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Business, Management and Accounting (miscellaneous)

Aspects of Functioning of State Procurement System

Sergo Svanadze

Akaki Tseretely State University
Kutaisi, Georgia
sergo.svanadze@atsu.edu.ge

Attheendof2010, in order to manage the public procurement system properly and transparently,
as a result of the modernization of the procurement process, the country has fully switched to
the electronic procurement system. Under the current law, public procurement is defined as the
procurement of any goods, services and construction work by a procuring entity using electronic
or other means. It is implemented with funds from all levels of the budget hierarchy (central,
autonomous, local) and beyond. Public procurement is regulated by a number of legislative-
normative documents, including the “Law of Georgia on Public Procurement”, which sets out
the general legal, organizational and economic principles of public procurement. Coordination
and monitoring of public procurement activities is carried out by the State Procurement Agency.
Despite the efficiency and transparency of the functioning of the electronic procurement system,
there are shortcomings in this area, which need to be regulated and appropriate control mechanisms

developed.
Keywords: Public procurement, Simplified procurement, Job procurement, Service procurement.

Among economic challenges faced by Georgia the effective use of existing
resources is important and in this respect it is of great importance to organize the
state procurement process and manage the system smoothly and transparently. As
a result of the modernization of the procurement process, in order to improve the
efficiency of the procurement system, by the end of 2010, the country moved to
the entire electronic procurement system. Georgia is one of the first countries in
the post-Soviet countries to introduce a centralized and comprehensive electronic
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procurement system. The system is innovative and largely satisfies the EU standards.

By the acting legislation the state procurement is defined as the purchase of any
goods, services and construction work by the procuring entity using electronic or
other means. It is provided with all levels of budget hierarchy (central, autonomous,
local) and not only.

State procurement is an important part of the country's gross domestic economic
activity and its role in the development of the country is high. With them it is
possible:

» From the state position:

e Economical and rational spending of budget funds;
e Possibility of budget savings;
e Ensure transparency of spending of budget funds;

» Reducing of risk of corruption and others.

From the position of economic agents:
e Business sector development;
e Promote competition;

Strengthening employment and job market and others.

The state procurement is regulated by the legislation of Georgia. Among them the
basic is the “Law of Georgia on State Procurement”, which establishes general legal,
organizational and economic principles of public procurement. Its main objective is to
ensure rational expenditure of funds designated for state procurement, state necessary
for the production of goods, services and construction work in the areas of healthy
competition in the development, procurement, procurement of fair participants and
the non-discrimination provision, the provision of public procurements.

Coordination and monitoring of state procurement activities in Georgia is carried
out by the State Procurement Agency.

Despite the efficiency and transparency of the functioning of the electronic
procurement system, there are gaps in this field that require regulation and
development of the appropriate control mechanisms.

One of the most important issues is the simplified procurement. The simplified
purchase is used for purchasing a single product of goods, services or work worth
GEL 5,000. It also includes a number of lists in which the procuring entity is entitled
to state procurement through simplified procurement, namely, the supply of goods,
the performance of the work or the service is exclusive right of one person and there
is no reasonable alternatives to replace the procurement object; there is an urgent
necessity; For the purpose of conducting the state and public importance event in a
limited time, etc. Unlike electronic procurement, in case of simplified procurement,
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the law requires no obligatory procedure and / or rule to determine how and when
the procuring entities are supposed to select suppliers. Consequently, there is a
high risk of competition restrictions and corruption deals. The share of simplified
procurement is quite high in the whole procurement despite the positive trend.
In 2012, 39% of the total procurement share of the total procurement in the total
procurement period was 45%, in 2013 - 39% in 2013, according to the report of the
State Procurement Agency, through the simplified procurement, GEL 915.7 million
was spent in 2014, which is 32% of the total procurement. This tendency continued
in the following years and some significant changes were made to reduce the share of
simplified procurement in regulatory legislation. As a result, the share of simplified
procurement in total purchases by 2018 was reduced to 19% and 779 million GEL
(2017 was 881 million GEL, 2016 - 1.5 billion GEL), while at the same time 5% Is less
than the same in 2017.

There is a danger that direct contracts will result in undue growth of government
expenditures, as there is no possibility to reduce the price of the competitor's
company when announcing the tender. In addition, contracts will be exacerbated by
the transparent e-procurement system, increasing the risks of corruption, as contracts
may be brought to the authorities or ruling party supporting companies.

We can also review the presidential and government reserve funds which are
not subject to the law of procurement as a negative party of state procurement. As a
result, the purchases made by them are bypassing the electronic system.

The main purpose of these funds is to cover unforeseen expenses, which is
expected during emergencies. In accordance with the amendments to the Budget
on 28 December 2005, the rule was laid down to use these funds only to cover the
expenses incurred in the emergency situation. As a result, it was possible to use funds
for other expenses. This promotes the tender holding bypassing the procurement
system. The cancellation of this paragraph will reduce the risk of using funds without
competition and civil oversight and the use of government resources for personal use
by government members.

Thus, if there are separate changes in the existing system, it can become one of
the most effective, transparent and competitive systems on the international level.

There are a number of shortcomings that will reduce the risk of non-irrational
and unreasonable expenditure and corruption of the budgetary funds. Namely:

e [t is important to carry out mandatory procurement procedures at the
legislative level to minimize the risks of unrestricted growth of competition
restrictions, corrupt transactions and budgetary expenditures;

e When purchasing the funds allocated from the presidential and government
reserve funds, it is necessary to issue the consent of the President and the
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Government on the basis of only detailed and reasonable arguments on
simplified procurement.
All of this will make the procurement system even more transparent and ensure
rational and efficient spending of budgetary funds.
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