Contract Management Innovation in Public
Procurement: Costa Rica’s Experience
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The Traditional Model

Costa Rica is an upper middle-income developing country, located in Central Amer-
ica; it has a population of approximately 5 million inhabitants and its national GDP
amounts to US$ 45.13 billion. Accounting for roughly 20% of the Costa Rican
national GDP, government procurement plays a very important role in ensuring ef-
fective and transparent management of public resources. According to a poll by the
University of Costa Rica (UCR), public contracting has been identified as one of
the government’s activity having the highest perception of bribery risk (Poltronieri
2011, p. 3). This is a worldwide phenomenon. In a Public Expenditure and Finan-
cial Accountability Program Assessment (IDC-WB 2010) held in October 2010, the
procurement model presented weaknesses due to its highly fragmented model, and
lack of control facilitation or efficiency within the procedures. In this same assess-
ment, Costa Rica’s transparency in procurement ranked as low as D+. Transparency
in government procurement, together with citizen’s active involvement as govern-
ment’s expenditure auditors, constituted a critical need in Costa Rica.

To conduct a functional and practical analysis of the current Costa Rican public
procurement model, the starting point of the case to be described in this chapter must
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be clear: The traditional procurement model in Costa Rica, governed by red-tape
and paper, was exhausted. The new innovated model based on an online procure-
ment service must cover the whole cycle, from planning to contract management.

Starting Point and Scenario

According to World Bank’s experts (IDC-WB 2009, pp. 163—164) who analyzed
the country’s public expenditure environment, Costa Rica’s legal and institutional
framework for procurement is based on best international practices. However, the
country’s procurement followed a fragmented model and had a series of deficien-
cies. The assessment stated that the public sector failed “to take full advantage of
available procedures, practices and management tools.” Some examples of how the
model was failing to support Costa Rican efficient budget execution may be sum-
marized through the existence of excessive amounts of paperwork, bureaucracy,
and poorly integrated processes. These are some features that characterized this
traditional model:

* No standardization of procurement documents and processes

» Lack to enable price-referencing, benchmarking mechanisms, or supply industry
analysis, due to the use of different codifications (goods and services classifica-
tion codes) and not-integrated supplier registration database

» Different procurement proceedings in each entity lack international standards
such as product codification, forms, terms of reference, business documents, and
transactions as a result of fanciful interpretations or ignorance of the applicable
regulations

* Numerous regulations and procedure manuals, depending on each entity

* Numerous investments and disintegrated use of IT platforms

* Duplication of requirements and procedures for supplier registration through dif-
ferent institutions

» Purchasing processes that require multiple approvals and reviews at different
levels (individuals and committees)

» Lack of process reengineering, standardization, and simplification, due to exces-
sive requirements that must be met depending on the institution

After analyzing the country’s reality, Inter American Development Bank (IDB)
and World Bank (WB)P! issued a series of recommendations, which pointed out
that the country should focus on seeking greater efficiency and savings through
procurement rather than implementation of the existing legislation. The recom-
mendations stated that the country be urged to implement mechanisms to enable
advanced procurement instruments, already available in the legal framework (re-
verse auction, joint contracting agreements, denominated “convenios marco”). The
assessment estimated potential savings (between 12.6 and 17.6%) and urged the
Ministry of Finance to take certain measures to improve public procurement, such
as: procurement consolidation, the definition of standards country-wide, the use of
a single catalog, registered supplier data base, and the use of framework contracts.



Contract Management Innovation in Public Procurement 15

Another important assessment on the matter, carried out by the Organization
of American States (IDB-OAS 2012, p. 10) also repeatedly stated that among the
major problems that affected the efforts made so far by the Costa Rican authorities
was the fact that none of the initiatives could actually turn Costa Rica’s procure-
ment process into a 100 % online traceable process. Public procurement efforts on
the improvement of the national contracting scenario were focused on improving
technical or specific procedures rather than on tackling the need to create a more
complete and comprehensive public procurement system.

A joint study by INCAE Business School and the Technical Secretariat for Digi-
tal Government (TSDGQG) in early 2008 showed more evidence about this reality
(Barahona et al. 2009, pp. 10-11). Based on the data from the General Comptrol-
ler’s Office (CGR), the study estimated that in 2007 a small group of 20 companies
billed the Costa Rican government 40 % of their purchases, which is approximately
8% of the national GDP (Barahona et al. 2009, p. 6). The study suggests that this
concentration “is mainly due to the barriers to participate in government’s procure-
ment processes representing system complexity and expensive it is for potential
bidders” (Barahona et al. 2009, p. 6). Despite the progress and efforts made until
2009, the traditional model, followed by the Costa Rican procurement processes
and based on paper-PDF-based procurement systems developed one by one within
the public sector, fell short against the objectives of transparency, accountability,
productivity, and development promotion.

National e-Procurement Platform: Mer-link

Before 2010, many attempts to improve Costa Rica’s procurement model were car-
ried out without noticeable success. They were not perceived as an effective solu-
tion to an increasingly evident problem. The challenge to modernize Costa Rica’s
procurement through a single-window process still remained.

As a result, the Technical Secretariat for Digital Government (TSDG), in part-
nership with the National Telecom Company (ICE), the Public Procurement Service
(PPS) of the Republic of Korea, adapted the Korean e-Procurement System, known as
KONEPS, into what is now called the Costa Rican National e-Procurement Platform,
also known as Mer-link. This system began with the development and implementa-
tion of basic modules by July 2010, and its full scope was launched in January 2011.

A team of 14 public institutions, including national banks, universities, public
agencies, and local governments, led by the TSDG and ICE through a strong stan-
dardization and Business Process Reengineering (BPR) process was able to shift
a paradigm throughout the country’s public administration. The interoperability
model followed Mer-link’s design led the country to build a basis to connect the
government’s back-office. The Mer-link system connected citizens, businesses, and
government; transformed paper and red-tape-based public services to online, and
established multichannel and one-stop transparency-based services.
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As a result of these institutions’ efforts, by 2012, Costa Rica reported several
platforms used for procurement purposes. In the same year, the General Comptrol-
ler's Office (CGR is its acronym in Spanish) requested from the Governing Council
a definition on the issue of public procurement. Consequently, CGR (2012, p. 22)
issued a report that pointed out: “due to the large number of transactions generated
by the public sector, it [was] necessary to consolidate efforts and automate the pro-
curement process through a single channel. The channel must consolidate govern-
ment goods and services transactions into a single IT e-procurement platform that
integrates all the country’s needs.”

Given these recommendations, the Office of the President delegated to a Nation-
al Public Procurement Committee constituted by the Ministry of Finance, Science
and Technology, and TSDG’s Director General, the integration of the National Sys-
tem of Public Procurement. The main objective of this committee was to implement
Mer-link system as the national procurement service platform.

The Mer-link platform and these team’s efforts in recruiting other autonomous
agencies to use the platform and optimize its use are necessary precursors to this
chapter. The detail story in its growth and development may be found across the
Internet and through several international organization experts’ reports, most of
them in Spanish. Mer-link has been operational for 3 years with an expanding list
of agencies (now 68 government agencies of over 300) conducting procurement
through this national single-window platform.

As the national e-procurement system, throughout its interoperability model,
Mer-link allows exchanging information with more than 50 institutions country-
wide, all bidding-related information is integrated and publicly available. It has
bridged the gap between a dynamic set of detailed information on government pro-
curement and the citizenry. Costa Ricans are able to freely access and understand
details of government procurement and budget expenditure, all accomplished by
this platform on its purpose to enhance transparency in government procurement.
At present, the system is being implemented and is expected to cover more than
90% (by volume) (General Comptroller’s Office, 2013)of national public procure-
ment by the first semester of 2014.

One of Mer-link’s strengths is that it handles the entire procurement process, which
includes supplier registration, bid notice, bidding, awarding, contracting, payment, and
the entire contract management process; hence, this project has become one of the most
innovative government services within the national agenda. Once registered, suppliers
are able to participate in all public tenders. The design contains the following main
modules, which have been put into operation since 2010: supplier registration (user
management), goods/services catalog (based on UNSPSC), bidding (procurement
planning, online tendering, e-bond management (participation and performance), on-
line bid submission, e-assessment, analysis and evaluation, and e-awarding), dynamic
purchasing modules (e-auction, e-shopping mall, framework contracts), contracting
(online contract issuance, e-signature/ digital certification), contract management (de-
livery, inspection, e-invoice, e-payment, supplier evaluation).

In spite of such complete functionalities, one could think that many of the de-
scribed features are already available in some of the worldwide known practices,
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why then is Mer-link acknowledged as an innovative solution to the national pro-
curement dilemma? In the last stage of contract management, Mer-link has added
a great value to the Costa Rican procurement cycle by including within its on-
line service scope the entire administrative and disciplinary sanctions procedure.
Empowering citizens through real accountability, allowing them to follow-up on
how the procurement process is executed, moreover on how their taxes are being
spent. At the same time, this innovative module enables online, real-time access
to all procurement profiles, including detailed management process actions to key
players, such as the Comptroller's Office, legal departments, audits, and the judi-
ciary branch.

Mer-link’s Scope

According to the Organization for Economic Cooperation and Development (OECD
2013, p. 97) there is a general concern about “the lack of attention dedicated to the
risks of waste in the needs assessment as well as in the contract management” in
public procurement. In particular, OECD’s mentioned documentation addressed the
importance of accountability throughout the whole procurement cycle, including
pre-bidding and post-bidding phases. In this regard, Costa Rica has made a remark-
able effort including all the mentioned phases within Mer-link’s functional scope.

According to the Costa Rican legal framework, procurement processes are es-
sentially divided into three stages, namely:

* Planning. In this initial phase the need to be satisfied is determined and the
works, goods, or services to be acquired for a certain purpose are identified. This
initial stage ends with the accurate identification of the good or service required,
the verification of budget availability, and the procurement modality to use. This
phase includes having a potential supplier database and a standardized coding of
the good or service to be purchased.

» Selection. This phase is where the entity must seek the best proposal (for e.g.,
price, quality, and experience). It can be done through several mechanisms such
as direct contract, abbreviated or competitive open tendering, dynamic contract-
ing, reverse auction, or shopping mall, which is a figure known as “convenio
marco” [In English: multiple award or framework agreement]. A direct contract-
ing mechanism is mainly used for frequently procured goods and commonly
required standard features. This mechanism involves a shorter period tender con-
test, and high volume with low value, meaning lots of low unit value contracts.
Tendering in its various forms (abbreviated, competitive, international) is an ap-
propriate mechanism for the selection of goods of very specific characteristics,
or the acquisition of higher value goods, which means this mechanism involves
high economic impact. The selection process ends with the contract or purchase
order issuing, in the case of direct contracting.

» Execution/Contract Management. During this phase the contractor delivers the
goods or services and the recipient verifies its validity and proceeds with pay-
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Fig. 1 e-Tendering cycle in Costa Rica and Mer-link’s functional scope (Source: Self Elaboration)

ment. It ends with the final reception of all goods or services. This phase is
related to the after-service for goods or services purchased. It involves any post-
delivery action (such as warranty compliance) or condition stipulated in the con-
tract or purchase order. This phase ends on the last day of the warranty.

Within all of the stages, portrayed in Fig. 1, there are a number of key features to
drive characteristics such as efficiency and productivity in the procurement process,
through the use of technology. At the level of a public procurement cycle in Costa
Rica, the following image and related statements will provide a glimpse of Mer-
link’s model main features and how they constitute an innovative process.

Planning

Single Vendor Registration also known as Register of Bidders

Costa Rica’s greatest weakness in terms of procurement before the implementa-
tion of the Mer-link system was the fact that potential suppliers had to go to each
government procurement department (300+ institutions) and provide a series of re-
quirements to be included and registered in the official supplier database. In a study
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carried out by INCAE Business School, it was determined that the cost of these re-
quirements amounted to US$ 2000 per process. The fact that it was so complicated
and expensive to register as a government supplier explains how difficult it was for
an SME to actually be invited into a public tendering process.

Thanks to the extensive use of digital certification, based on public key infra-
structure technology, Mer-link enabled a single nation-wide online supplier reg-
istration. This is a countrywide database, where the professional or company rep-
resentative may sign in (and update information) and make sure to be invited to
any potential business opportunity with the government. Through digitally signed
declaration and interoperability processes, the company’s data, such as legal status,
capital, ownership, social security, and tax payment status may be verified online
on a real-time basis. Up to date, Mer-link accounts more than 7000 potential suppli-
ers. This massive online process has opened a very important door of opportunity
for both procurement departments and potentially interested supplier companies,
especially SMEs.

National Goods and Services Catalog

As the supplier registers the company in Mer-link, he/she must select from the on-
line product catalog the goods or services that his company is in capacity to provide
to the government. This catalog is based on United Nations Standard Products and
Services Code (UNSPSC) classification. Once registered, the vendor will be noti-
fied (through e-mail and/or SMS) and to their inbox in the Mer-link system an of-
ficial notice to participate every time there is a potential business opportunity with
the government, according to the listed products and based on the related product
classification.

Mer-link’s organization has an expert unit trained to ensure correct classification
and technical specifications of every product. Every good or service is added and
classified into Mer-link’s catalog through this unit and all procurement procedures
base technical descriptions in this catalog. The principle behind the catalog’s de-
sign is to standardize all products purchased by the government, ensuring quality
in technical specifications as well as preventing bad technical interpretations and
corruption practices. Another important principle is to establish a common language
between private sector (vendors) and government procurement departments. The
use of a unique catalog has enhanced efficiency and reduced operation costs and
processing time.

One of the benefits that may be accountable to the use of the UNSPSC catalog
is the enhancement of the logistics and supply chain management of public en-
tities, thus reducing inventory levels through better management of information
on available products. Additionally, it enables an accurate mechanism to compare
prices of similar products and therefore speeds up the procurement selection and
decision-making process. Thanks to the data collected and standardized within Mer-
link’s catalog, the country can use detailed statistics and important business intelli-
gence tools for feedback about the national public procurement policy-making, and
streamline organizations’ operation and general management strategy.
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According to several vendors’ opinion surveys, Mer-link’s catalog facilitates
sales functions, introduces online marketplace activities between private and
public sectors, ensures the quality of product technical information, streamlines the
introduction of new products to the public procurement market, and facilitates col-
lection of sales data.

Budget Management

One of the general features of Mer-link’s product classification is budget/expense
code classification; this allows the system to establish a seamless workflow be-
tween procurement and the accounting process. Starting from the planning phase,
Mer-link will interconnect with the institution’s accounting or financial system con-
firming budget availability to start certain contracting procedures and follow on
with publication of the terms of reference.

Procurement Order/Request

The order request is the final step of the planning phase. In the traditional model
(paper-based), this request was an e-mail or official letter from a certain divi-
sion within any public institution addressed to the procurement division director,
formally requesting the need to buy a good or service.

This platform was designed to be used by large and small institutions even one as
large as ICE, whose organization accounts more than 45 working units or as small
as a local government office or a public school’s board. Depending on the institu-
tion, the internal process could vary, and Mer-link’s standard workflow should be
able to fit all working schemes. Mer-link’s modeling and standardization efforts
were expressed in an electronic document, a form which is filled out by an assistant/
analyst, approved and digitally signed by the division’s chief or director. Depending
on each institution’s configuration, Mer-link’s flow will automatically submit this
order request to procurement department users who will proceed accordingly. The
form is the kick-off point of the current public e-procurement process and therefore
of any procurement process e-record or transcript. The data on this e-form will feed
later stages in the procurement cycle.

Selection

e-Tendering, e-Bidding

Based on the data entered and submitted on the procurement order or request, any
user institution will be able to publish terms of reference (also known as RFP) and
start a tendering process for any contracting mechanism established on the Costa
Rican procurement legal framework. Once the user publishes the terms of reference,
the system will generate a robust security mechanism based on PKI technology
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(using a unique encryption mechanism for each procurement process) with which,
at the correct moment, the designated user will be able to open the chamber where
electronic bids will be encrypted and stored. The system’s functional design allows
any bids to be signed at a personal, corporative level, and even at a joint bid or
consortium level.

Depending on the goods or services selected on the catalog, Mer-link will send
immediate notifications (through SMS or E-mail) to all potential vendors and the
clock on the tendering procedure will start ticking. Any questions, remarks, or
complaints on the published RFP may be managed through the platform. This step
ensures that physical visits or meetings between vendors and public officers are
avoided.

Similar to the previous phases, interested vendors may present their proposals.
Companies fill out a form responding to their compliance with all details and specs
of the RFP. Through digitally signed e-documents, each vendor’s bid will be en-
crypted, electronically submitted, and locked-up in a chamber. The bids will not be
available until the corresponding date and time selected to start the assessment and
awarding phase. On the matching moment and with the key generated at the RFP
publication phase, the procurement officer in charge will be able to open the cham-
ber and proceed with the assessment phase.

A key innovation aspect in this stage is that throughout Mer-link’s portal public-
ity the Costa Rican Government has allowed the site’s publicity to substitute the
obligatory publication of public bidding proceedings in the local Gazette newspa-
per. This decision not only generates paper- and operation-related efficiencies but
also important savings in institution’s printing expenses transferred to the National
Gazette.

e-Bond or Collateral

Another important value added to this online process is related to the participation,
warranty and performance bond issuance. In the traditional paper-based model,
companies had to visit an insurance company or a bank, provide certain require-
ments, and issue a paper-based bond, which they had to attach to their paper-bid.
Nowadays, Mer-link connects nationally to all 15 bond issuing public and private
entities. Included are the National Insurance Institute, Costa Rican Bank, Scotia-
bank, Bansol, Promerica, and Lafise. The interoperability has streamlined the war-
ranty-related workflow not only for potential government supplier companies but
also for public procurement departments, which required a team (up to 5 resources)
for bond management purposes. To this date, bonds issued in relation with any pro-
curement process in Mer-link are issued electronically by the corresponding entities
and reflected automatically in the bidding process, once the bid is opened. The sys-
tem will provide to the procurement departments the necessary tools to manage the
warranty issuances, amounts, valid period, expiration, and renewal dates.
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Assessment/Evaluation and e-Contract

Once the procurement analyst opens the bids, Mer-link will order them automati-
cally according to the evaluation criterion previously defined by the public institu-
tion (on the RFP). For instance, if the evaluation criteria would be 100 % based on
the price, then Mer-link would display a table comparing all the received bids and
place the lowest priced one in the first row and order the following ones according
to the price.

The national e-procurement tool was designed in such a way that the institutions
may select and define any kind of evaluation criteria or different variable combina-
tions according to their specific needs (whether it is price, experience, quality cer-
tifications, cost effectiveness, energy efficiency, post-warranty). Mer-link will only
provide important hints and efficiencies in the process; however, the procurement
decision and responsibility will rely on the system’s users, whether they are public
officers or supplier company representatives.

Following-up with the process, the officer in charge of the corresponding con-
tracting process will check the received bids through the table generated automati-
cally by Mer-link (ordered according to the established criterion). The officer may
review that the procurement-related conditions are covered and may forward the
bids for an expert review. For example if the public institution is buying computers,
then the procurement analyst may review the tenders’ eligibility. The procurement
officer must confirm that tenders comply with basic conditions, such as stamps, par-
ticipation warranty bond, no tax and social security liens. The procurement platform
will issue a bid opening summary. This is an e-document where all acts related to
the chamber opening and bid review proceeding are recorded.

After the time for bid opening is issued, the procurement analyst in charge may
forward the bids for technical review to a designated IT department analyst who
may check that the computers offered by the bidding companies comply with the
requested specs. IT analysts will check and compare the proposals and provide his
technical recommendation on the best option.

Once this internal workflow is completed, procurement analysts will be able
to award the best proposal and notify that winner. To make this selection official,
the procurement department may request that the selected vendor submit payment
of certain duties and an online presentation of a performance bond, etc. Once the
awarded company fulfills these steps, the public institution will issue an e-purchase
order or e-contract (depending on the contract’s amount and chosen mechanism).
All approval levels within the workflow described in the national legal framework
to issue this contract (for example if the contract needs to be confirmed by the Na-
tional Comptroller Department or by the highest level department within an institu-
tion, such as the Board of Directors or Procurement Commission) are all available
features in this electronic tool. Given the fact that there is no paper involved, all
these steps for internal or external approval are followed through using the system
and e-signature features. The e-contract (or e-PO) will be issued by the institution
and electronically submitted in an e-document to the selected vendor. This e-docu-
ment will contain all legal responsibilities and rights between the parties and is as
valid as a paper and manually signed one.
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