
can then be placed. Framework agreements are an important driver of efficiency in
public procurement, allowing for reduced administrative duplication as well as potential
savings from centralised purchasing. This chapter presents the PPS implementation of
the Multiple Award Schedules (MAS) system of framework agreements, including a
detailed look at their current function and future directions.
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Among the tools for delivering efficiency through public procurement, many
countries are adopting and expanding the use of centralised purchasing. This change in
purchasing behaviour can serve a number of purposes. By purchasing commonly used
goods or services centrally, substantial administrative savings can be generated through
the elimination of duplicative procurement practices. Standardisation of goods purchased
by a government can also reduce costs for maintenance or related goods, as spare parts or
additional materials (for example, printer toner) are also standardised. Perhaps most
importantly, purchasing centrally can allow for the aggregation of demand, providing
access to price discounts due to economies of scale that cannot be realised if each entity
purchases on its own.

Framework agreements, which involve awarding contracts containing set terms from
which individual orders are then placed, can serve many of the same benefits. For
frequently purchased goods and services, a framework agreement can reduce
administrative costs for both public purchasers and suppliers by allowing simplified
ordering processes once the agreement is in place. Depending on the nature of the
framework agreement, the benefits of aggregating demand and standardising models can
also be realised. If structured to allow second stage competition, where multiple holders
of a contract under a framework agreement compete to receive orders by offering
discounts on the stated price, additional cost savings can be generated.

The importance of these two tools for increasing the efficiency of the public
procurement process is recognised in the OECD “Recommendation of the Council on
Public Procurement” (hereafter, the “OECD Recommendation™) (see Box 3.1).

Box 3.1. OECD Recommendation on efficiency

VII. RECOMMENDS that Adherents develop processes to drive efficiency throughout the
public procurement cycle in satisfying the needs of the government and its citizens.

To this end, Adherents should:

iii) Develop and use tools to improve procurement procedures, reduce duplication
and achieve greater value for money, including centralised purchasing, framework
agreements, e-catalogues, dynamic purchasing, e-auctions, joint procurements and
contracts with options. Application of such tools across sub-national levels of
government, where appropriate and feasible, could further drive efficiency.

Source:  OECD  (2015), “Recommendation of the Council on Public Procurement”,
www.oecd.org/corruption/recommendation-on-public-procurement.htm.

THE KOREAN PUBLIC PROCUREMENT SERVICE: INNOVATING FOR EFFECTIVENESS © OECD 2016



3. SUPPORTING COMPETITION AND SAVINGS THROUGH FRAMEWORK AGREEMENTS: MULTIPLE AWARD SCHEDULE CONTRACTS — 63

History of the Multiple Award Schedules (MAS) system

While unit-price and lump-sum contracts had been issued by Public Procurement
Service (PPS) for many years, there was a recognition that a lack of diversity among
goods offered through such contracts was not providing an effective solution, because it
limited the options for end-user public buyers. An attempt was made to take better
advantage of the existing contracts by implementing an automated process called the
Multi-goods Supplying System in 2001. This system selected multiple suppliers in the
order of lowest price, but the same limitations on the end users’ options resulted from an
insignificant quantity of contracted goods and a lack of diversity among those goods. For
this reason, the system was abolished.

To address the issue, PPS undertook research of the arrangements for framework
agreements in several countries with developed public procurement systems. The US
Multiple Award Schedules (MAS) programme was studied in August of 2003; framework
agreements in the United Kingdom were examined in May of 200; and the Canadian
standing offer system was researched in July of 2004. On the basis of this research, a
legal foundation for the implementation of Korea’s MAS was implemented through
amendment of the Enforcement Decree of the Government Procurement Act and
implemented through additional related regulations (see Box 3.2). On the basis of these
changes, implementation of MAS began in January of 2005.

Box 3.2. Related laws and regulations

Article 5 of the Government Procurement Act

The Administrator of the Public Procurement Service may enter into contracts according to
the contracting methods prescribed by Presidential Decree, if he/she deems it necessary to
purchase and supply demand commodities and stockpile commodities commonly required by
each end user.

Article 7-2 of the Enforcement Decree of the Government Procurement Act

Where the Administrator of the Public Procurement Service deems it necessary to satisfy the
diverse demand of end users when he/she purchases commodities in demand commonly required
by each end user pursuant to Article 5-1 of the Act, he/she may enter into a contract for supply
with two or more persons as parties to a contract so that each end user may select commodities
in demand equal or similar to one another in quality, performance, efficiency, etc.

THE KOREAN PUBLIC PROCUREMENT SERVICE: INNOVATING FOR EFFECTIVENESS © OECD 2016



64 — 3. SUPPORTING COMPETITION AND SAVINGS THROUGH FRAMEWORK AGREEMENTS: MULTIPLE AWARD SCHEDULE CONTRACTS

Features of MAS

Overview

MAS was designed to meet the differing needs of various end users through contracts
awarded to multiple suppliers, each offering goods of similar quality, performance and
efficiency. PPS issues unit-price contracts annually with qualified suppliers, who must
have an acceptable past delivery performance and satisfactory financial standing. These
products and prices are then listed in the Online Shopping Mall, and each end user can
make purchases directly, without the need for direct involvement of PPS contracting staff
or the issuance of a new contract.

This arrangement provides a number of benefits. First, it provides more options for
end users by providing access to a broader range of suppliers. It also allows more
suppliers to participate in the public procurement process — as long as the minimum
requirements for satisfactory past performance in at least three instances and a credit
rating above a certain threshold are satisfied, any supplier can participate. This increased
number of suppliers also generates increased competition. Not only do suppliers compete
on price, but also on quality of similar product, delivery terms and rated after-sales
service, which refers to the suppliers’ responsiveness to inquiries, requests for action on
defects and other performance elements.

When compared side-by-side, the process to establish a MAS contract involves more
complexity than the process involved in generally contracted goods and services, as
illustrated in Box 3.3. However, once established, the MAS contracts provide substantial
savings in the form of streamlined processes for individual orders from multiple
purchasing entities.

The establishment of MAS in Korea follows international good practices in terms of
tender and competition as the initial tender is always an open procedure. Several OECD
and non-OECD countries have developed different models with different degrees of
centralisation and usage of framework agreements, usually allied with the establishment
of central purchasing bodies (CPBs), as is the case in Portugal (see Box 3.4), New
Zealand (see Box 3.5) and Austria (see Box 3.6).

As of December 2014, 326 409 items were contracted with MAS, which accounts for
88.5% of total goods registered in the Korean ON-line E-Procurement System
(KONEPS), totalling USD 53.9 million. This represents an increase of approximately
50% of annual value supplied since 2008. The number of contractors increased over 80%
since 2008, to reach more than 5 000 (see Table 3.1). Further, small and medium-sized
enterprises (SMEs) account for 98.4% of MAS contractors, which is solid evidence of the
outreach of the programme. The vast majority of MAS is covering products, with
different degrees of standardisation and complexity, covering a wide range of goods for
many diversified uses. A list of categories covered by MAS contracts is presented in
Annex A.

THE KOREAN PUBLIC PROCUREMENT SERVICE: INNOVATING FOR EFFECTIVENESS © OECD 2016



3. SUPPORTING COMPETITION AND SAVINGS THROUGH FRAMEWORK AGREEMENTS: MULTIPLE AWARD SCHEDULE CONTRACTS — 65

Box 3.3. Generally contracted goods and services vs. MAS

Generally contracted goods and services

Plan for purchasing

MAS contracted goods

Plan for purchasing

) 4

Tender notice

¥

L 4

Tender notice

L 4

Set 1 reference price

) 4

Opening of tenders

Receipt of application for contract fulfilment capability

test

L 4

$

Contract fulfilment capability test

L 4

Receipt of price supporting documents

¥

Set the reference price for negotiation by each model

¥

Price negotiation for each model and supplier

Award of contract

) 4

Conclusion of contract

(1 successful supplier)

) 4

) 4

Award of contract

$

Contract management

Conclusion of contract for each supplier

) 4

Contract management
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Box 3.4. The development of framework agreements in Portugal

The utilisation of framework agreements (FAs) by electronic means and through e-procurement was the
instrument used for connecting all users into the Portuguese national public procurement system. Framework
agreements are a widely used instrument within CPBs in the European Union has it privilege the principles of
rationalisation, standardisation, efficiency and transparency.

The framework agreements in Portugal cover a list of transversal goods and services and call-offs are
mandatory. Contracting authorities in the central administration must use the existing FA' to buy the items, via
the existing e-catalogue, in principle using aggregation processes conducted at central purchasing units at
ministerial level (UMC). Each FA has a set of rules and tender documents to facilitate the launch of the call-offs.
There is also a web process to authorise specific exceptions to the use of FA, upon request from the contracting
authority, given by the Agency or the Minister of Finance, depending on the type and amount of the request.

Also, the entities in the Sistema Nacional de Compras Publicas (SNCP) have to use the e-platform
contracted by the Agéncia Nacional de Compras Publicas (ANCP) to run call-offs, free of charge, therefore
allowing the Agency to better control and monitor the performance of the system.

( )

Centralized Model - Framework Agreement (FA) for Contracts and Acquisitions

Ministry Purchasing Units and
other contracting authorities

Selecting suppliers and awarding the best proposals for each Acquis!lti%Ts of ghoogs and serkvices categories
Framework Agreement (FA) EVEIEIIE I #he R £ EameEmis
(Call Off Stage / mini-competition)

. . Request
Public Supplier Request for Awarded > L .
Tender - Selection Proposals Suppliers for Negotiation Awarding
Proposals
Public Tender Supplier technical Technical and Contri}ﬁ;amwssréjed to Invitation for E-auction or  Best proposal (the
announced via and financial functional economicall tendering to all the traditional most economically
OJEU notice. selection criteria requisites, contract dvant eouys awarded suppliers negotiation advantageous
Tender requirements and a ta:endaegrs (FA contractors) proposal OR the
documentation economic proposal OR to the lowest lowest price), as
available online evaluation defined on the FA

price tenders

Purchase of goods and services categories
under the FA are mandatory for the central

Framework Agreement Centralization e

Centralization of acquisitions of goods and
services under the FA by UMC

The Agency can opt to centralize the acquisitions of goods and services covered by the FA

(example: Vehicles and Vehicle Insurance)

& >/

Whenever it is possible, the design of the framework agreements is done including ecological criteria, either
for use in the public tender award, or during the call-off stage. Some of the FAs are included in the National
Green Procurement Strategy, jointly elaborated by ANCP and by the Portuguese Agency for the Environment.

1. The definition of the categories of goods and services covered by the FA is a competence of the Minister of Finance, upon
ANCP’s indication.

Source: Magina, Paulo (2013), “The national public procurement system of Portugal”, presentation made in Kuwait for the
MENA-OECD Network on Public Procurement.
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Box 3.5. Centre-led collaborative contracts in New Zealand

Complemented by Procurement Functional Leadership (PFL) since 2012, the Government Procurement Reform
programme has been centred around three main objectives: i) create sound business environment for New Zealand
businesses; ii) increase performance, add value and maximise results; and iii) unlock cost savings. Some key
achievements of the reform programme include support for agencies to identify procurement skills gaps and areas for
capability improvement, new rules for government sourcing, establishment and development of All-of-Government
(AoQG) contracts that have the potential to deliver cost savings and efficiencies.

A number of collaborative contracts — such as syndicated contracts, common capability contracts and AoG
contracts — are managed and facilitated under the Ministry of Business, Innovation and Employment and its use has
been further developed under the reform programme. Collaborative contracts allow the government agencies to
achieve greater cost savings through economies of scale and produce greater value from providing consistency of
policy implementation, aligning business requirements, saving transaction costs and establishing a common contract
and governance framework. Recognising the potential benefits of it, an increasing number of government agencies
participate in collaborative contracts. According to the PFL Progress Report of September 2014, more than
720 agencies are participating in the AoG contracts, whose number is expected to continue to grow. Total forecast
savings over the lifetime of all AoG contracts have also augmented from USD 348 million to USD 415.1 million,
representing in general between 10-15%.

In order to participate in an AoG contract, a government agency needs to sign a Letter of Agreement to a
Memorandum of Understanding on AoG contract participation. Once the LoA is signed, the participating government
agency receives a panel directory containing provider details, the primary service lots they were selected for, relative
value-for-money and quality rankings, plus contracted fees. In this process, the Centre of Expertise, specialising in
managing relationships and resolving issues, maintains the overall contractual relationships with each of the panel
providers and government agencies maintain operational relationships with their individual panel providers (more
detailed information can be found in the 40G Buyers Guide). The process demonstrates several benefits of the centre-
led procurement process including, in addition to unlocking cost savings through aggregation of spending, improved
ability to influence capability and capacity development, enforced strategic procurement and stronger centralised
leadership and support.

Sources: Lyons, Grant (2013) Presentation made in Kosovo for the World Bank Workshop; Ministry of Business innovation and
Employment, Government Procurement branch, www.procurement.govt.nz.

Box 3.6. Framework agreements in Austria

In addition to a broad range of policy responsibilities, a consulting service and the development of e-procurement
applications, Austria’s Bundesbeschaffung GmbH (BBG) is responsible for the establishment of framework
agreements. As a centralised purchasing body owned by the Ministry of Finance, Austrian ministries are obligated to
use the services of BBG, while the services are also available to all other contracting authorities. Purchasing volume in
2013 reached EUR 1.2 billion, with approximately 730 000 products in 12 product families available for purchase by
government authorities.

In addition to evaluating government need, BBG also analyses the willingness and suitability of a given market to
accept delivery through framework agreements in determining which products or services to pursue. Reference prices
are determined through market analysis and historical pricing data, and framework agreements can last a maximum of
three years, apart from exceptional cases where there is justification (for example, by the subject of the agreement) for
an additional three years.

Austrian law provides an obligation to set out how additional competition for orders (mini-competitions) will be
conducted as an element of the establishment of a framework agreement, if applicable. In cases where needs and
preferred features can be clearly identified in the initial competition, the mini-competition will focus primarily on
ensuring the best price. In these cases, the principle of most economically advantageous tender is used during the first
stage to achieve appropriate levels of quality. In cases where some elements of the need or preferred features are not
identified in the first competition, the most economically advantageous tender principle can be used during the mini-
competition phase as well. While the law does not provide an explicit obligation on when and how to set the criteria
for the mini-competition, experience has shown that the question is best addressed in the first phase in order to support
transparency and competition most effectively.

Source: Bundesbeschaffung GmbH, Austria.
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Table 3.1. Annual Multiple Award Schedules performance

2008 2009 2010 2011 2012 2013 2014
No. of goods 240764 297 585 273070 297190 300633 305095 326 409
No. of
contractors 2938 3732 4082 4405 4701 5304 5568
Total value
supplied (in 3.8 51 48 4.7 51 5.6 54
USD billions)

Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.

Establishment of MAS contracts

The workflow for MAS is provided in Box 3.7, and additional details about the steps
in the process are provided below.

Box 3.7. MAS workflow

1. Plan for purchasing

- Market research, price analysis, etc.
2. Announcement for purchasing

- Tender notice on KONEPS
3. Receipt of application for contract fulfilment capability test

- Past delivery performance and credit rating (checked through on line)
4. Contract fulfilment capability test

- Evaluated by contracting division and notified on KONEPS
5. Receipt of supporting documents for price

- Received by related contracting division

(mail, e-mail or in person)

6. Setthe reference price for negotiation

- Set by related contracting division
7. Price negotiation

- Negotiate with a qualified supplier and select a contractor
8. Conclusion of contract

- E-contract through KONEPS
9. Request for delivery (the second stage competition)

- End users purchase directly through KONEPS
10. Payment

- E-payment
11. Contract management

- Modify the contract upon contractor’s request
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Goods or services targeted for MAS must meet four general criteria. They must have
a commercialised specification, allow for contracting via unit price, be supported by a
competitive market, and have sufficient demand among end users. For goods or services
that satisfy these criteria, PPS prepares an announcement for purchasing, and the tender
notice is posted to KONEPS.

For most products, potential suppliers are subjected to a contract fulfilment capability
test. This involves evaluation of past delivery performance and credit rating. Past delivery
performance must include at least three successful contracts, though these do not need to
be contracts with PPS; private sector and other public sector contracts also satisfy this
requirement. Past delivery performance is rated out of 30 points. Credit rating is worth
70 points, and a credit rating of a B- equates to a score of 55 for this criterion
(approximately 60% of suppliers are rated at this level). A passing score for this
evaluation is 85, meaning that a contractor with a B- credit rating must receive full points
for past delivery performance. In July of 2011, PPS began conducting a more thorough
evaluation of suppliers for certain products (see Box 3.8).

Box 3.8. Pre-qualification review for MAS suppliers

As of March 2015, PPS has applied a pre-qualification review process to 18 products and
services, for which quality management is deemed more important for health, safety and
environmental reasons. First introduced for seven products and services on 1 July 2011, nine
additional products and services were added on 1 January 2013 and two additional products were
added in March of 2015. These products include: artificial grass, elastic paving materials, solar
generators, non-skid paving materials, air sterilizer, air circulator, synthetic wood, stone for
landscaping, bridge rails, guard rails, flooring material, urethane flooring material, water heaters,
water purifiers, rock fall protection netting and lane-diving poles, natural boundary stones and
median strips.

In addition to the past delivery performance and credit rating criteria, the pre-qualification
review also involves an evaluation of technical capability, satisfaction rate from the post-
delivery feedback from public buyers, and contractual/regulatory compliance records. For this
review, a passing score is also 70, but a limited grace period of one year applies following the
addition of an item to the list of those requiring pre-qualification review. During this grace
period, a passing score of 65 applies. Details of the pre-qualification criteria appear in Table 3.2.

Independently of the evaluation of potential suppliers, the contracting division
establishes a reference price for the subject of the MAS contract. The reference price is a
hypothetical price deemed appropriate by the contracting officer for economic purchase,
in consideration for the budget, the purpose of purchase, specific nature of the subject
matter, and the contracting environment. This reference price acts as a ceiling price for
the intended procurement, and is used as a reference in awarding contracts through
bidding or negotiation. The reference price is established by the contracting official in
accordance with a standard manual that reflects the appropriate legal requirements.
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Table 3.2. Pre-qualification criteria and the ceiling for allotted scores

Classification Rl Examined area Rl Examined item et
score score score
Total 100 Total 100 Total 100
. Past delivery performance 20 Past delivery performance 20 Past delivery performance 20
High-level technology 13
Level of technology 13 General certification 6
. " Green certification 6
Il Technical capability 7 Highly skilled labour force 2
Production capacity 4 Accumulation of manufacturing 2
technology
IIl. Credit rating 20 Credit rating 20 Credit rating 20
Price satisfaction 10 Price satisfaction 10
N Quality satisfaction 10 Quality satisfaction 10
IV. Safisfaction rate 40 Servic):e satisfaction 10 Servic)cle satisfaction 10
Overall satisfaction 10 Overall satisfaction 10
Ex post management 3 Performance review of contract 3
Average delay on payment -10

V. Contractual / regulatory 3

compliance records Reliability on contract 40 Sanphons as yvrongful contracltors -15
performance Online Shopping Mall transaction A5
suspension

Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.

The reference price is determined through a holistic evaluation of the subject matter.
Beginning with the direct price of the goods, services or works contemplated by the
contract, many additional factors are considered. These include logistics costs, installation
costs, necessary training costs, costs for obtaining permits, testing and inspection costs,
any taxes directly associated with the procurement (for example, value-added tax,
consumption taxes, education taxes, custom tariffs, or special taxes for rural
development), and any other costs that need to be considered ad hoc. These additional
factors are included only when they are not already considered in the direct price of the
goods, services or works being procured.

Where previous transaction practices have been developed, these actual transactions
are the basis of the calculation of the reference price. To survey actual transaction prices,
the contracting official is instructed to survey prices published by specialised price survey
institutions registered with the Ministry of Strategy and Finance, when they are available.
If these are not available, the contracting official surveys two or more businesses, with
information verified by tax documents, contract documents or sales ledgers.

In cases where actual transaction prices cannot be determined (for example, for newly
developed products or products with particular specification requirements), the reference
price is calculated through cost accounting. If there is no adequate or appropriate basis for
cost accounting, reference price can be established through appraisal, transaction prices
for related products, or quotations from suppliers. The priority order for these approaches
is summarised in Box 3.9.
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Box 3.9. Application priority for establishing reference prices

e price referenced in related regulations

e applicable actual transaction price

e price from cost accounting

e appraisal price

e actual transaction price for similar products (in terms of function and purpose of use)

e quotations from suppliers.

For lump sum contracts, the reference price is prepared on the total for the entire
contract. For contracts where there is a continuous performance or delivery over a period
of time, including MAS contracts, reference prices are prepared on a unit-price basis. In
competitive tendering the contracting officials determined reference prices is considered
preliminary, and the final reference price is determined through a randomising function
that yields a final reference price within a percentage range of the preliminary price (the
range is 2% for central government entities, and 3% for local government entities). This
randomisation is conducted within KONEPS. The system generates 15 random prices
within the appropriate percentage range. Each bidder for the contract then selects 2 of
these 15 random prices blindly. Of those selected by bidders, the four most frequently
selected are averaged to calculate the final reference price.

Once the reference price is established, PPS conducts negotiation with each approved
supplier. To support this negotiation, each supplier is required to provide proof of
transactions over a period of two months for each product model. This documentation is
provided in the form of e-tax invoices for all MAS contracted goods; these e-tax invoices
include quantities and unit prices. It is the responsibility of each supplier to download e-
tax invoices from the National Tax Service and register this information on KONEPS on
the 15th of every month. These registered e-tax invoices are used for the price monitoring
of MAS-contracted products.

For those suppliers that reach an agreement on price negotiation, a contract is
awarded. Three or more suppliers are required for a MAS contract. While MAS contracts
were originally awarded for a period of one year, PPS noted that this created a burden on
suppliers — and particularly on small and medium-sized enterprises — by requiring that
they prepare the documents to renew the contract each year. To address this, the period
for MAS contracts is now two years. Recognising that some products, such as electronics,
are more vulnerable to changes in price and technological development, such products are
excluded from this change, and retain one-year contract periods.

Ordering procedures

Once MAS contracts are established, the products are available within the KONEPS
Online Shopping Mall. It is then the responsibility of each end user to compare, search
and purchase within their needs. For simple transactions, this process is a straightforward
ordering through automated processes within KONEPS. However, in certain cases there
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is a requirement to conduct a second stage competition for price and quality within the
MAS contracting framework.

The requirements for second stage competition were introduced in 2008 in order to
enhance transparency and competitiveness in larger purchases. Since March of 2012,
second stage competition applies to all orders for one-time purchasing of more than
USD 42 400 in the case of goods manufactured by large enterprises, and purchases over
USD 84 800 for goods manufactured by SMEs. Exceptions to the requirements for
second stage competition are strictly limited to cases where immediate assistance is
required (for example, in response to a natural disaster) or in cases where the existing
product cannot be replaced by a similar, but not identical, product because of
compatibility issues.

In order to prevent public entities from avoiding this requirement by dividing the
purchase into multiple smaller lots, KONEPS Online Shopping Mall is configured to
track repetitive orders. If a single entity places repetitive orders for the same product and
the cumulative total ordered within a rolling 30-day period exceeds the USD 42 400 or
USD 84 800 threshold, the system automatically blocks further orders by the entity for
the products in question.

For orders subject to second stage competition, the buying entity is required to
determine evaluation criteria and request proposals from five or more suppliers.
Beginning in November 2013, the system incorporates a feature whereby KONEPS
automatically selects two additional suppliers at random, in addition to those selected by
the buying entity, to further increase competition.

Once quotations are received, the buying entity is responsible for evaluating them
according to the evaluation method selected: lowest price, standard assessment or
comprehensive assessment (see Table 3.3). Based on the evaluation method selected, a
period of between three to five full days is allowed for the buying entity to conduct the
evaluation. In cases where a contacted supplier does not submit a proposal for evaluation,
the previous contract terms and conditions are considered to be the proposal. Following
evaluation and selection of the winning bidder, a request for delivery is made, and the
buying entity processes payment directly through the online systems within KONEPS.

While one of the intentions of the second stage competition is to increase savings
through additional competition, there is a competing concern that this pressure could
cause SMEs to contract at unprofitable rates. To address this concern, PPS limits the
maximum allowable discount offer to 10% for SME products. While the intention behind
this limitation is virtuous, it is unclear whether a limit of 10% discount on the offered
price will ultimately represent the best value for the public buyer. While some other
systems enforce similar discount limits, they are often not as restrictive as 10%. For
example, Portugal only blocks bids below 50% of the estimated price as unreasonably
low bids. PPS should study whether this requirement is necessary, or necessarily set at
this value.
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Table 3.3. Comparison of assessment methods

Comprehensive assessment Standard assessment ;g:veisstrﬁgﬁf
Price
(45~75 pts) o (65~75 pts)
Basic assessment Delivery on time 5
(over 60 pts) (10~20 pts) o=t
Quality inspection
(5 pts) o (5pts)
Technological certificate
(10 pts) o (10 pts)
Preference
(below 5 pts) © (5pts)
Local supplier Proposed
ltems (below 5 pts) X price only
Selective Delivery term X
assessment (below 5 pts)
(below Post management
40 pts) (below 5 pts) © (6~10pts)
Past experiences 5
(below 5 pts) © (6~10pts)
Financial stability X
(below 5 pts)
Socially disadvantaged supplier
(below 5 pts) © (5pts)
4 types of standard assessment
Feature Some assessment items can be selected by end-user exist, and the end-user entity Focused on
public buyers may select 1 of the 4 basedon | price
their purpose of purchase

Contract management

MAS contracts contain provisions to ensure that the most favourable price is offered
to buyers. Suppliers are only allowed to increase their prices in the case of inflation of
more than 3%, pursuant to the Enforcement Decree on the Act on Contracts to Which the
State is a Party. This type of raise is also only possible if at least 90 days have passed
since the issuance of the contract.

Suppliers are allowed to lower the price of their products at any time. In addition,
they are required to maintain a MAS price that is the most favourable price, which is
determined in comparison to the market price. For this purpose, market price is the lowest
price offered by the supplier to the sole distributor or its dealers, the price listed on its
homepage or in catalogues, or otherwise available for purchase. In cases where a lower
price is offered outside of MAS, the supplier is required to notify PPS and either adjust
the price to match the lower offered price or prove that the MAS price is really the most
favourable price. Exceptions apply if the difference between the market price and the PPS
price is smaller than 3%, if the period of reduction in market price does not exceed
15 days (short-term sales), and as long as the number of times of price reduction is equal
to or less than two times during the course of the MAS contract period. In cases where the
contractor fails to voluntarily report a lower offered price for a MAS product, penalties
can be applied, including the suspension of the transaction, cancellation of the contract, or
debarment from future contracting for the supplier.
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In cases where a supplier would like to add an additional product model to an existing
contract, the contract must be revised. Such revision is allowed after 60 days have passed
from the issuance of the contract, or from the most recent contract revision.

Future directions

MAS contracts for services

While most of the MAS contracts made by PPS focus on standardised commercial
products, public buying has trended toward increased reliance on services, or on hybrid
contracts where goods are supplied along with support services necessary for their
operation. To keep pace with this trend, PPS is working to develop and expand the use of
MAS contracting for services. Between 2012 and 2013, the number of services provided
on MAS increased from 185 to 753. During the same period, purchasing volume
increased from USD 26.6 million to USD 181.8 million.

To date, the covered services include collective insurance, mobile surveys, school
field trips and other commoditised services. Building on the momentum developed in
2013, PPS established a unified service classification system to systematically increase
the use of MAS contracts in service products, manage statistics, and nurture the public
contracting services industries. PPS opened a designated aisle for specific services within
KONEPS Online Shopping Mall in 2014, including school field trips, collective insurance
and mobile surveys. Additionally, PPS has created a Service Contract Division in January
of 2015 to expand MAS contracts for services.

Recommendations for expansion of MAS contracts for services

Selection for MAS contracting includes a requirement that the procured item be
subject to industry-wide commercial standards and test standards. Current efforts to
incorporate more services in the MAS framework contracts involve a similar effort to
begin by systematically classifying services in a uniform way. While this approach will
yield solid and standardised results, its application may be limited as more and more
complex services are contemplated for inclusion in MAS contracts, as complex services
are not always easy to characterise in a neat and standard way.

For this reason, consideration of approaches that incorporate additional flexibility
may be required. For complex services, a category management approach may be
necessary. Under such an approach, PPS could assemble individuals with market
expertise to appropriately structure framework agreements for complex services in the
absence of criteria that are easily standardised. For such cases, comprehensive evaluation
during second stage competition would be necessary, as price alone would likely be a
poor indicator for complex services. But this approach is applied in other OECD
countries, for example, through the application of Quality Assurance Plans in France (see
Box 3.10) and strategic sourcing and collaboration (see Box 3.11). As most of the current
MAS contracts focus primarily on awarding to lowest cost providers, the move to
services and a category management approach necessitates consideration of additional
workforce skills and training. Contracting based on best value requires additional skills
and experience as well as new training for the workforce.
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Box 3.10. Quality assurance plan: An example of cleaning services in France

The Union des groupements d’achats publics (UGAP, Union of Public Purchasing Groups) is a French
central purchasing body that buys products and services and sells them to the government and government
agencies, regional authorities and hospitals. Its purchasing categories include vehicles, information technology
(IT), furniture and equipment, medical supplies, maintenance and technical services and facility management
services.

In 2014, UGAP concluded a framework agreement for cleaning services. The agreement has a duration of
four years and is divided into 26 regional lots. For each lot, seven to ten suppliers are selected. When buyers
wish to place a purchase order, they conduct a mini-tender in which suppliers submit bids to win the order, in
accordance with the mini-tender award criteria defined in the framework agreement.

This agreement includes a quality assurance plan to evaluate the quality of the services rendered by the
supplier and assess whether it is within specific thresholds established by UGAP. The quality assurance plan
formed part of the tender documents, so bidders were aware that they would be bound to it if they won the
contract.

In order to evaluate the quality of services, the quality assurance plan foresees with three different kinds of
inspections of the services, to take place at agreed intervals (once a month or a trimester):

1. self-inspections carried out by the supplier
2. planned inspections carried out by the supplier and the public buyer
3. unplanned inspections carried out by the supplier and the public buyer.

For the self-inspection, the supplier has to monitor itself the quality of the services, carrying out verification
operations and taking immediate corrective measures where needed. At the end of the inspection, the supplier
has to evaluate the level of services according to a predefined index and is responsible for the accuracy of the
information.

For the planned inspections, the buyer has to inform the supplier at least 48 hours before the inspection. At
the end of the inspection, the supplier has to evaluate the level of services according to the predefined index. If
the rating is under a certain threshold, the supplier has 48 hours to solve the problem and is liable for a penalty.
The amounts of penalties depend on the extent of the defect in performance, i.e. their amounts increase as quality
levels fall.

The unplanned inspections are carried out after an obvious worsening of the quality of the services that does
not correspond to the agreed quality levels. The supplier and buyer carry out the inspection 24 hours following a
demand. At the end of the inspection, the supplier has to evaluate the level of services according to the
predefined index. If the rating is under a certain threshold, the supplier has 48 hours to solve the problem and is
liable for a penalty.

In addition, any buyer who notices defective performance of services has to inform UGAP through a
webpage. UGAP monitors that and forwards the information to the supplier. The supplier has 48 hours to solve
the problem otherwise he can be excluded from the next phases of the framework agreement.

Source: OECD (forthcoming), Improving ISSSTE s Public Procurement for Better Results.
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Box 3.11. A strategic sourcing and collaborative approach: Cleaning services in Croatia

Cleaning is defined as the process of removing dirt, dust, organic matter and other stains from the floor,
equipment and furniture in order to achieve an acceptable standard of cleanliness associated with the aesthetic
appearance of space by using and combining different cleaning techniques. Cleaning services was a suitable
category to be split by regions, and therefore for creating a framework agreement.

First, market research was conducted in order to gain knowledge on the specificities related to cleaning
services.

A few big suppliers of cleaning services were contacted and their experiences were discussed. This was a
mandatory step before starting the demand aggregation, as the procurement team needed to understand how to
formulate tables for the demand aggregation, what data to ask for, etc.

The procurement team learned about the classification of space, the types of cleaning services, the
percentage of labour in the price of service per square metre, the types of cleaning products used, etc.
Information on the current contracts of the cleaning service suppliers was also very useful.

As understood during the initial market research step, the two major classifications of cleaning services are
per type of space and per frequency of cleaning.

A call for tender was published, with the following details:

e Procurement procedure: Open public procurement procedure to conclude an FA with at least three
economic operators for a period of three years.

e Lots: Division of procurement into 30 lots. The largest city, Zagreb, was split into several lots according
to the locations of the ministries.

e A detailed list of locations and cleaning surface quantities for each lot and for each location was
provided.

e Selection criteria:

— alist of the bidder’s services contracts executed over the past three years, indicating the amount and
service

— Dbidder’s registration, taxes, criminal record
— tender guarantee.
e Additional requirements: List of cleaning products:
— self-declaration with the list of cleaning products that the supplier is going to use
— the list becomes a part of the FA and can be checked accordingly.
e Price definition and adjustment:

— The bid price shall include all costs and discounts without VAT, including wages, supplies (garbage
bags), accessories, machinery and materials for cleaning.

— The price does not include hygienic supplies — toilet paper, hand towels, liquid soap, etc.

— Changes of the unit prices are related to a change in the minimum wage in Croatia.
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Box 3.11. A strategic sourcing and collaborative approach: Cleaning services in Croatia
(continued)

In order to support the bidders in making better offers and due to the varying quality of surfaces and spaces,
suppliers were allowed to visit each location prior to bidding. Visits were arranged with advance notice with the
designated contact person for each location. Documentation was provided in advance of the specified times when
the inspections could be performed, as well as the contact persons of the ministries.

Certain important questions were raised during the design and execution phases of the FA, including:

e How can it be verified whether the bidder executes the service according to the standards set in the
agreement?

e  What should be done if the service is not performed according to the standards?
e  What standards should be introduced for the cleaning services?

e How should the minimum wage for the cleaning profession be defined and calculated?

The FA expired in August 2014. The procedure for setting up a new FA for the next period started well in
advance of the expiration date. A revision of the initial FA took place in order to identify which items needed to
be adjusted as a result of external changes as well as feedback on the performance of the FA. Some new
conditions that tailored the new tender included:

e a government decision on outsourcing

e problems reported with call-offs for the 30 lots; there were many changes of facilities during the FA
period.

Further to the internal revision of the initial FA, meetings with CAs and suppliers were held. These helped to
rationalise the amount of hours for cleaning and decrease the number of lots from 30 to 20.

Source: OECD (forthcoming), Manual on Framework Agreements for Greece.

Expansion of goods in MAS contracts

In addition to expanding MAS contracts for services, the Shopping Mall Planning
Division is responsible for identifying new products suitable for MAS contracting and
dramatically expanding the number of items currently available through the Online
Shopping Mall. This effort is currently focused on goods receiving social attention, and
goods related to safety and security.

Recommendations for the Shopping Mall Planning Division

As with the expansion of MAS contracts for services, the use of a commodity
management approach could benefit the efforts to expand the range of goods available in
the Online Shopping Mall. As with complex services, there are some goods that are not
easy to buy according to readily standardised qualities or commercial and test standards.
In these cases, and with the expertise of the industrial specialists, processes for evaluating
proposals during second stage competition according to comprehensive assessment may
allow for the inclusion in MAS contracting of products that were otherwise excluded. The
experience of the United States in establishing better centralised purchasing for printers is
a relevant example (see Box 3.12). It illustrates the importance of identifying the true cost
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drivers when evaluating contracting approaches designed to lead to increased efficiency
and cost savings. Printers are a relatively simple, commoditised good, but driving real
savings in their use requires a much more detailed and sustained approach than simply
establishing effective framework agreements for their purchase. Similarly, purchase of
more complicated goods and services will often require a more in-depth understanding of
the product or service, as well as ongoing activity to ensure that buyers’ behaviours (for
instance, in conducting second stage competition among MAS contract stakeholders) lead
to efficient outcomes.

Box 3.12. PrintWise in the United States

A Federal Strategic Sourcing Initiative (FSSI) was begun in the United States to standardise
purchasing and drive cost savings through consolidation. As a team of commodity experts was
assembled, it quickly became clear that, while printers themselves are a relatively simple
commodity, driving true cost savings with respect to government printing was a much more
complicated issue. The United States Government Accountability Office reported that federal
agencies spent an average of USD 440.4 million a year in unnecessary printing, with few
agencies having established or enforced printing guidelines detailing when it was appropriate to
print or refrain from printing. A focus on the devices themselves would ignore these cost drivers,
as well as the lifecycle costs of toner, ink and maintenance.

To address these issues, the FSSI Print Management initiative was the first strategic
sourcing solution to include a behavioural component. In addition to providing a framework
agreement for the purchase of printers and toners, this initiative, dubbed PrintWise, also included
a detailed change management campaign to improve printing practices across the US
government.

The PrintWise change management initiative is built around “Seven Steps to Lowering Print
Costs Within 90 Days™:

1. Set your default to “duplex” (double-sided) printing.
2. Set your default to “black-and-white” or “grayscale” (rather than “colour”) printing.
3. Set your default to “draft” quality (rather than “high” quality) printing.

4. Use one of the three approved toner-efficient fonts (Times New Roman, Garamond, and
Century Gothic).

5. Improve your use of sleep mode for your printers.
6. Encourage the removal of personal printers.
7. Freeze purchases of personal printers.

These steps were supported by a PrintWise Campaign Toolkit, containing a guide for how to
implement PrintWise at the agency level, a series of guiding principles for leading change
implementation, resources for communications officials and a “message map,” as well as
graphical logos and posters, tent cards and stickers that could be used as visual elements in
support of the change.

Source: General Services Administration (n.d.), “Printwise campaign toolkit”, United States,
https://strategicsourcing.gov/ printwise-campaign-toolkit (accessed 16 October 2015).

This is also an area where more comprehensive procurement data of the sort that will
be available in the Public Procurement Data System will be very useful. As one of the
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criteria for establishing MAS contracts is sufficient cross-government demand, a clearer
picture of that demand, incorporating all public buyers, can help inform the New Product
Development Team as they look for additional products to include in MAS contracting.

Key findings and recommendations

PPS implementation of MAS contracting offers a number of examples of good
practices, particularly in the areas of standardisation, efficiency and competition. By
developing a uniform process that also allows for appropriate flexibility, many elements
of the OECD Recommendation are addressed through implementation of MAS.

Element IV (ii) of the OECD Recommendation calls for the delivery of “clear and
integrated tender documentation, standardised where possible and proportionate to the
need.” MAS contracting satisfies this element in a number of ways. The potential for
vendors to apply for MAS contracts on a rolling timetable serves to “encourage broad
participation from potential competitors.” Standard processes for the establishment of and
ordering from MAS contracts involves “providing clear guidance to inform buyers’
expectations and binding information about evaluation and award criteria and their
weights.” The process of pre-qualification review helps to ensure that “the extent and
complexity of information required in tender documentation and the time allotted for
suppliers to respond is proportionate to the size and complexity of the procurement.” This
purpose is also served by the requirements for second stage competition, and the
availability of a variety of assessment mechanisms for such competitions — simple needs
can be satisfied with lowest price competitions, while goods to satisfy more complex
needs are assessed according to more detailed criteria. MAS contracting also supports
Element IV (iii) of the OECD Recommendation, encouraging competition both by
providing an open-market environment for new vendors who would like to add their
products and by explicitly requiring second stage competition in the case of large
purchases.

MAS contracting also supports Element VII, “processes to drive efficiency
throughout the public procurement cycle in satisfying the needs of the government and its
citizens.” The purpose of MAS contracting —to reduce duplication, inefficiency and
waste by establishing framework agreements— is in line with Element VII (i), by
streamlining the public procurement system and its institutional frameworks. By allowing
dedicated PPS contracting officials to manage the work of establishing the MAS
contracts, officials in other public-buying entities are freed to order with reduced burden
and overlap, and to focus their own efforts on purchases with high priority within their
organisations.

The implementation of MAS contracting also satisfies Element VII (ii), as a “sound
technical process to satisfy customer needs efficiently.” Identifying relevant targets for
the award of MAS contracts and conducting the initial competition involves “developing
appropriate technical specifications,” and the decision to apply pre-qualification testing
involves “identifying appropriate award criteria.” PPS officials maintain the MAS
contracts throughout their life, “ensuring adequate resources and expertise are available
for contract management following the award of a contract.” The establishment of
centralised purchasing and framework agreements (such as MAS contracts) are explicit
examples contained in Element VII (iii) of the OECD Recommendation. Further, this
element calls for “application of such tools across sub-national levels of government,
where appropriate,” which is implemented through the availability to order from MAS
contracts across the levels of government in Korea.
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Given these good practices in implementing MAS contracting by PPS, the
recommendations for improvement in this area focus largely on expansion of the system,
rather than on necessary improvements.

Summary of recommendations

e Consider the necessity of the restriction on discounts during the second stage
competition, and perhaps study whether 10% is the appropriate threshold.

e Consider implementation of broader commodity management efforts to allow for
MAS contracts for complex services.

e Consider implementation of commodity management to allow for MAS contracts
for non-standard goods.

e Consider workforce training and skills requirements necessary to support
implementation of more complex MAS contracts for services and non-standard
goods.

e Utilise whole-of-government data available from the Public Procurement Data
System to develop a better understanding of demand in looking for additional
products for MAS contracts.
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Chapter 4

Social integration: PPS implementation of secondary policy objectives

Korea utilises public procurement to support the furtherance of policy objectives through
a broad and complex array of support mechanisms. These are primarily implemented by
the Public Procurement Service (PPS) with support from other relevant ministries. This
chapter presents an analysis of the use of public procurement to foster secondary policy
objectives in Korea in three primary areas: support for particular types of enterprises,
innovation and support for green public procurement.
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While efficiency and cost effectiveness are among the primary objectives of public
procurement, governments increasingly use this purchasing power as a policy lever to
support various secondary objectives such as green growth, the development of small and
medium-sized enterprises (SMEs), or innovation. The OECD has monitored these trends
as part of its efforts to review country progress in implementing the 2008 OECD
“Recommendation of the Council on Enhancing Integrity in Public Procurement”, as well
as in the development of public procurement data for the OECD Governance at a Glance.

The 2015 OECD “Recommendation of the Council on Public Procurement”
(hereafter, the “OECD Recommendation™) encourages a balanced approach to the
inclusion of policy goals in public procurement. Recognising the delivery of goods and
services necessary to accomplish government mission in a timely, economical and
efficient manner as the primary procurement objective, the OECD Recommendation
identifies secondary policy objectives as any of a variety of objectives pursued through
public procurement, such as sustainable green growth, the development of small and
medium-sized enterprises, innovation, standards for responsible business conduct or
broader industrial policy objectives. The policy choice regarding whether to pursue
secondary policy objectives in public procurement will vary by government and the needs
of citizens, but the OECD Recommendation identifies steps that should be taken
whenever such objectives are pursued (see Box 4.1).

Box 4.1. OECD Recommendation on secondary policy objectives

V. RECOMMENDS that Adherents recognise that any use of the public procurement
system to pursue secondary policy objectives should be balanced against the primary
procurement objective.

To this end, Adherents should:

i) Evaluate the use of public procurement as one method of pursuing secondary
policy objectives in accordance with clear national priorities, balancing the
potential benefits against the need to achieve value for money. Both the capacity of
the procurement workforce to support secondary policy objectives and the burden
associated with monitoring progress in promoting such objectives should be
considered.

ii) Develop an appropriate strategy for the integration of secondary policy
objectives in public procurement systems.For secondary policy objectives that will
be supported by public procurement, appropriate planning, baseline analysis, risk
assessment and target outcomes should be established as the basis for the
development of action plans or guidelines for implementation.

1ii) Employ appropriate impact assessment methodology to measure the
effectiveness of procurement in achieving secondary policy objectives. The results
of any use of the public procurement system to support secondary policy objectives
should be measured according to appropriate milestones to provide policy makers
with necessary information regarding the benefits and costs of such use. Effectiveness
should be measured both at the level of individual procurements, and against policy
objective target outcomes. Additionally, the aggregate effect of pursuing secondary
policy objectives on the public procurement system should be periodically assessed to
address potential objective overload.

Source:  OECD  (2015a), “Recommendation of the Council on Public Procurement”,
www.oecd.org/corruption/recommendation-on-public-procurement.htm.
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The vast majority of OECD member countries use public procurement as a tool to
implement policies or strategies to foster secondary policy objectives. In fact, 26 OECD
member countries have developed strategies or policies to support green public
procurement, SMEs and innovative goods and services. These strategies are
predominantly developed at the central level (see Table 4.1).

Table 4.1. Development of strategic public procurement by objective

Green public Support to SMEs Support to innovgtive

procurement goods and services
Australia ° ° °
Austria ° o °
Belgium ‘o ° °
Canada ‘0 ° °
Chile ‘e ‘e °
Denmark ° ° °
Estonia o o o
Finland ° ¢ *
France ‘0 ‘0 ‘e
Germany ° ° °
Greece ‘o ° o
Hungary . ° °
Ireland ° ° °
Italy . + .
Japan ° ° °
Korea ° ° °
Luxembourg ‘0 ‘e .
Mexico ° ° °
New Zealand ‘0 ‘e ‘o
Norway o ) ‘e
Poland ° ° °
Portugal ° . .
Slovak Republic o o o
Slovenia ‘0 ° °
Spain ‘e ‘e 0
Sweden ‘0 ° °
Switzerland ‘0 ‘e .
United Kingdom ° ° °
United States ° ° ¢o
Brazil ‘e ‘e °
Colombia + ° °
OECD29
4 Astrategy / policy has been developed by 13 10 10
some procuring entities
® A strategy/policy has been developed at a 24 23 20
central level
B A strategy / policy has been rescinded 1 0 0
O A strategy/policy has never been developed 2 3 3

Source:  OECD  (2015b), Govermment at a Glance 2015, OECD Publishing, Paris,
http://dx.doi.org/10.1787/gov_glance-2015-en.

In sharp contrast, the number of OECD member countries that report measuring the
results of their strategies or policies to promote environmental or socio-economic
objectives is significantly lower and exhibits differences between the policy objectives.
Among the 26 OECD member countries who have a strategy or policy developed at the
central level or by procuring entities (line ministries), 18 (69%) measure the results of
their strategy or policy to support green public procurement. There are 15 OECD member
countries (58%) that measure the results of their strategy or policy to support SMEs. Only
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9 OECD member countries (35%) measure the impact of their policy or strategy to foster
innovative goods and services (see Figure 4.1).

Figure 4.1. Measuring results of strategic public procurement's policies/strategies

A. Support for green public procurement

B. Support for SMEs
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Figure 4.1. Measuring results of strategic public procurement's policies/strategies (continued)

C. Support for innovative goods and services
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Source:  OECD  (2015b), Govermment at a Glance 2015, OECD

Publishing,  Paris,
http://dx.doi.org/10.1787/gov_glance-2015-en.

PPS policies for supporting social enterprises

Public Procurement Service (PPS) implements the government’s policies for
increasing public purchases from a variety of types of entities, including small and

medium-sized businesses, local businesses, women-owned businesses and other social
enterprises.

Support for small and medium-sized enterprises

Support for SMEs in Korea is a strong priority, given the make-up of the economy.
There are approximately 3.3 million SMEs in Korea, while there are only 2 900 large
businesses: SMEs are 99.9% of businesses. This difference is reflected in the number of
SMEs registered with PPS (see Table 4.2). Only 1.8 million employees work for large
businesses, while SMEs employ 13 million, or 87.6% of the workforce. An estimated
47.7% of the value-added generated by the Korean economy is attributed to SMEs.
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Table 4.2. Registered Businesses in KONEPS

2009 2010 2011 2012 2013 2014
Total 262 411 261314 291 245 323003 353 021 384 994
Subtotal 260973 259 871 289 068 319 853 348178 379 927
Small and General goods 106 864 105432 119 694 134 932 149 417 166 766
medium-sized Foreign goods 5205 5069 5417 5675 5985 6212
businesses  Public works 81715 74 483 77 226 80 008 82523 85186
(including non- Services 65 696 74 235 85973 98 332 109 170 120 472
profitorgs.)  Commodities 1294 424 506 611 722 892
Foreign firms 199 228 252 295 361 399
Subtotal 1438 1443 2177 3150 4843 5067
General goods 586 581 886 1271 1886 2000
Large Forejgn goods 67 58 70 107 151 148
bUSINesses Pubh_c Works 308 312 456 632 945 974
Services 441 464 732 1,105 1845 1923
Commodities 9 1 6 8 16 22
Foreign firms 27 27 27 27 0 0

Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.

The legal basis of support of SMEs comes from Article 4 of the Act on Facilitation of
Purchase of Small and Medium Enterprise Manufactured Products and Support for
Development of Their Markets, which requires the heads of public institutions to provide
small and medium-sized businesses with increased opportunities to receive orders when
they intend to make procurement contracts for goods, services and construction works. In
the past, SMEs were defined by Article 3 of the Framework Act on Small and Medium
Enterprises on the basis of either number of permanent employees, overall capital or sales
volume. A recent change, which took effect on 1 January 2015, now defines SMEs solely
in terms of sales volume (either annual or average). In addition to the criteria for being
included as an SME, there are specific factors that can exclude an enterprise from SME
status, including total assets exceeding USD 423.8 million. Finally, in addition to meeting
the other criteria, a business must also be deemed independent in ownership and business
operation (not a subsidiary of a large enterprise) with respect to the relevant laws and
regulations.

Businesses must renew SME certification annually, and apply for certification by
submitting corporate balance sheets to prove sales volume. Certification is conducted by
the Small and Medium Business Administration (SMBA) according to the terms of
Article 27 of the Small and Medium Business Framework Act.

Article 4 of the Enforcement Decree of the Act on Facilitation of Purchase of Small
and Medium Enterprise-Manufactured Products and Support for Development of their
Markets sets an annual purchasing goal for SME-manufactured products of 50% or more
of total purchasing value.

For goods and services procurement, SMEs are supported through a broad range of
programmes. An SME set-aside programme is run in co-operation with the Small and
Medium Business Administration (SMBA). Under this programme, SMBA designates
specific products for SMEs, and currently there are 207 products with this designation.
For these products designated as competitive products, only SMEs that directly
manufacture such products are invited to participate in competitive tenders. Eligibility to
participate is managed through a Public E-procurement Information Network, available at
www.smpp.go.kr and maintained by SMBA. Direct contracting is allowed for small-sum
contracts (below USD 42 400). In order to prevent excessive competition resulting in
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unsustainably low prices, discounts below 88% of the established reference price are not
allowed (see Chapter 3 for more information on the establishment of reference prices).

In addition to the set-aside programme, large businesses are restricted from
participation in tenders for general goods below the World Trade Organization
Agreement on Government Procurement (WTO GPA) threshold. There are also SME-
related requirements during the second stage competition related to Multiple Award
Schedule (MAS) framework agreements, for appropriate products. The award period for
MAS contracts was recently doubled to two years, in most categories, as a means of
reducing the burden on SMEs of applying for these contracts on an annual basis.

On the basis of these programmes, SMEs captured a substantial share of over 50% of
contracts conducted by competition in 2013, a significant increase from the 30% share of
2009, as shown in Table 4.3.

Table 4.3. Contract performance by competition among SMEs

In USD billions
Categories 2009 2010 2011 2012 2013 2014
Competition contracting 14 13 12.0 134 147 18
(A) ' ' ' ' ' '
Competition among
SMEs (8) 35 43 5.7 6.9 7.7 6.3
Percentage 30.5% 38.2% 47.8% 51.5% 52.1% 53.7%

Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.

SMEs can also benefit from a variety of special designations that are offered by
SMBA, PPS and line ministries. Designation as an outstanding SME (for example,
through certification for excellent technology or performance, or through designation as
an innovative SME by SMBA) provides additional points in contract fulfilment capability
tests, allowing such SMEs a competitive advantage. Designation as a supplier of an
Excellent Government Supply Product allows for direct contracting, which can increase
SME market share. The Excellent Government Supply Joint Brands designation allows
direct contracting in a way that supports technology sharing, transfer and joint production
among SMEs. These and other certification mechanisms will be examined in more detail
below.

For construction works, the Korean Government assigns some projects into multi-use
lists that are divided into seven classes according to the size of the work. For works of
second class and below (Class 1 is the largest), only small and medium-sized construction
companies are allowed to participate in tenders (a breakdown of construction works by
class is presented in Table 4.4). These classes include works below USD 127 million for
civil engineering works, and works below USD 93.2 million for architectural works.
Many of the 207 designated products set aside for SMEs are construction materials.
Korea has also recently implemented a programme to better support subcontractors by
protecting their rights to timely payments and preventing “dual contracts” that forced
subcontractors to perform according to less favourable terms following award of the
government contract. This system, the Subcontract Management System for Government
Contracts (SMSGC) is demonstrating impressive results in its initial implementation.
More detail on SMSGC is presented in Chapter 2.

THE KOREAN PUBLIC PROCUREMENT SERVICE: INNOVATING FOR EFFECTIVENESS © OECD 2016



88 — 4. SOCIAL INTEGRATION: PPS IMPLEMENTATION OF SECONDARY POLICY OBJECTIVES

Table 4.4. Construction works contracts

In USD billions
2009 2010 2011 2012 2013 2014
New construction works contracts total  22.3 12.6 94 8.2 9.1 7.3
Volume of contracts Class 1 1.9 0.7 0.8 14 0.6 0.3
where multi-use list  Class 2 and below 3.3 2.0 1.3 1.6 1.5 1.8
applies Subtotal 5.2 2.7 201 3.0 2.1 2.0
Percentage (Total/Class 2 and below)  14.9% 15.9% 13.4% 19.4% 17.0% 28.1%

Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.

PPS also provides special financial support to SMEs involved in public contracting.
SMEs are entitled to an upfront payment of up to 70% of the value of a government
contract (see Table 4.5). For some contracts for goods, including orders against unit-price
contracts, lump sum contracts for goods valued up to USD 423 800, or at the request of
the end user for other goods contracts, the business is entitled to instant payment upon
presentation of the invoice. In these cases, payment is made from the PPS special account
and then reimbursed by the end user, as discussed in Chapter 2. Though central
government entities are entitled to a payment period of up to five days, instant payment
allows SMEs to receive payment within as little as four working hours.

Table 4.5. Upfront payment

In USD millions
2009 2010 2011 2012 2013 2014
Total upfront payment 409.4 3724 301.0 418.9 488.7 479.0
Upfront payment to SMEs 251.6 348.4 291.4 389.1 4471 443.8
Percentage 61.4% 93.6% 96.8% 92.9% 91.5% 92.7%

Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.

Further liquidity support for SMEs in public procurement comes from a network loan
programme. Under this programme, 15 commercial banks have partnered with PPS to
offer terms that allow SMEs to obtain loans for up to 80% of the contract amount solely
based on the contract with PPS, without any lien. This is a valuable means of support for
SMEs without the financial standing to otherwise finance performance of public
procurement contracts, and it has expanded substantially in recent years, reaching over
11 000 loans and nearly USD 400 million (see Table 4.6). Six institutions - including
KIBO (Korea Technical Finance Corporation), Korea Federation of SMEs, Industrial
Bank of Korea, Sinhan Bank, Hana Bank and Woori Bank — provide even more
comprehensive support for SMEs in the form of warranties, loans and enterprise
consulting. As of 31 December 2014, 1 223 warranties, loans and consultations were
provided under this programme, for a total amount of USD 571 million.
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Table 4.6. Network loans made to SMEs

2009 2010 2011 2012 2013 2014
Number of loans 933 4754 7 541 10048 11472 11419
Amount (in 50.8 1477 250.6 3410 398.6 3786

USD millions)
Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.

Data regarding PPS contract awards to SMEs are contained in Table 4.7, and are
further broken down by category in Tables 4.8 and 4.9. In general, SMEs account for
two-thirds of total contracting value awarded by PPS. Table 4.10 shows that the PPS
proportion of SME contracting relative to total contracting in Korea is around one-third.

Table 4.7. Total contract awards to SMEs

In USD billions
2009 2010 2011 2012 2013 2014
Total contract awards 36.2 32.0 28.2 29.0 321 28.3
Awards to SMEs 194 19.1 185 19.0 213 204
g&rgi”tage ofawardsto 540 59.8% 65.7% 65.3% 66.4% 71.9%

Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.

Table 4.8. Contract awards to SMEs for goods and services

In USD billions
2009 2010 2011 2012 2013 2014

Totall contract awards for goods and 16.0 147 15.2 16.9 19.0 191
services

Goods 10.0 9.7 10.5 114 12.8 12.7
Awards to SMEs!  Services 1.3 14 1.3 15 2.0 2.1

Total 11.3 111 11.8 13.0 14.9 14.8
Percentage of awards to SMEs 70.9% 75.2% 77.6% 76.6% 78.1% 77.4%

1. Awards to social organisations, cooperatives, and social enterprises that meet the SME criteria are included in the
figures as of 1 July 2013.

Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.

Table 4.9. Contract awards to SMEs for construction works

In USD billions
2009 2010 2011 2012 2013 2014
Total contract awards for construction works 20.3 17.3 13.0 12.2 131 9.2
Construction 8.1 8.0 6.6 59 6.2 5.4
év'\;aérgs o Technical consultancy services! 0" 0.2 0.2 01 0.2 0.2
Total 8.1 8.1 6.7 6.0 6.4 5.6
Percentage of awards to SMEs 39.9% 46.7% 51.8% 49.7% 49.3% 60.5%

1. Until the end of 2009, technical consultancy services had been categorised under goods and services.

Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.
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Table 4.10. PPS’ share in total public procurement contract awards to SMEs

In USD billions
2009 2010 2011 2012 2013
Total public procurement contract
awards to SMEs! 67.6 56.8 574 61.0 66.8
PPS's contract awards to SMEs*  19.4 19.1 18.5 19.0 21.3
Percentage 28.7% 33.7% 32.3% 31.1% 31.9%

1. Figure includes PPS’s contract awards to SMEs for general goods and services and construction works.
Awards for foreign procurement and commodity stockpiling/release are not included in this figure.

Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.

Recommendations for improvement of SME support

During the fact-finding mission, it was identified that the public procurement system
in Korea can tend to seem overly focused on SMEs, to the exclusion of large suppliers.
While much of this focus is intentional, additional steps could mitigate this concern to
some extent. PPS should consider evaluating tenders from large suppliers on the basis of
support for SMEs provided through subcontracting opportunities. While some
subcontracting is set aside for SMEs through various other programmes, there is no
systematic method for encouraging large enterprises to subcontract with SMEs. Such
programmes in other countries serve to further increase procurement opportunities for
SMEs while also demonstrating the value of large enterprises for high-value
procurements (see the example from the United States in Box 4.2).

Box 4.2. Small business subcontracting in the United States

As an additional method of encouraging participation by small businesses in federal
contracting opportunities, the United States has implemented a mandatory Small Business
Subcontracting Program. For all contracts that exceed the simplified acquisition threshold
(USD 150 000), contractors are expected to provide the maximum practicable opportunity to
participate in contract performance to small business, veteran-owned small business, services-
disabled veteran-owned small business, Historically Underutilized Business Zone (HUBZone)
small business, small disadvantaged business, and women-owned small business concerns. For
contracts or contract modifications expected to exceed USD 650 000 (including options) that
contain subcontracting opportunities, the supplier selected for award is required to submit a
detailed subcontracting plan. Failure to submit a subcontracting plan renders the supplier
ineligible for award, and any contractor or subcontractor that fails to comply in good faith with
the requirements of the subcontracting plan is considered in material breach of its contract. The
requirement for a subcontracting plan does not apply when the selected supplier is itself a small
business, to personal services contracts, or to contracts performed entirely outside of the United
States (FAR 19.702).

Each subcontracting plan must include:

1. separate percentage goals for small business, veteran-owned small business, service-
disabled veteran owned small business, HUBZone small business, small disadvantaged
business and women-owned small business concerns as subcontractors

THE KOREAN PUBLIC PROCUREMENT SERVICE: INNOVATING FOR EFFECTIVENESS © OECD 2016



4. SOCIAL INTEGRATION: PPS IMPLEMENTATION OF SECONDARY POLICY OBJECTIVES — 91

Box 4.2. Small business subcontracting in the United States (continued)

2. a statement of the total dollars planned to be subcontracted and the total dollars
planned to be subcontracted to the categories of concerns identified in (1)

3. a description of the principal types of supplies and services to be subcontracted,
including identification of the types to be subcontracted to the relevant concerns

4. adescription of the method used to develop the subcontracting goals
5. adescription of the method used to identify potential sources for solicitation purposes

6. a statement as to whether indirect cost considerations were included in the
establishment of goals and estimated share of subcontracts

7. the name of an individual who will administer the subcontracting program, and a
description of the duties of the individual;

8. adescription of the efforts the offeror will make to ensure that relevant suppliers have
an equitable opportunity to compete for the subcontracts

9. assurances that the offeror will include the clause that mandates the Small Business
Subcontracting Program in all subcontracts that offer further subcontracting
opportunities and require any such subcontracts that exceed USD 650 000 to include
their own small business subcontracting plan

10. assurances that the offeror will co-operate in any surveys, studies and reporting
requirements necessary

11. a description of the types of records that will be maintained concerning procedures
adopted to comply with the requirements and goals in the plan.

Rather than establishing a subcontracting plan for each contract action, contractors may
establish a master plan on a plant- or division-wide basis that contains all of the elements
necessary except specific goals. For individual contracts, the master plan is then incorporated
into the individual subcontracting plan along with the goals for that contract. Such plans are
effective for three years after approval, but it remains a contractor’s responsibility to maintain
and update the master plan. Any changes to the master plan must be approved by the contracting
officer (FAR 19.704).

In addition to the compliance requirements imposed by the subcontracting plan, the
contracting officer may encourage the development of increased subcontracting opportunities in
negotiated acquisition by providing monetary incentives in the form of payments based on actual
subcontracting achievement or award-fee contracting. Such incentives are only appropriate when
the contracting officer ensures that the goals are realistic and that any such incentives are
commensurate with efforts the contractor would not have otherwise expended to achieve them
(FAR 19.705).

Source: United States Federal Acquisition Regulation 48 CFR 19.7, www.acquisition.gov/
sites/default/files/current/far/html/Subpart%2019_7.html#wp1088741.
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Support for local businesses

Both the State Contracts Act and the Local Government Contract Act specify
requirements to limit competition to local bidders, below certain thresholds (see
Table 4.11).

Table 4.11. Competition restricted to local bidders

Legal basis and application thresholds

Central government entities Local government entities
Enforcement Decree of the State Contract Act ~ Enforcement Decree of the Local Government
Leqal provisions Article 21 Paragraph 1-6, Enforcement Contract Act Article 1 Paragraph 6, Enforcement
galp Regulations of the State Contract Act Article 24 Regulations of the Local Government Contract Act
Paragraph 2 Article 24 Paragraph 2
Composite works ~ Below USD 7 million Below USD 8.5 million
. Below USD 600 000 (For administrative city projects,
Specialty works, ~ Below USD 600 000 below USD 850 000)
Other works Below USD 600 000 Below USD 425 000
Below USD 280 000
(Cr;lsgr?jfacture or Below USD 178 000 (Provincial govts. and metropolitan city govts.)
Below USD 425 000

supply), services (Municipality govts.)

Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.

For goods and services, details regarding the amount of contracting conducted
through restricted competition below the established thresholds is presented in
Table 4.12, which indicates a low use of this prerogative.

Table 4.12. Goods and services contracting through restricted competition

In USD millions

2009 2010 2011 2012 2013 2014
Total contract awards for goods and services 159654  14706.0 152046 16 899.1 190393  19105.2

Contract awards through restricted competition
among local businesses

Percentage 0.7% 0.7% 0.7% 0.6% 0.3% 0.0%
Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.

110.3 106.6 110.5 107.6 491 14

In addition to these requirements for locality-based contracting of overall projects,
additional provisions exist that require obligatory subcontracting with local businesses. A
mandatory joint local subcontract system must be applied for central government
construction works below USD 7 million and public institution construction works below
USD 20.8 million. All local government construction work should apply this mandatory
joint local subcontract system, but an exception applies to local government construction
works that exceed USD 20.8 million that were open to international tender and include a
foreign construction firm as one of the contract winners.

Information regarding purchases through restricted competition and obligatory
subcontracting is presented in Table 4.13, demonstrating that more than 50% of
construction contracts are subject to such restrictions. Additional preference for local
business products applies to categories such as ready-mixed concrete, asphalt-concrete
and cement products for suppliers located in the region where the work takes place, and
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direct contracting is allowed for goods produced by disabled veterans’ businesses and
businesses located in industrial complexes in rural areas. PPS is also working to increase
MAS contracts with local businesses.

Table 4.13. Construction Contracting Through Restricted Competition and
Obligatory Subcontracting

In USD billions

2009 2010 2011 2012 2013 2014
New construction works contracts total 22.3 12.6 94 8.2 91 7.3
Contrac_t.awards through res?ricted 20 18 16 14 16 14
competition among local businesses
Obligatory subcontracts to local 72 45 29 3.1 35 33
businesses
Subtotal 9.2 6.3 3.7 4.6 5.2 47
Percentage (Subtotal/Total) 41.0% 50.2% 39.5% 55.7% 571% 64.7%

Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.

Overall data regarding PPS contract awards to local businesses are contained in
Table 4.14 and is further broken down by category in Tables 4.15 and 4.16.

Table 4.14. PPS total contract awards to local business

In USD billions
2009 2010 2011 2012 2013 2014
Total contract awards 36.2 32.0 28.2 29.0 321 28.3
Awards to local businesses 224 20.0 18.9 19.3 21.9 19.8
Percentage of awards to local 62.0% 62.6% 66.8% 66.4% 68.2% 70.0%

businesses

Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.

Table 4.15. PPS contract awards to local businesses for goods and services

In USD billions
2009 2010 2011 2012 2013 2014
Tota.l contract awards for goods and 16.0 147 15.2 16.9 19.0 191
services
Awards to local Goods 9.8 8.8 9.3 10.6 12.2 11.9
wards to loca :

businesses Services 0.8 0.7 0.7 0.8 1.0 1.0

Total 10.6 9.6 10.0 114 13.1 12.9
Percentage of awards to local 0 0 o 0 o o
businesses 66.5% 65.0% 65.6% 67.5% 68.8% 67.4%

Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.

THE KOREAN PUBLIC PROCUREMENT SERVICE: INNOVATING FOR EFFECTIVENESS © OECD 2016



94 _ 4. SOCIAL INTEGRATION: PPS IMPLEMENTATION OF SECONDARY POLICY OBJECTIVES

Table 4.16. PPS contract awards to local businesses for construction works

In USD billions
2009 2010 2011 2012 2013 2014

Total contract awards for construction 203 173 13.0 122 131 9.2
works

Construction 11.8 104 8.8 7.8 8.7 6.8
Awards to Technical consultanc
local ) Y 0 0.1 0.1 0.1 0.1 0.1

. services

businesses

Total 11.8 10.5 8.9 7.9 8.8 7.0
Percentage of awards to local businesses 58.4% 60.7% 68.2% 64.9% 67.3% 75.3%

Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.

Support for women-owned businesses

Article 4 of the Act on Support for Female-owned Businesses instructs, “the head of a
public entity shall promote the purchase of goods manufactured and supplied by women-
owned small and medium businesses.” Women-owned businesses are defined according
to three criteria: /) the business is owned or managed by a woman; 2) a woman is
registered as the executive representing the business; or 3) the business registration was
made by a woman pursuant to the Income Tax Act or the Value-added Tax Act. Article 7
of the Enforcement Decree of Act on Support for Female-owned Businesses sets target
goals for procurement from women-owned business at 5% or more of total purchasing
value of goods and services, and 3% or more of total purchasing value of construction
works.

This instruction is implemented through two provisions that allow direct contracting
with women-owned businesses. With respect to goods and services procurement, Article
90 of the PPS Regulation of Domestic Procurement Process indicates, “Where the
estimated price of a contract is below KRW 20 million and there is no supplier
recommended by the end-user entity, the contractor shall be decided through price
quotation and negotiation with a women-owned business or a disabled persons’ business
recommended by the relevant associations.” For such contracts, PPS directly awards to a
woman-owned business recommended by the Review Committee for Recommendations
for Small Direct Contracts, which is composed of four women’s associations. For goods
tenders, women-owned businesses and businesses with high employment of women or
gender equality are given additional points in the contract fulfilment capability test, as
indicated in Table 4.17.

Table 4.17. Women-owned business priority in the capability test

Categories Additional points (out of 100 scale)

For women-owned businesses that have existed for three years or longer: Additional 0.5 point
For women-owned businesses that have existed for less than three years: Additional 0.25 point

For businesses with 10% or higher employment of women (provided that the number of women
Businesses with high employees exceeds ten): Additional 1.25 points
employment of women For businesses with 5~10% employment of women (provided that the number of women
employees exceeds five): Additional 0.75 point

"Gender Equality Business" certified by the Ministry of Employment and Labour: Additional 1.0
point

Women-owned enterprises

Gender equality businesses

Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.
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Women-owned businesses are also given additional points when selecting Excellent
Government Supply Products, with three additional points being awarded for women-
owned venture companies, “INNO-BIZ” companies or Innovative SMEs, and two points
for products manufactured by women-owned businesses outside these categories.

Article 19 of the PPS Regulation on Construction Works Contracting Process adds,
“Where the estimated price of the work is below the designated threshold and there is no
supplier recommended by the end-user entity, the head of responsible regional PPS office
may select a woman-owned business and negotiate for direct contracting.” Details of the
application of this provision appear in Table 4.18.

Table 4.18. Construction contracting with women-owned businesses

Threshold
Electricity, ICT, Contracting method

General work Specialty work Firefighting work

Direct contracting with local SMEs, or
Below USD 17 000 Below USD 17 000 Below USD 17 000 quotation competition among local women-
owned businesses

Direct contracting with local SMEs (including

USD 17 000 ~ USD 17 000 ~ USD 17 000 ~ women-owned or handicapped suppliers), or

USD 42500 USD 42500 USD 42500 quotation competition among local women-
owned businesses

USD 42 500 ~ ) i Quotation competition among local women-

USD 85 000 owned businesses

USD 85000 ~ USD 42 500 ~ USD 42 500 ~ Quotation competition among local SMEs

USD 170 000 USD 85 000 USD 68 000 P 9

Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.

Implementation of these programmes has led to a steady increase in the number and
proportion of women-owned businesses registered with PPS, almost reaching 20% in
2013, as demonstrated in Table 4.19.

Table 4.19. Number of registered women-owned businesses

2009 2010 2011 2012 2013 2014
Registered businesses total 262 411 261314 291245 323003 350 338 384994
Women-owned businesses 41034 43542 49525 56 535 63 666 71848
Percentage 15.6% 16.7%  17.0% 17.5% 18.2% 18.7%

Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.

Statistics regarding PPS contract awards to women-owned businesses, currently
around 6% of the total, is contained in Table 4.20, and is further broken down by category
in Tables 4.21 and 4.22, showing a higher than average awarding percentage for goods
and services and below average awarding for construction works, which is generally
aligned with the nature of the delivery. Table 4.23 shows the PPS proportion of
contracting with women-owned businesses relative to total contracting in Korea, over
50% of the total in 2013, signalling a relevant capacity of PPS to develop this specific
programme.
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Table 4.20. PPS contract awards to women-owned businesses

In USD billions
2009 2010 2011 2012 2013 2014
Total contract awards 36.2 32.0 28.2 29.0 321 28.3
Awe_1rds to women-owned 14 14 15 17 20 21
businesses
Percentage of awards to women- 3.99% 4.4% 5.49 5.9% 6.3% 75%

owned businesses
Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.

Table 4.21. PPS contract awards to women-owned businesses for goods and services

In USD billions
2009 2010 2011 2012 2013 2014

Tota_l contract awards for goods and 16.0 147 15.2 16.9 19.0 191
services

Goods 0.8 0.7 0.8 1.0 1.2 1.3
Awards to women- - g o0 02 02 02 02 03 03
owned businesses

Total 0.9 0.9 1.0 12 15 16
Percentage of awards to women-owned 5.8% 6.0% 6.8% 71% 7.6% 8.5%

businesses

Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.

Table 4.22. PPS contract awards to women-owned businesses for construction works

In USD millions
2009 2010 2011 2012 2013 2014

&J)tal contract awards for construction works 202578 13012 13 016.1 12 150.4 13 081.1 92388

Construction 489.9 525.8 4894 507.0 569.6 507.1
Awards to women- Technical consultanc
owned businesses ) Y o 6.6 7.0 84 1.2 5.3
(B) services

Total 589.9 532.4 496.4 5154 570.8 5124
Percentage of awards to women-owned 2.49% 31% 3.8% 4.2% 4.49% 5.5%

businesses (B/A)

Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.

Table 4.23. PPS' share in total public procurement to women-owned businesses

In USD billions
2009 2010 2011 2012 2013
avards o women-owned usiesses 27 20 22 29 38
PPS contract awards to women- 14 14 15 17 20

owned businesses'
Percentage 54.7% 71.1% 69.5% 59.5% 53.2%

1. Figure includes PPS’s contract awards to women-owned businesses for general goods and services, and
construction works. Awards for foreign procurement and commodity stockpiling/release are not included in the

figure.
Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.
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Support for other social objectives

In addition to the programmes for supporting SMEs, local businesses and women-
owned businesses, PPS also implements programmes to support other social objectives,
such as veteran and welfare organisations, goods and services provided by persons with
severe disabilities, businesses that produce traditional Korean craftwork and social
enterprises.

For veteran and welfare organisations, PPS allocates certain goods to be contracted
with these organisations through single-source (direct) contracting; these veteran and
welfare organisations are defined in the State Contracts Act. Products manufactured by
entitled organisations include switchboards, closed-circuit TV products, stage equipment,
road signs, broadcasting equipment, lighting towers, landscape lighting and shoe cases,
among others. PPS uses an apportionment scheme when purchasing products from
entitled organisations, setting aside up to 20% of PPS’ total purchase volume of each
product. As the purpose of the policy is to support various disadvantaged groups, a
controlled distribution of purchase orders is established to allow business to go to each
entitled organisation. PPS conducts an annual Purchase Review Committee Meeting to
establish the apportionment scheme according to which each organisation will receive
orders.

Since the establishment of this programme in 1996, the volume of contracting with
such organisations has increased dramatically, though it has reduced slightly in recent
years (see Table 4.24).

Table 4.24. Volume of single source contracting with veteran and welfare organisations

In USD millions

2009 2010 2011 2012 2013 2014
Total value of
domestic 15 965.4 14706.0 15204.6 16 899.1 19039.3 19105.2
procurement
Single source
contracting with
veteran and 177.3 159.4 135.5 117.9 153.1 165.5
welfare
organisations
Percentage 1.3% 1.1% 0.9% 0.7% 0.8% 0.9%

Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.

Goods and services provided by suppliers that hire persons with disabilities are
provided preferential purchasing in order to create more job opportunities for such
individuals. Overseen by the Ministry of Health and Welfare with input from the Korea
Disabled People’s Development Institute and the Korea Vocational Rehabilitation
Association for the Disabled, this programme functions through the designation of
categories such as office supplies, toilet paper, toothbrushes, gloves, furniture, paper
cups, banners, books and printing. Within these categories, suppliers are identified;
404 suppliers were approved as of February 2015. Central government entities, local
government entities and other public organisations such as educational institutes are
required to submit an annual purchasing plan, the previous year’s plan and a purchasing
goal to the Minister of Health and Welfare, with a mandatory purchasing rate of more
than 1% of the total purchasing value of each end user set by Article 10 of the
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Enforcement Decree of Special Act on the Preferential Purchase of Products
Manufactured by Persons with Severe Disabilities.

Since 1998, upon administrative order from the President and Prime Minister, PPS
has undertaken to nurture Korean culture through the promotion of traditional craftwork.
This programme was selected as one of 100 national projects to promote traditional
craftwork for use by public organisations, as souvenirs and for event supplies in
September of 1999. Since 2006, the Association of Government Procurement Cultural
Goods has conducted the task of reviewing the selection of procurement goods subject to
this programme. At any time of year, a manufacturer can register a traditional craftwork
product. A committee composed of approximately ten experts recommended by PPS and
the Cultural Heritage Administration then reviews these registrations. For goods
designated as traditional craftwork, a single-source unit-price contract is conducted by
PPS and supplied for use of other organisations through the KONEPS Online Shopping
Mall. Such goods are also on display for purchase in an exhibit hall at the PPS
headquarters in Daejeon City. Data regarding the value of traditional craftwork is
provided in Table 4.25.

Table 4.25. Performance of traditional craftwork

In USD millions
2009 2010 2011 2012 2013 2014
Total value 18 08 10 19 18 22
supplied

Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.

Article 12 of the Social Enterprises Promotion Act requires the head of a public entity
to promote the purchase of goods and services produced by social enterprises. Social
enterprises are defined rather broadly, as businesses pursuing social goals such as
providing services or job opportunities for socially disadvantaged groups, or contributing
to local communities for raising the communities’ standard of living. As of December
2014 there are 669 social enterprises registered with PPS. Support for these enterprises
includes business consultancy for start-up social enterprises to broaden their public
procurement market opportunities. Additionally, the KONEPS Online Shopping Mall
contains a separate section for products from social enterprises, to raise their visibility in
the public procurement market. PPS contract awards to social enterprises grew from
USD 10.5 million in 2012 to USD 29.8 million in 2013 and USD 65.1 million in 2014.

Certification programmes and innovation

In addition to the programmes outlined above, there are a number of categories within
the Korean public procurement system that allow for preferential purchasing of products
with new technology. Products manufactured by newly developed technology are
evaluated and awarded a New Excellent Product (NEP) certification, which allows
preferential purchasing. In product categories where NEP products exist, central
government agencies, local government entities and other public organisations are
mandated to purchase more than 20% of their total volume within that category from
NEP products. For such products, single-source contracting is allowed in accordance with
Articles 26 Paragraph 1-3 of the Enforcement Decree of the Act on Contracts to Which
the State is a Party.
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In order to increase public purchase of new technology products developed by SMEs,
SMBA designates newly developed technology products for priority purchase according
to Article 14 of the Act on Facilitation of Purchase of Small and Medium Enterprises -
Manufactured Products and Support for Development of their Markets, and Article 13 of
its Enforcement Decree. Within this broad category of newly developed technology
products, there is a complex collection of additional certifications, summarised in Box
4.3. Central government agencies and public organisations are mandated to purchase at
least 10% of their purchases from SMEs from among SME-manufactured goods with new
technology. To achieve this mandate, single-source contracting or selective competitive
contracting is allowed in accordance with the Enforcement Decree of the Act on
Contracts to Which the State is a Party.

Box 4.3. Types of newly developed technology products
1. Excellent Performance Certification (EPC): Certification given to new technology
products developed by an SME.

2. Excellent Government Supply Products: Products excelling in performance, technology or
quality. PPS designates products in this category, which allows direct contracting with any
public entity.

3. New Excellent Product (NEP): Certification for new products using a technology that is
newly developed in Korea, or that brings innovative improvements over existing ones.

4. Good Software Certification (GS): Certification for high quality software developed in
Korea.

5. Eight other categories designated by SMBA:
a. New Excellent Technology certified products

b. Products developed from purchase-conditioned R&D (research and development)
programme: developed under the scheme that the government subsidises R&D for
product development with a view to purchasing the outcome product

c. Green label products
d. Products on Excellent Government Supply Joint Brand Programme
e. Products from convergence and fusion technology development projects

f.  Products designated by Ministry of Trade, Industry and Energy as "industry fusion"
products

g. Select products from joint R&D projects between public entities and SMEs

h. Products jointly developed on "technology development for shared outcome"
projects, through collaboration among large enterprises and SMEs

These certification programmes represent a detailed and advanced approach to
encouraging innovation through public procurement. As each certificate has a limited
time before expiring, and the innovation that led to certification as new technology is not
sufficient to obtain the next certificate, there is a constant pressure to provide new
features, updated functionality and pioneering development to products proposed for
government procurement. For suppliers, the focus is not so much on the goals set for
government procurement from these categories, but on the competitive advantage that
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results from obtaining the certifications. During the fact-finding mission, suppliers
identified the value of certifications as a distinguishing characteristic during MAS second
stage competition and additional points on evaluation criteria as primary reasons for
pursuing certifications. The fact that certification as an Excellent Government Supply
Product allows direct contracting with any public entity for purchases is a substantial
incentive to achieve this certification, though such purchase requests must be monitored
to ensure that the product is purchased in accordance with relevant laws and regulations.

Despite these benefits, there are concerns that the programmes might not operate as
efficiently or effectively as desired. During the fact-finding mission, the peers identified
some concern among suppliers about the number of various certificates and the
complexity of the system. Additionally, concern was expressed regarding the
effectiveness of the certification programmes in truly identifying outstanding products:
one supplier indicated that in categories where dozens of products all carry the Excellent
Government Supply Product rating, despite sharp differences in quality and performance,
the certificate is not as effective as it could be in identifying products truly worthy of
support.

In addition to these concerns, there is also a substantial investment of time and
resources that must be made to obtain these certifications, especially the Excellent
Government Product Certification. One interview subject indicated that the total process
will take between ten months and a year, for a certification that will last three years but
can be extended up to three years based on meeting additional criteria (such as exporting
a certain proportion of sales volume). This time is necessary because achieving the
Excellent Government Product Certification requires many other certificates as a
prerequisite, including a patent (which must be less than five years old) and achievement
of an Excellent Performance Certificate from SMBA. The designation as an Excellent
Government Product itself takes three months, and is processed four times per year by
quarter, so timing the process correctly is important. Once designated, establishing the
contract can take another two months. The need to obtain certifications of various sorts,
including for environmental characteristics, was identified by another interview
participant as an increased burden that applies to public procurement.

Recommendations for improvement of the certification processes

The fact-finding mission demonstrated that, despite the burden, suppliers were
strongly motivated to pursue the certification because the benefits derived from the ability
to receive direct awards was much more substantial than participation in framework
agreements, generally. While this indicates that the certifications are working as an
incentive, it is not clear that the current structure provides the most effective means of
driving efficiency in public procurement. PPS, working with SMBA and other
stakeholders including the Federation of SMEs, should evaluate the current structure of
certificates. This evaluation should include means of simplifying the certification
structure, as well as means of better promoting value through a meaningful comparison of
new innovations.

As in many OECD countries, there is also a lack of established metrics to evaluate the
effectiveness of these programmes, relative to their costs. While measuring the economic
benefits to the companies that achieve the certificates as compared with their standing if
they had not achieved the certificate is difficult, efforts should be made to balance these
potential benefits against the cost of achieving certification. One additional concern is the
fact that achievement of the pinnacle certificate, the Excellent Government Product
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Certification, yields a limitation of competition through the ability to offer direct awards
should be evaluated for effectiveness. This is another area where development of relevant
metrics could yield better insights into the value of the programme for Korea’s citizens. PPS,
with relevant stakeholders, should study potential means of evaluating the benefits derived not
just from the certification programmes, but from the variety of programmes to support
secondary policy objectives.

Green standard purchasing

To leverage its purchasing power to enhance competitiveness in both local and global
markets, PPS has been encouraging suppliers to develop green technology products through
the mandatory purchase of products that meet a “Minimum Green Standard”. Starting in 2010,
PPS has designated goods which are required to meet these standards as reflected through
lifecycle costing, including energy efficiency, standby power, recycling and other
environmental factors. In 2013, PPS selected 25 additional products to meet the Minimum
Green Standard, bringing the total number of products to 100. Purchasing of these products
has increased dramatically during the life of the programme, from less than 1% of goods
purchased in 2010 to more than 13% in 2013 (see Table 4.26).

Table 4.26. Purchase of Minimum Green Standard products

In USD millions
2010 2011 2012 2013 2014
Total goods purchased 12057.5 12614.7 14 036.2 15714.3 15527.4
Green purchasing 33.8 1017.2 1339.5 2095.7 2500.3
Percentage 0.3% 8.1% 9.5% 13.3% 16.1%

Source: PPS response to OECD internal questionnaire, 2014 with updates in 2015.

In 2002, OECD countries adopted the Recommendation on the Environmental
Performance of Public Procurement, which advocates setting green targets in procurement
and adopting measures to make sure that the targets are met. Since this time, OECD countries
have increasingly included environmental objectives in procurement strategies, but a number
of obstacles have been identified (see Figure 4.2).

Figure 4.2. Obstacles to green public procurement

IFEE

Fear That Green Products Cost Lack of Mechanisms Monitoring  Absence of Incentives to Lack of Sufficient Suppliers
More if Green Policies Work Implement Green Projects
Source: OECD (2011), Government at a Glance 2011, OECD Publishing.
http://dx.doi.org/10.1787/gov_glance-2011-en
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A collection of best practices has been prepared by the OECD, providing good
practices for green public procurement at national and sub-national levels. Available at
www.oecd.org/gov/ethics/best-practices-for-green-procurement.htm, the practices cover
the areas of:

e green public procurement legal and policy framework

e understanding market capacity and assessing costs and benefits
e introducing environmental standards in public procurement

e professionalising green public procurement

e raising awareness

e monitoring green public procurement.
Training and support

SMEs and other new entrants to public procurement have a variety of training options
in Korea. PPS conducts training for suppliers, usually consisting of a two-day course
covering public tenders generally and the use of the KONEPS system, at a cost of
approximately USD 82.' The Federation of SMEs also offers training for its members in
the form of a one-day, comprehensive course in how to participate in public tenders and
how to use KONEPS. It is offered region by region, and each region is served by one or
two courses annually. Other trade associations, such as the Construction Association of
Korea, also provide training relevant for their members. Private sector training offerings
on the use of KONEPS are also widely available, with third-party training providers
basing their curricula on KONEPS manuals published by PPS. While interview
participants generally indicated a high level of satisfaction with training opportunities,
one suggested that the only concern is the rapid pace of development of new features
within KONEPS, which leaves very small businesses without the resources for
continuous training struggling to keep up, at times.

PPS also operates a dedicated call centre for addressing questions from public buyers
and suppliers. Interview participants generally indicated a high level of satisfaction with
the capabilities of the call centre staff on subjects such as the KONEPS system, how to
use it, how to address system errors and the reporting of any concerns. For some legal or
regulatory questions, the fact-finding mission identified a potential for improvement, as
the current process of transferring the caller to the relevant division can sometimes be
inefficient.

Recommendations for the improvement of training and support

PPS should consider the impact of continuous upgrades and changes to KONEPS on
suppliers, particularly SMEs. While one solution would be to offer trainings more
frequently for each new development, this issue could also be managed by establishing a
set schedule for release of new features (perhaps semi-annually or quarterly), so SMEs
and other suppliers could better anticipate the need to divert resources to learning new
features.

PPS should also evaluate the process for addressing questions to the call centre that
are directed to matters beyond the function of the KONEPS system. Providing expert
advice on all of the specifics of public procurement, including the legal and regulatory
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aspects, is a very large task that will necessarily involve a referral process to identify the
relevant expert, but this process could perhaps be streamlined to increase usefulness for
suppliers using the system.

Potential objective overload

One concern in many OECD countries is the potential of “objective overload:”
addressing so many secondary policy objectives through public procurement that the
system of mandates and preferences becomes unmanageable or impossible to satisfy.
There is some concern that the variety and complexity of programmes for preference in
the Korean public procurement system should be carefully evaluated in light of this
concern.

During the fact-finding mission, one procurement official described his need to
manage the wide variety of secondary policy objectives. In an effort to support an
understanding of the various requirements and to prioritise their satisfaction within the
agency, this official developed a survey report to identify all of the various secondary
policy requirements that applied to public procurement. This report identified 8-
10 mandatory requirements, and up to 46 “recommended” procurement priorities. This
report was developed independently to help him primarily to manage internal
prioritisation as a procurement official at a central government agency; it does not appear
that a similar listing of all applicable requirements is directly available from a central
source.

One reason for this diffusion of requirements is that different ministries are tasked
with different responsibilities. The Ministry of Strategy and Finance; Ministry of Industry
Trade and Resources (which houses SMBA); Ministry of Culture, Sports and Tourism;
and Ministry of Government Administration and Home Affairs all have control of
programmes that implement preferences through public procurement. While there are
meetings of the relevant stakeholders as procurement preferences are established, more
can be done to ensure visibility into the various demands on the public procurement
system.

Recommendation on objectives overload

PPS should establish a central listing of all mandatory and recommended goals or
requirements regarding secondary policy objectives, with a brief explanation and
reference linking to the origin. If possible, this list should be developed as a guide or a
manual, in an interactive and informative way and also published online to achieve
maximum dissemination. Furthermore, this consolidated view should be included in the
training programmes as a way of improving the capacity of procurement officials to use
public procurement strategically. Finally, once established, this list should be evaluated
for potential opportunities to consolidate or streamline overlapping programmes, and to
inform any future efforts to support additional secondary policy objectives.

Key findings and recommendations

While support for secondary policy objectives takes many forms in public
procurement in Korea, this support is generally implemented in line with Element V of
the OECD Recommendation, demonstrating recognition that “use of the public
procurement system to pursue secondary policy objectives should be balanced against the
primary procurement objective.”
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The adoption of new methods or goals for supporting secondary policy objectives is
conducted according to a consultation process among relevant stakeholders, consistent
with Element V (i), “evaluate the use of public procurement as one method of pursuing
secondary policy objectives in accordance with clear national priorities.” This element is
also furthered by the recognition that public procurement is only one means of supporting
secondary policy goals. The existence of additional programmes that are outside of the
public procurement process, such as loan guarantees, indicate a balanced approach to the
direct use of public procurement.

Stakeholder consultation among ministries also supports Element V (ii), “develop an
appropriate strategy for the integration of secondary policy objectives in public
procurement systems.” This element is also supported by the mutually reinforcing nature
of some programmes to support secondary policy objectives. The creation of certification
programmes for small and medium-sized businesses that continue to produce innovative
products is a good practice in combining support for two secondary policy objectives.
Here, additional work could be done to ensure that buying entities are supported in the
implementation of secondary policy objectives, for instance through the development of a
central listing of all mandatory and recommended secondary policy objective goals to
facilitate prioritisation.

Element V (iii) requires “appropriate impact assessment methodology to measure the
effectiveness of procurement in achieving secondary policy objectives.” Unlike in many
OECD countries, data about the use of procurement to support secondary policy
objectives is available, in the form of annual reports regarding small and medium-sized
business goals, data about green public procurement, and data regarding the use of
procurement to support innovation. This data is currently used to determine whether
secondary policy goals are met, but a next step could involve the development of more
detailed indicators, for instance to measure the cost and burden of certification procedures
against the benefits they offer to small and medium-sized businesses. This element also
indicates that “the aggregate effect of pursuing secondary policy objectives on the public
procurement system should be periodically assessed to address potential objective
overload.” Given the variety and complexity of support for secondary policy objectives,
such an assessment is worth pursuing, particularly with respect to the current structure of
certificates and the preferences that result.

Programmes to support secondary policy objectives in Korea, in particular those that
support small and medium-sized businesses, also implement Element IV of the OECD
Recommendation, “facilitate access to procurement opportunities for potential
competitors of all sizes.” Though the variety of programmes is complex, they are
generally supported by “coherent and stable institutional, legal and regulatory
frameworks,” consistent with IV (i). The work done by PPS to centralise and standardise
procurement processes for small and medium-sized businesses also serves to implement
Element IV (ii) by delivering “clear and integrated tender documentation, standardised
where possible and proportionate to the need.” Finally, while many of the programmes
support secondary policy objectives through explicit support of particular categories of
suppliers (small and medium-sized businesses, local businesses, female-owned
businesses), most still involve an element of competition within the supported group,
consistent with Element IV (iii). In cases where this is not true, for example in the case of
direct awards to holders of the Excellent Government Product Certification, the effect of
such limitations on competition should be evaluated as part of the assessment of the
effectiveness of such programmes.
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Summary of recommendations for action

e Consider evaluating tenders from large suppliers on the basis of support for SMEs
provided through subcontracting opportunities.

e Evaluate the current structure of certificates and the preferences that result. This
evaluation should include means of simplifying the certification structure, as well
as means of better promoting value through a meaningful comparison of new
innovations.

e Develop metrics to evaluate the effectiveness of programmes to support
secondary policy objectives:

— compare cost and burden of certification procedure against benefit

— evaluate effectiveness of a certification procedure that leads to limited
competition.

e Consider methods of mitigating the impact of continuous upgrades and changes to
KONEPS on suppliers, particularly SMEs.

e Evaluate the process for addressing questions to the call centre that are directed to
matters beyond the function of the KONEPS system.

o Establish a central listing of all mandatory and recommended goals or
requirements regarding secondary policy objectives, in an interactive manual for
procurement officials. Once established, this list should be evaluated for potential
opportunities to consolidate or streamline overlapping programmes, and to inform
any future efforts to support additional secondary policy objectives.

Notes

1. This figure was originally reported in USD.
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ANNEX A

MAS contracted goods and services

Product

classification Goods and services (in Korean) Goods and services (in English)

no. (6 digits)

101215 IS AtZE Livestock feed

101615 nsas Trees and shrubs

101616 =) Floral plants

101618 PIA=ES Non-floral plants

101715 RIIEB LA S Organic fertilizers and plant nutrients
101799 E I &K Soil conditioners

101917 NSLLAESS2ACES Pest control devices

111015 =22 Minerals

111116 A TH Stone

121619 HHEHESAEM Surfactants

121640 AbH T Bactericides

131110 =Xl Resins

141115 IMEXNLEIZX Printing and writing paper

141116 SAEZXR] Novelty paper

141117 AUSO0IH S General paper products

141118 AR2=ZX Business use papers

141218 DEX Coated papers

141219 NI=X=S (=== T =5 Newsprint and offset papers

151218 S ALH Anti-corrosives

211015 EX2elsIH Agricultural machinery for soil preparation
211016 MBS TS D] Agricultural machinery for planting and seeding
211017 =E22=HIAH Agricultural machinery for harvesting
211018 SHAEBEMNLEZR2EX Dispersing and spraying appliances for agriculture
211022 L EI AL EYI Forestry machinery and equipment
211023 =& &H| Greenhouse equipment

231815 SAM=EHID| Food preparation machinery

231816 SAZE DD Food cutting machinery

232111 MM EL T2 MAD|H Electronic manufacturing and processing machinery
232615 i ===l Rapid prototyping machinery

241015 MHEESH Industrial trucks

241016 2| ZEEH|LHA A2 Lifting equipment and accessories
241020 ABF T & &I Shelving and storage

241115 =S Bags

241118 HAYLASE HEL Tank and cylinder-type storage
241124 MEZI|MEBIILEHT Storage chests, cabinets and trunks
241315 M SHED Industrial refrigerators

241416 MNE2EEME Cushioning supplies

241499 ZTNEE Packing accessories

251017 OF M & A BF X} 2 Safety and rescue vehicles

251018 LEHI0IE Motorised cycles

251019 SExlsiAd M SRS Specialised and recreational vehicles
251726 XS E AU 2 EOY Vehicle trim and exterior covering
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Product

classification Goods and services (in Korean) Goods and services (in English)

no. (6 digits)

251731 AXF=HUSHEX Location and navigation systems and components
251750 OIEXNEELTESSLHAMACI Auxiliary components and accessories for two-wheeled vehicle
261116 2XIF Power generators

261117 = FARSPN e = Batteries, cells and accessories

261217 b & & H| Wiring equipment

271118 ESpsieipsly e Measuring and layout tools

271120 2HES Garden tools

271123 o= Marking tools

271127 d=s23 Power-generated tools

271132 e = Tool kits

271316 HHI|RLHEH Air fittings and connectors

301028 e Piling and piling accessory

301029 s Post

301032 40l Grating

301036 = K24 XFRH Structural products

301099 =M Aggregate

301115 Z23e|EYE=E= Concrete and mortars

301116 AHELAF Cement and lime

301118 ZOCIEELEE Concrete reinforcement hardware

301216 OIAZER Asphalts

301217 S ECAHA XY Road and railroad construction materials

301218 rEEM Landscape architecture material

301299 S 4=HH &L & T Special flooring materials

301315 e= Blocks

301316 He Bricks

301317 Bt oA Tiles and flagstones

301519 IR ML HE Finishing materials and products

301520 SEIMELH S Fencing

301615 LHEOILeI 2 Wall finishing materials

301616 HETHE Ceiling materials

301617 HHEHTH Flooring

301619 Sdi=22HE Moulding and millwork

301715 £ Doors

301716 =22 Windows

301799 o Door frames

301815 QD] Sanitary ware

302017 AAIUNMASAEAHE Prefabricated commercial and industrial structures
302220 25H=S Transport structures

302316 OlsSAASUMAS R AXS Portable prefabricated commercial and industrial structures
302317 HMorglora X =S Tents and membrane structures

311625 ez =g oA Brackets and braces

311628 JEtE =& Miscellaneous hardware

311632 ESERISN| Retaining hardware

311634 =252 Metal screening

312015 S =HOl = Adhesive tape

312016 JIEHE =M 2 2 A Other adhesives and sealants

312115 HelEYLHE XM Paints and primers

312119 HIECTERLHCIEEZE Paint applicators and painting accessories
321015 SI2ZHAECI L LTI EE Circuit assemblies and radio frequency components
391016 UES Lamps

391115 SWHEHLU A Interior lighting and fixtures

391116 Sl XHAH|Z A Exterior lighting and fixtures

391117 HASEEXY Emergency lighting

391118 AHEHAM M Lighting accessories

391120 OlSALLANSEHLUHN AL Portable and Temporary Lighting and accessories
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Product

classification Goods and services (in Korean) Goods and services (in English)

no. (6 digits)

391121 2stxy Optical lighting

391210 SEXEHH| Power conditioning equipment

391211 & ZEEXLHAAC Distribution, control centres and accessories
391214 HUHEHTS Connectors and terminals

391215 ALIXLHO DL H A D] Switches, controls and relays

391317 Hi A 222 AL0] Wire raceways conduit and busways

401016 SI)=EXLHA AR Air circulation, parts and accessories

401017 HEA X Cooling

401018 S| RL A A Heating equipment, parts and accessories

401019 SEXEEX Humidity control

401020 s Boilers

401416 Wy Valves

401417 22525 LAY| Hardware and fittings

401421 2= Pipe

401422 FHYEIDATED| Fluid and gas regulators

401423 201 S XHRH Pipe fittings

401725 2+ A Xt RH Pipe connectors

411032 AEZNEUE A Laboratory washing and cleaning equipment
411034 A EHIAXTEEX Laboratory environmental conditioning equipment
411035 AEZEIIERLHEMAC Laboratory enclosures and accessories

411116 Z0,SHLH2ZSAEHED|D] Length, thickness and distance measuring instruments
411117 UABLSHOIEE Viewing and observing instruments and accessories
411119 INUNEIR=2=PIP) Indicating and recording instruments

411121 B & Transducers

411125 SHEEEIDI Liquid and gas flow measuring and observing instruments
421415 OHECIHOIEHEHSLEX Applicator swabs and cotton balls

421721 S22 AIHAMAE Emergency medical services resuscitation products
421816 DI L2AHANZ Blood pressure units and related products

421817 AEEI|L2ANS Electrocardiography EKG units and related products
421827 SBAEIINSHEX Size-measuring devices for medical exams

421922 S-EsE22 Patient transport products

422417 otXIESHItl2AEEE 2 DHXHH Orthopedic softgoods for lower extremity

422418 HIWHPAEAAMXLABIANEZN Orthopedic softgoods for upper extremity and torso
431915 WIS A EX] Personal communication devices

431916 N SABIIMNAMCIE=FS Personal communications device accessories or parts
432018 1D [PSPSESPN Media storage devices

432020 0l =4 X &0 Al Removable storage media

432021 Ol S A M 00X 4 A Al el Removable storage media accessories

432115 Zl=F Computers

432116 TREHHUAAC Computer accessories

432117 ZFEOO0IH Y A Computer data input devices

432118 ZREHOIHYEE X HAA - Computer data input device accessories

432119 AFECIAZd 0| Computer displays

432120 FEECAZEYOIMAIAL Computer display accessories

432121 AEHIZEH Computer printers

432215 ZS0XLIHEANAEE=MA ML Call management systems or accessories

432217 DU EIEHILES Fixed network equipment and components

432225 HEH AL oA Network security equipment

432226 HERIMBIAFYI Network service equipment

432233 HOIHSAMIUEAAZEE Datacom and network connectivity installation devices and equipment
432325 NELE=EXJIALATEYN Educational or reference software

432332 SoUESATEIN Security and protection software

441015 S A Duplicating machines

441016 SOIMeI I L AN A Paper processing machines and accessories
441017 IElH,SADLHAILC|SHAAC Printer, photocopier and facsimile accessories
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Product

classification Goods and services (in Korean) Goods and services (in English)

no. (6 digits)

441018 HIARD | H L A A 2l Calculating machines and accessories

441020 ciolHiolgd 83 Laminating supplies

441021 SLEI|H Mail machines

441024 S I A Labelling machines

441028 HFOIE DI HI L 2t0l W0l & D A Binding and lamination machines

441029 AP0l 2 HA A el accessories for office equipment

441031 QIMI| HALSAD| SSES Printer, facsimile and photocopier supplies

441032 AR EZAIZEI| 2D LHA A2 Office time recording machines and accessories

441115 HEHeEBEELHAAC Organisers and accessories

441118 HNESE Drafting supplies

441119 S, Boards

441215 REEE Mailing supplies

441216 AR I Desk supplies

441217 Zole3 Writing instruments

441218 =HEZ Correction supplies

441219 clgalgae|eal Ink and lead refills

441220 SO e A Folders, binders and indexes

441221 NEES Fastening supplies

451015 OIM DI H X &b Printing machinery and equipment

451018 M2 H=s8HLEXLES Book binding, sewing equipment and accessories

451115 S=HSESTEILUA ML sound systems and accessories

451116 HAINLADE Projectors and supplies

451117 QLI MHOIEY Audio presentation and composing equipment hardware and
HREHIGISLHESD controllers

451118 SSIMEAHYLREE Video equipment and controllers

451215 L0l 2t Cameras

451216 It ctH Al A el Camera accessories

451315 AEARIZEE Still picture film

451316 SstarZ 0K Moving picture media

461517 SAIEH2ELEXESE Forensic equipment, supplies and accessories

461615 nssSHELI Traffic control

461715 A= 4 2B eHE | Locks, security hardware and accessories

461716 ZEAI L EH X & | Surveillance and detection equipment

461815 Hio=0= Safety apparel

461817 SE2Y S EH| Face and head protection

461819 =25 S ZHH| Hearing protectors

461820 SEZSEH| Respiratory protection

461822 Ol =S st & & & 2| Ergonomic support aids

461824 DD L ot™ A A EH| Decontamination aids and safety cleaning equipment

461825 NOESHHIE=R2D] Personal safety devices or weapons

461915 SHIH Ol & & | Fire prevention

461916 SHAH &2 & Fire-fighting equipment

471015 =HeldS=El Water treatment and supply equipment

471016 SrXelES Water treatment consumables

471216 DI2EEASI|AHLHAN M Floor cleaning machines and accessories

471217 MDD L HA A Waste containers and accessories

471315 RS = eS| Cleaning rags, cloths and wipes

471316 HICHZ A ZSLHA A Brooms, mops, brushes and accessories

471317 StEA=E Restroom supplies

471318 MEREASH Cleaning and disinfecting solutions

481015 Adgxeldd| Cooking equipment

481016 AdEAMZ SIS0 Food processing equipment

481017 AAZAMSESSIMIIDI Food and beverage dispensing equipment

481018 AASFAIE UG 2 Cookware and kitchen tools

481020 Al I3 Restaurant furniture
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Product

classification Goods and services (in Korean) Goods and services (in English)

no. (6 digits)

481021 N&EFNSEHULESE Storage, handling equipment and supplies
489998 ANES Products for grave

491215 BHIZE Camping products

491416 AENELIEt=SAEXEY| Windsurfing and other water sports equipment
491615 ZE2SEY| Field sports equipment

491616 AL DESSEH| Racquet and court sports equipment
491715 M Z= 2| Gymnastics equipment

491815 HOoIZHYEF Equipment for table games

492015 RAAR S| Aerobic training equipment

492016 22 AI P Weight lifting equipment

492215 AL XOHN AE Sports accessories

492415 SSHLY=0/6HESEYI Playground equipment

502017 A I & Xt Coffee and tea

512805 JIEFHAIE |2t 3 Other metabolic medicine

513103 MESHHE TN F Biological medicine

513104 EIMEESHUAER Parasite medicine

513202 &l &= oH Diagnostic drugs

513203 =Mzt Public sanitary cares

521215 P Bedclothes

521216 AEY O E ® QA A2 Table, kitchen linen and accessories
521315 HELZHE Curtains and draperies

521316 =St =Rk Blinds and shades

521317 HI2HBELE Window supplies

521416 IIEENEININLYES Domestic laundry appliances and supplies
521418 JIEFE2FHEI DA I D] Other domestic household appliances
521518 IIEEFAMNEF Domestic cookware

521520 tEEADI|E Domestic bakeware

521522 AAHXNLA)SLHEXEE Dishwashing and dish storage accessories
521615 S| IJLAAD| D] Audio and visual equipment
521616 AASEHH MMM Audio visual equipment accessories
531015 S A HEXI L EHEER] Slacks, trousers and shorts

531018 DELTHA Coats and jackets

531023 = Undergarments

531024 o= Hosiery

531025 O HN A Clothing accessories

531027 SLS Uniforms

531029 2= Athletic wear

531031 E)l| Waistcoats

531116 = Shoes

531117 =cl I Slippers

531119 2=t Athletic footwear

531215 Oof st ot Luggage

531217 A2 Z0} 8¢ Business cases

531218 HAZESHEZLHASSNERES Travel kits and accessories

531315 AU U HEHS Dental products

531316 s=2YHI0s83 Bath and body products

531415 MemAY Sewing fasteners

541015 =24 Fine jewellery

541115 SHSAIA Watches

551015 QIMEL= Printed publications

551215 Ne|E Tags

551216 feig=} Labels

551217 AMSHEX] Signage

551218 MEZHZA Identification documents

551219 A A (g Signage equipment

THE KOREAN PUBLIC PROCUREMENT SERVICE: INNOVATING FOR EFFECTIVENESS © OECD 2016



112  ANNEX A

Product

classification Goods and services (in Korean) Goods and services (in English)

no. (6 digits)

561015 b=+ Furniture

561016 2EIF Outdoor furniture

561017 ANREIF Office furniture

561116 MEAAE Panel Systems

561121 XA Seating

561210 SN2t Library furnishings

561214 JtH 2| 0FX 20| A S & H Cafeteria and lunchroom furnishings

561215 IMESE=Jp) B} General classroom furnishings

561216 BSIAZ=0/LFE LY Creative play and rest time furnishings for daycare and early childhood
facilities

561217 WAZMNELU)|EI2E B 2EH| Book and general storage units for classrooms

561218 AANFAAULAY| Vocational classroom furnishings and fixtures

561220 AR EIF Laboratory furniture

601016 WEUSMHE=SRSA Educational certificates or diplomas

601017 WAHE X & W Y Resource materials for teachers

601024 JlZ==s H X E WY 2 W Early learning math, calculation resources and auxiliary textbooks

601027 CE X3, SAUCA T ==c|HAIDE Pattern, matching or spatial perception or logical thinking

25t AR E A resource materials for teachers

601037 2= 0f 0ff 2t St W TH Foreign languages resources

601041 AXMERY2ATZ Body systems and related materials

601044 X & &t X| 72 st Geology and earth science

601061 ESR AME=YNI=1 Vocational teaching aids and materials

601093 HEIDICIHS SAIABLYERE Multimedia education systems and supplies

601098 El=amE Instruction materials for education

601211 WHAZE EELOEX Canvases, films, boards and art papers

601212 THEANISEHAIE ERLEXE Supplies and applicators for classroom and fine art paint

601214 AMNEE Picture frames

601215 DEER SSYULEXS Drawing tools, supplies and accessories

601222 LES20 Wood crafts

601243 HEHE3IUSE MY EHLEXE Clay, modeling compounds, ceramics equipment and accessories

601310 =l gl Keyboard instruments

601314 EFetD] Percussion instruments

601411 H Games

721029 e AHES Facility maintenance and repair services

721512 LBt SiE D) XEAAHAX2A Heating, cooling and air conditioning HVAC installation services

731615 JIHM = Manufacture of machinery

761115 AUIAHESUANRAF A General building and office cleaning and maintenance services

781018 CeIESS Road cargo transport

801715 HE=ALESEHEMEIA Opinion analysis and promotion planning services

811120 HIOIE A Bl A Data service

821118 HELUX R AMEIA Editorial and support services

841316 MHALLALDEE Life, health and accident insurance

861016 AetZ0AHES Scientific vocational training services

861115 HAelstsMElA Distance learning services

861417 =231} Educational technology

901115 =utA Hotels, motels, and inns
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