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1. BACKGROUND 2,
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The constitution of Nepal enshrines the provision of free basic health services to all citizens. The
Ministry of Health (MoH) and its concerned entities are responsible for implementing these
constitutional mandates. This constitutional mandate of providing free basic health services has been
internalised through the procurement and distribution of free essential drugs at all levels. Procurement
is the process of acquiring resources which contribute towards achieving the organisation’s goal. Since
the public purse is involved in procurement, the MoH is committed to creating efficient, effective,
competitive, accountable, value for money (VfM), and transparent measures in its procurement process.
Therefore, the MoH realises the importance of strengthening the procurement cycle through the
development, endorsement, and implementation of the Procurement Improvement Plan (PIP 2017/18-
2021/22). The MoH has taken a systemic approach to reviewing and prioritising the current challenges
related to health sector procurement in Nepal. The purpose, objectives, and outputs of the PIP are
aligned so that the major challenges in health sector procurement can be addressed within the
stipulated time. The MoH received input from External Development Partners (EDPs) which have
contributed to making this PIP a robust document. The draft PIP was presented in the workshop on
November 28, 2017, where 66 people from various organisations participated. The inputs from the
workshop were included whilst finalising the PIP. The MoH considers this PIP as a rolling document
which can be changed to incorporate the evolving needs. This document can be used to facilitate the

improved procurement process at both provincial and local level.
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2. CURRENT SITUATION AND CHALLENGES

Effective procurement management in Nepal’s health sector requires the MoH’s capacity to plan,
implement, and monitor the procurement process, which is in line with the Public Procurement Act
(PPA), Public Procurement Regulations (PPR), Nepal Health Policy (NHP), Nepal Health Sector Support
(NHSS) and Financial Management Improvement Plan (FMIP). The MoH needs the capacity to prepare
the Master Procurement Plan (MPP), Annual Procurement Plan (APP), Consolidated Annual
Procurement Plan (CAPP), and to oversee their effective implementation and monitoring to ensure their
timely procurement and distribution. The MoH will also provide the institutional framework for
procurement audits and VIM. During the period of the first and second Nepal Health Sector Programmes
(NHSP-1 and NHSP-2), some initiatives were implemented to strengthen Procurement and Supply Chain
Management (PSM), which have contributed to improving the availability of quality drugs and basic
health services. The MoH/LMD has recently enacted reforms including creating the pre-bid information
system, standardising the procurement process, and developing the post-bid contract management

system.

In order to strengthen, monitor, and sustain the initiatives the Department of Health Services (DoHS)/
Logistics Management Division (LMD) has formed and expanded their technical committees. The
governing committee among other technical committees is the CAPP Monitoring Committee (CMC),
which is under the leadership of Director General of the DoHS. The Terms of Reference (TOR) of this
committee have been endorsed by the secretary of the MoH with the provision of submitting their
progress report to the MoH Public Financial Management (PFM) committee. Other technical committees
include the Logistics Working Group (LWG), Logistics Management Information System (LMIS) Task

Force and Technical Committee (TC) for the Technical Specification Bank (TSB).

Impressive progress has been made in developing and institutionalising the CAPP for drugs and
equipment. The CAPP of previous years have been uploaded to the LMD's website. Additionally, the
updated TSB is now available on the LMD website. Any institutional and/ or individual users can get
information on technical specifications through the TSB. The information systems including the Content
Management System (CMS), LMIS, and Transaction Accounting and Budget Control System (TABUCS)
were designed and implemented at different times and capacity building training was also conducted.

The LMD has been using e-GP | since Financial Year (FY) 2014/15. More recently, the LM@:Qas started
§ L]
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the online e-GP Il that will contribute to improving the procurement process. Eieé}i'ifé’k‘fvith the above-
mentioned progress, the MoH is experiencing some challenges in overall procurement practices. The
problems in health sector procurement are documented in different reports by the MoH and discussed
in various technical groups. It was agreed to categorise the problems into nine different headings. The
MoH understands that there is a long list of problems pertaining to health sector procurement. The
challenge starts with weak planning, weak contract management, and poor quality of warehousing and
ends with the insufficient number of skilled human resources. The MoH considers the following

procurement and supply chain management related challenges in health sector procurement:

Weak linkage and coordination in pre-bid information systems: There is weak linkage between the
CAPP, TSB, CMS, LMIS, HMIS, and TABUCS. Market Analysis, Cost Analysis and Procurement Risk Analysis
(PRA) are almost not in existence in the procurement management system of the health sector. There
are also some ambiguities about the scope, roll, and responsibilities of the MoH, Centres, and Divisions

in these systems.

Insufficient procurement planning and monitoring systems: It has taken several efforts to consolidate
the procurement plan and implement it; however, the CAPP is still not sufficiently comprehensive.
Adequate monitoring of the CAPP is also not in place for each type and modality of procurement.

Similarly, contract management capacity and its monitoring is also weak.

Lack of standardised procurement process for health sector: Procurement processes are defined by the
PPA/ PPR with mandatory application of Standard Bidding Documents (SBDs), guidelines, and technical
notes issued by the Public Procurement Monitoring Office (PPMO). However, the health sector’s
requirements are not sufficiently addressed through SBDs, guidelines, and technical notes. Additionally,
no specific standardised process for the solicitation of bids along with SBDs, guidelines, and technical
notes have been designed for the health sector. The procurement of drugs and medical equipment is

treated as the procurement of civil works and other general goods.

Ineffective contract management: The PPMO has introduced e-GP phase | (2013) and phase Il (2017)
systems, the use of which being mandatory for all types of procurement system. However, no health
sector specific SBDs have been approved and uploaded to the e-GP. As a result, the current e-GP has

limited advantage in terms of contract management.
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Lack of post-bid information practices: The MoH has not yet formalised the Procurement Audit System
(PAS), Quality Assurance Plan (QAP), and Risk Mitigation Plan (RMP) for the procurement and supply

chain management process.

Weak supply chain management: Despite the implementation of pre-bid information systems including
the CAPP, TSB, and LMIS, the MoH has not been able to implement them effectively. As a result, the
chances of having a stock-out is high at the point of service delivery. The current supply chain
management is based on both a pull and push model which does not always address the demand. In the

devolved context, the role of procurement entities have not properly been defined yet.

Weak warehousing practices: A lack of proper infrastructure is a major contributor to the current weak
warehousing practices. A lack of skilled human resources for managing warehousing facilities,

insufficient equipment, and weak disposal of drugs and equipment are the major challenges.

High audit queries in procurement: Delays in decision making in the procurement cycle directly effects
the financial management of entities. Too long a time is taken in the decision making process for CAPP
approvals, the solicitation of bids, supply schedule management, and payments. The impact of this is
increased multi-year financial liability and an increased fiduciary risk. Non-transparent delays in
procurement decisions often increase the risk of having high audit queries. The MoH and procurement
entities are currently having high audit observation due to non-compliance, mis-procurement, and

intentional error.

Weak professional capacity: Inconsistent staffing patterns, inadequately skilled staff, and a lack of
sufficiently trained human resources has caused weak performance in procurement management.
Skilled workforces for the operation of e-GP, CAPP, TSB, LMIS, QAP, and Information Management
System (IMS) have not been developed at the federal, provincial, and local level. Similarly, institutional
memory has been weekend due to rapid transfers of workforce involved in procurement and supply

chain systems.
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3. OBJECTIVES

The purpose of this PIP is to strengthen procurement and supply chain management practices at the

MoH and its procurement entities. Specific objectives are to:

Strengthen the implementation and linkages of pre-bid information systems including the TSB,

LMIS, and TABUCS

e Enhance the formulation, implementation, and monitoring of the MPP, APP, and CAPP

e Develop a standard procurement process including health sector specific SBDs in line with the

PPA and PPR

e Improve contract management practices through the QAP, PAS, RMP, and e-GP

e Strengthen supply chain management through the IMS, infrastructure development, and

warehouse management

e Reduce audit queries related to procurement and the supply chain

e Develop institutional and individual capacity through up-scaling the LMD, professional training,

short-term courses, continued education, and exposure visits

4. RATIONALE

The MoH has taken several initiatives to improve overall procurement practices through policy
provisions including the NHP, NHSS, and FMIP. These policy directives suggest that the MoH design and
implement the PIP'. The NHSS outlines the reform initiative in procurement and supply chain
management:

1. Reforming procurement and logistics systems responsible for forecasting, tendering,

contracting, and supply chain processes

1 Pp 31 of the Nepal Health Sector Strategy, 2015-20; December 2015; MoH.
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2. Establishing a procurement centre staffed with procurement experts who will be
sufficiently trained, including on further capacity enhancement in supply chain management?

3. Provisioning the formulation and implementation of the PIP by the FMIP

In order to achieve these policy directives, the MoH will focus on building an enabling environment for
reform and anchoring the work across the procurement cycle. Critical to this approach is maintaining
continuous engagement with EDPs who are supporting the financial management and procurement
reform processes within the health sector. The PIP has been developed to address the above-mentioned
challenges, meet the purpose and objectives, and achieve the expected results. The MoH understands
the importance of preparing a comprehensive and detailed plan which will help to monitor progress
every six months. The CAPP-MC is responsible for monitoring progress made in the implementation of
this plan. This plan is relatively detailed which will allow provincial and local government to adapt it
while finalising their procurement improvement plans. In this context, the MoH has decided to set the

following outputs to achieve the objective of the PIP 2017/18-2021/22:

Output-1: Strengthened implementation and linkages for the pre-bid information system
OQutput-2: Improved procurement planning and monitoring

Output-3: Endorsed standard procurement process in the health sector

Output-4: Improved contract management

Output-5: Strengthened supply chain management

Output-6: Reduced audit queries

Output-7: Enhanced professional capacity

2 Pp 31 of the Nepal Health Sector Strategy, 2015-20; December 2015; MoH.
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6. THE WAY FORWARD

The MoH believes that the development and finalisation of the PIP 2017/18-2021/22 is a major step
towards improving the overall health procurement process. The development and finalisation of the PIP
is made possible by having a clear understanding of the problems in procurement and meaningful
engagement of EDPs. The current situation is evolving and it is possible that new problems will arise
during the implementation of this PIP. The CAPP monitoring committee will monitor the progress made
in the implementation of the PIP and provide periodic report to the MoH. The following points are the

ways forward:

1. The MoH considers this PIP as a live document, which means that needs based changes are
possible

2. The MoH and EPDs conduct joint field visits to monitor progress

3. Discuss the recommendations of joint field visits and other evidences in the meeting of CAPP-
MC and suggest the potential changes required for the current PIP

4. CAPP-MC to submit quarterly progress report to MoH; and

5. Make the PIP available to provincial and local governments.
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