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CHAPTER - 2   

    LITERATURE REVIEW 

 

2.1 Procurement 

 

Procurement means acquiring of goods and services and is a business-to-business 

(B2B) transaction. The word ‘purchasing’ is commonly used by individuals and 

also by organisations. In organisations, purchasing is a function where 

organisation’s resources such as specialized skills, knowledge and finances are 

used to procure supplies. The ‘purchasing department’ is the organisational unit, 

responsible for carrying out the function. Lusons and Gillingham (2003, 3-10) 

defined purchasing as, obtaining materials of the right quality, in the right quantity, 

from the right source, delivered to the right place, at the right price. 
 

Procurement is a wider term than purchasing. It implies acquisition of goods and 

services in return of a monetary or equivalent payment. It is a process in which, a 

set of functional stages have been directed to achieve an output of obtaining goods 

or services. Lusons and Gillingham (2003, 3-10) explained procurement as 

acquisition of goods and services, in any way, including borrowing, leasing and 

even force or pillage.  
 

Therefore, procurement is a more accurate term and hence, ‘procurement’ is often 

supplemented by ‘purchasing’, specially in job titles. 
 

The Sri Lanka Government Procurement Guideline defines procurement as,  

‘Procurement means obtaining by Procuring Entities of Goods, Services or Works 

by the most appropriate means, with public funds or funds from any other source 

whether local or foreign, received by way of loans, grants, gifts, donations, 

contributions and similar receipts. It would include purchase, rental, lease or hire 

purchase, including services incidental to the provision of the said Goods or 

Services or the execution of the Works’. 
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Therefore, procurement means acquiring or obtaining goods, services or works, 

 of right quality 

 in the right quantity 

 at the right time 

 from the right supplier 

 at the right price 

 from the  right source. 

in return of a monetary or equivalent payment.  

Lusons and Gillingham (2003, 3-10) further stated that the term ‘right’ is 

situational and is linked with the organisation’s corporate goals and objectives. 

 

According to Gebauer (2001 , 15-23), procurements can be mainly categorized into 

two types as Direct and Indirect Procurements. Direct procurement means 

purchasing of items which are required immediately by the production process. 

These are sometimes called production related procurements. The items are 

generally row materials and the requirements of them are originated through 

demand forecasting. Indirect procurements are the procurements which are not 

direct or production related. These include office supplies, IT equipment, services 

such as transport, maintenance, repair and operations.  
 

When considering about types of organisational procurements, organisations can 

be divided into four categories. They are production organisations which carry out 

production for commercial purposes, intermediaries who purchase goods and 

services for resale, institutions such as schools that are purchasing for their own 

behalf and government organisations which purchase goods and services for 

provision of other services which are not always commercially significant.     

 

2.1.1 

 

Government Procurements 

According to Cardapan-Antonio (2003), public or government procurement is the 

process by which government buys goods and services from suppliers (from both 

public and private) for the needs of its people. 
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Government / public procurements differ from other organisational (Production, 

Intermediaries and Institutional)  procurements, in the following ways. 

 Size – number of purchases and quantity purchased is large 

 Diversity – diversified items and types  

 Regulations – decision making is governed by regulations 

 Sources of funds – public funds 

 Public Review – public interest 

(Dobler, Burt & Lee 1990, 678-683) 
 

In addition, the procurement processes and the policies differ between government 

and  private sectors. The following table summarises the differences.  
 

Table 2.1 - Differences in Public / Private Procurement Processes  

Private Sector Procurements Government Procurements 

Focused on supplier management and 

business partnerships 

Focus is on creating competition, using 

competitive bidding 

Consider Price, quality, supplier 

performances, business partnerships etc. 

The policy of awarding bids is, by 

considering the lowest bidder 

Opening of bids and reading the offered 

prices is an internal process 

The bids are opened and the prices 

revealed in the public arena 

Select and maintain key supplier base 

having a very limited number of suppliers 

and a secondary supplier base.  

Maintains a list of registered vendors but 

other suppliers too are allowed to bid for 

tenders. But, they are not taken to the list. 

 

Both public and private sector procurements are governed by policies, procedures 

and guidelines. But, the major difference exists in the adaptation level because, all 

the public sector organisations follow the same policies, procedures and guidelines 

designed and enforced by the government.  
 

The following table compares the principles that should exist in a sound 

Government Procurement System, and the principles that have been included in the 

Sri Lanka Government Procurement Guideline – 2006.  
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Table  2.2 – Principles of good Government Procurement System and principles 

stated in the Sri Lanka Government Procurement Guideline – 2006. 

Principles in a Good Government 

Procurement System 

Principles stated in Sri Lanka 

Government Procurement Guideline 

Transparency - all interested participants to 

know and understand the processes of 

awarding government contracts. 

Ensuring transparency and consistency 

in the evaluation and selection 

procedure 

Efficiency - spending the least in buying 

what is needed  

Expeditious execution of Works and 

delivery of Goods and Services 

Integrity - rules to ensure that the bidding 

is within established rules and regulations. 

Retaining confidentiality of information 

provided by bidders 

Competition - ensures that everyone has an 

equal opportunity to take part in 

government transactions. 

Providing fair, equal and maximum 

opportunity for eligible interested 

parties to participate in Procurement 

Best Value and Customer Satisfaction - 

ensures that government gets the best value 

for the taxpayer’s money. 

Maximizing economy, timeliness and 

quality in procurement resulting in least 

cost together with the high quality 

Uniformity - ensures that the law applies to 

all government purchases and transactions 

Compliance with local laws and 

regulations and international obligations 

Public Monitoring - guarantees that 

contracts are awarded pursuant to    

the provisions of the law and they are 

performed strictly according to specs.          

Adhering to prescribed standards, 

specifications, rules, regulations 

and good governance 

Source : Cardapan-Antonio 2003 and Government Procurement Guideline   

 

2.1.2 

 

The Procurement Processes 

Procurement is not a single activity. It is a process consists of number of stages or 

sub processes directed towards acquisition of supplies. Lusons and Gillingham        

(2003, 10-15) depicted this process as a sequential chain of events.  
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Figure 2.1 : Procurement Process as a chain of activities  
 

The procurement process can be depicted in cyclic manner as a continual process 

as follows. 

 

 

 

 
 

 

 

 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

Figure 2.2 -  The Procurement Process as a cycle with sub stages 

 
Receive 
Requisition 
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Make 
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Prepare and implement criteria and methods for identifying 

organisation’s  procurement needs  (Forecasting, Requisition 

submission, Re-order  Method etc. ) 

 

Identify good suppliers through methods such as calling for 

Expression of Interest combined with Performance Evaluation 

methods such as Supplier Dashboard, Supplier Registration 

 

This is the most important element and carried out by receiving 

Request for Quotations, Request for Proposals, Invitation of Bids etc. 

from suppliers and evaluating  them through approved process 

 

 
This is a straight forward process and carried out sequentially as 

follows. Letter of Intent or Purchase Order or Blanket Purchase 

Order, Legal Agreement, Goods Delivery Note, Goods Received 

Note, Invoice and Payment 

 

Measure compliance to the Agreement, Compliance to Standards and 

Specifications, Measure Performances and manage suppliers based 

on measured results and continuous improvement 

Identify and anticipate needs 

Evaluate Suppliers 

Select Suppliers 

Release and Receive 

Measure and manage suppliers 
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In order to procure the right materials, of right quality, at appropriate prices to 

sustain the activities of the organisation, elaborate policies/procedures and systems 

are used by organisations, to govern and monitor the procurements. These 

procedures and the resultant processes differ, depending on different criteria 

adopted by organisations.  
 

2.1.2.1 The Types of Procurement Processes / Methods 
 

1. The Enquiry System :  
 

According to Chatterjee (2004, 27-35), the Enquiry System possesses the 

following steps. These steps are common to procurement processes of most of the 

organisations.  
 

a. Recognition of requirements 

Requirements for the purchase of materials is raised by the user 

department (production, maintenance or operations departments) or by 

the stores by preparing a purchase requisition (sometimes called 

purchase indent) and sent to the purchasing department. This document 

should include details of the items, the quantity required, estimated 

cost, expected delivery schedule and also the specification of items (if 

necessary). If the contents of the requisition are not clear, the 

purchasing department must refer it back to the sender and get it 

clarified. 
 

b. Request for Quotations 

Once the purchase requisition is received, the purchasing department 

prepares a company specific document, to be sent to all the potential 

suppliers. This document is normally called ‘Enquiry’ and includes, the 

serial number, purchase requisition reference, details of the items, the 

quantities, delivery schedule, inspection requirements and date at which 

the bids must be received. 
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c. Selection of the source of supply 

 The potential suppliers, in response to the inquiry, send their prices and 

 other terms and conditions applicable to the supplies to the 

 procurement department. This is normally referred as the ‘Quotation’. 

 Based on the quotations, received on or before the last date of receipt 

 mentioned in the inquiry, a comparative statement (sometimes called 

 price schedule) is prepared. The statement includes the effective price    

 (calculated using basic item price, packing charges, forwarding 

 charges, taxes, freight charges, insurance, discounts etc.) and the lowest 

 quoted price.If the items being procured are technically sophisticated, 

 then the quotations are referred to the technical department  to ascertain 

 whether the items quoted are acceptable.  
 

d. Placement of purchase order 

 Once the supplier is selected (that is, from whom the supplies are 

 obtained), the purchase order is placed. The purchase order is  

 accepted by the supplier by sending an Acceptance Note. Then, it 

 becomes a legal contract, representing a commitment for the supplier 

 to supply goods according to the description, quantity, delivery terms 

 etc. It becomes a commitment for the purchaser too, to pay the supplier 

 as per the payment terms given in the purchase order, once the goods 

 are received. The purchase order should include, terms of payment, 

 delivery, arbitration clauses applicable in cases of disputes, agency 

 commission payable, discounts offered and inspection clauses.   
 

e. Receipt of goods 

 After receiving the purchase order, the supplier delivers the materials as 

 per the delivery schedule. Once goods are duly received, a document 

 called Goods Inward Note - GIN (or sometimes called Goods Received 

 Note - GRN) is generated by the Stores. The GIN includes quantities of 

 received goods and an endorsement from the Inward Inspection 

 Department. Goods received are inspected by the Inward Inspection 

 Department. 
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f. Payment of goods received 

 The GIN, duly endorsed by the Inspection Department is sent to the 

 Accounts Department. The Accounts Department checks the GIN 

 against the corresponding Purchase Order and makes payment to 

 the supplier. However, the other payment terms  which get applied at 

 various stages of the procurement process are also checked.  
 

 

Purchasing Function

Manufacturing / Repair /
Operation setup

- Uses the purchased materials
- Raise Requisition for Material
Purchase ( Initiate material
requirement )

SupplierStores

Accounts

(1) Purchase
Requisition(8) Purchase

Order Copy

(4) Purchase Order

(5) Followup
Correspondence

( 3) Quotation

(2) Enquiry
( request for quotation)

(7) GI Note Copy

Material Delivery

(8) Goods
Inward
Note

( GIN or GRN )

(8) Purchased
 material

 Inspection
 Report

( 9 ) Material for Manufacturing / Repair or Operation

(9) Payments for
Materials Supplied

  

Source : Chatterjee  2004, 32  
 

Figure 2.3 – The Inquiry Procurement Process including document flow between 

the involved parties 
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2 The Tender System : 
 

Tender means an offer or a bid for the contract. Therefore, it is technically the 

same as the Enquiry System. In fact, most organisations adopt the tender system. 

There are three categories of tenders named Open Tenders, Limited Tenders, and 

Single Tenders. 
 

a. Open Tenders : 
 

As per Chatterjee (2004, 27-35), all the possible sources of supply, of 

the item to be procured, are notified of the purchase and are requested  

to submit quotations. This is done by publishing an advertisement in 

the National Newspapers, Trade Journals or other means, to address all 

possible and likely sources of supply of the particular product. Open 

Tenders are used when : 
 

i. Item is being procured for the first time. At this instance, the 

procuring organisation has little or no knowledge of the 

possible sources of the item.  

ii. The item is of high value and hence it is necessary to create 

competition to obtain the best price for the item. This type of 

items are not frequently purchased and are rarely purchased 

on emergency basis. This allows the procuring organisation 

to plan the purchase and identify and inform as many 

sources as possible (Ex: through public media such as 

newspapers), to try to procure best quality items at the most 

competitive price. The intention is to ensure cost saving 

from the items having high value. 

iii. The organisation wants to develop new sources of supply. 

Good practice is to keep the supplier base up-to-date and  

can be done by identifying new sources. Hence, the normal 

practice of organisations is to allow the unknown sources, to 

submit their quotations once in three to five years. 
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  Tendering system is said to be a good practice in procurement. It is a  

  process which is fair and transparent and which brings materials at  

  competitive prices to the  organisation. But, it suffers one disadvantage. 

  There is a possibility of incompetent and inexperienced parties   

  submitting quotations. Then, substantial time will be wasted at the  

  evaluation stage to identify and filter-out those suppliers who are not  

  serious enough about supplying or do not have the capability to supply 

  the required items. 
 

  b. Limited Tenders : 
 

   This system addresses or notifies only to the most likely and suitable  

   sources. However, in order to create competition, organisations decide  

   the minimum number of parties to be addressed. (typically three to  

   five). This enables purchaser to reduce time to purchase, than in the  

   case of open tenders. Here, the time interval needed to receive the  

   quotations and to evaluate them, will be less.  
 

c. Single Tenders: 
 

  In this method, only one supplier is notified about the purchase and  

  only that supplier will submit a quotation. This is not considered as a  

  good method from the purchaser’s point of view because the supplier  

  receives an upper hand in deciding the prices. Also he can impose terms 

  and conditions to the purchaser. This method is adopted when : 
 

i. Supplier has the monopoly status for the particular item 

ii. Items are extremely urgent and saving the time taken for 

 the tendering process, is important 
   

 However, in recent times, the single tendering is considered as an efficient 

 method of purchasing due to following reasons. 
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i. The supplier is an important part of supply chain and there 

are advantages in integrating supplier into the organisation’s 

supply chain.  

ii. Integration of the supplier within the overall system will 

 make the supplier to understand about the production 

 schedules and the requirements of the organisation, so that 

 the supplier can plan and give value addition to the supplies, 

 thus making the internal processes efficient.  

    iii. The parties can share information and work as partners, in  

     maximizing profit 

iv. Ensure minimum procurement time, a high degree of mutual 

loyalty and optimum productivity. 
 

3.  Rate Contracts :  
 

These are long term contracts between the purchaser and the supplier. Both parties 

agree on the prices and other terms and conditions, to be implemented over a 

period of time.   
 

Rate contracts are used when : 
 

i. Demand for an item is regular and large 

ii. The items are required by the purchaser in staggered lots and 

 at predetermined intervals 

   iii. The purchaser will be benefited from having continuous  

    supplies of the same quality and at same price without  

    calling  for quotations again. 

   iv. Purchaser is not in a position to maintain large  inventory  

    and supplier is not in a position to supply large quantities at 

    once. 
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2.1.3 The Government Procurement Process  

 

The government procurement processes too follow the three types of procurement 

processes, Enquiry System, Tender System and Rate Contracts (explained in 

section 2.1.2.1). However, according to Table 2.2, a sound public procurement 

system shall function based on the principles of transparency, efficiency, integrity, 

competition, best value for satisfaction of public, uniformity and public 

monitoring. Therefore, in order to ensure, that the government procurement 

processes follow these principles, policies, procedures and the standard 

procurement guidelines, processes have been decided by the governments of 

various countries.  

According to Makerem-Saab (2006), the Lebanon Government Procurement 

Process includes the following steps. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 2.4 : Government Procurement Process 
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Cardapan-Antonio (2003), explained the government procurement processes of the 

Philippines as follows. 
 

According to the Philippine Government, all procurements, regardless of cost, shall 

be conducted through Competitive Bidding. The Competitive Bidding Process is as 

follows. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

Figure 2.5 : Government Procurement Process in Philippines for Competitive  

         Bidding  
 

Furthermore, Cardapan-Antonio (2003) explained that the procuring organisations 

in Philippines can use the following alternative methods depending on the 

situation.  
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1. Limited Source Bidding or Selective Bidding : 
 

This is a method of procurement of goods and services, that involves direct 

invitation to bid by the procuring organisation from a set of pre-selected suppliers. 

These suppliers who are selected from a list maintained by the relevant 

government authority, are having  proven capability to fulfil the requirements of 

the particular purchase.  
 

2. Direct Contracting or Single Source Procurement : 
 

This  is a method of procurement of goods that does not require elaborate bidding 

documents and the supplier is simply asked to submit a price quotation or a pro-

forma invoice together with the conditions of sale. The offer may be accepted 

immediately or after some negotiations.   
 

3. Shopping : 
  

 This is a method of procurement of goods, where the procuring entity simply 

requests for the submission of price quotations, for readily available off- the-shelf 

goods or ordinary / regular equipment, to be procured directly from suppliers of 

known qualifications.  
  

 In addition, there are two other methods known as Repeat Orders and Negotiated 

Procurements which are used for special purposes. 
 

In Philippines, the government procurements are done through the Government 

Electronic Procurement System since 2003. Lebanon Government too has 

implemented the e-procurement in 2005. Hence, studying about their procurement 

methods, to know how and when those methods were implemented, is important 

for this research.  
 

The Sri Lanka Government Procurement Guideline – 2006, lists six methods of 

procurements. The following table compares these six methods, with the types of 

procurement methods explained in section 2.1.2.1 and the methods used by the 

Government of Philippines. 
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Table 2.3 : Comparison of Procurement Methods 

Procurement Method 

given in SL Government 

Procurement Guideline 

Recommended situation for 

using Procurement methods 

The equivalent method 

explained in this 

literature review 

  
Section 

2.1.2.1 

Philippine 

Government 

International 

Competitive Bidding       

( ICB )  

Capacity of domestic suppliers 

are limited and advantage of 

ICB is evident 

Open 

Tender 

Competitive 

Bidding        

National Competitive 

Bidding ( ICB ) 

Applicable to GoSL funded 

purchases  

Open 

Tender 

Competitive 

Bidding        

Limited or Restricted 

International / National  

Bidding ( LIB and LNB) 

Applicable when only few 

sources are available 

Limited 

Tender 

Limited 

Source 

Bidding 

Shopping 

For readily available goods of 

small value of which 

specifications are standard. 

NCB principles to be used 

when selecting 

Can 

consider 

as Enquiry 

Method 

Shopping 

Direct Contracting 

Used under special 

circumstances when prices are 

fixed as per regulations or 

when standardization and 

compatibility is important 

Single 

Tender 

Direct 

Contracting 

Repeat Orders 

Used under special 

circumstances when an order is 

placed to same supplier for 

same good at same price 

No 

Method to 

compare 

Repeat 

Order 

Emergency Procurement 

Used under special 

circumstances such as disaster 

situations 

No 

Method to 

compare 

No Method 

to compare 
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2.1.3.1 Problems / Weaknesses in Traditional Government Procurements  
 

Menon (1993,173) stated about the weaknesses in government procurement 

processes as follows. 

‘Main problems in government purchasing is the bureaucratic, time consuming, 

and often anachronistic, systems and procedures which inhibit what one may term, 

professional purchasing.’  
 

Furthermore, Liyanage (2005, 01) also discussed about weaknesses of the Sri 

Lanka Government Procurement System. 
 

‘The major weaknesses perceptible in the procurement system are, 

 the extensive delays in contract awards 

 non-compliance to rules and regulations.  

This has been exacerbated by, 

 Frequently changing, inconsistent guidelines 

 Poor monitoring,  

 Inadequate knowledge and skills 

 Lack of expert advice and institutional support 

 Non-availability of standard contract documents and specifications 

 Weak contract administration etc., 

resulting in huge cost and time over-run in many development projects. This has 

direct negative consequences on critical economic development.’  

(Liyanage  2005, 01) 
 

Delays in the procurement process is the major concerns which hinders the 

performance of the government organisations. In 2005, National Procurement 

Agency monitored 44 foreign funded and 32 Local funded procurements and the 

following are the results of this monitoring process.  
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Table 2.4 : Survey Results on Sri Lanka Government Procurements 

Situation of the 

Procurement Activities 

Foreign Funded (Total- 44) Local Funded (Total- 32) 

No of Tenders Percentage No of Tenders Percentage 

As scheduled 17 38 % 11 34 % 

Delayed 27 62 % 21 66 % 

Source :  Liyanage  2005, 55 
 

Lusons and Gillingham (2003,3-10) said that inefficiencies of traditional 

procurements include : 
 

 A sequence of non-value added clerical activities 

 Excessive Documentation – For example, a single purchase involves six 

 different documents (requisition, enquiry quotation, order 

 acknowledgement, advice note, goods received note and invoice) with 

 expensive copying for other relevant departments. 

 Excessive tie in processing orders, both internally and externally 

 Excessive cost on purely clerical work  
 

Singh (2008), listed the constraints of traditional procurements as follows. 
 

 A lot of time and effort wasted in disseminating and seeking  procurement 

information because, all of it is in paper based documents and retrieval is 

difficult, because of the human intervention in storing them 

 Slow and laborious manual processes and activity-flow 

 Human interface at every stage (low value addition) 

 Processes are not transparent to suppliers 

 Scope for compromises in bid-security & confidentiality 

 Cartel formation (suppliers get together and form groups) suppresses 

competition. This results in increasing bid prices 

 Possibility of data tampering and loss of records 
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2.2 Electronic Procurement 

 

Electronic Procurement (e-P) belongs to the category of business–to–business 

(B2B) Electronic Commerce in which the transactions between two organisations 

take place electronically. Electronic Commerce means any business process, or any 

collection of business processes, conducted using Information and Communication 

Technology (ICT). In the Traditional Commerce (also in traditional procurements), 

the business process involves, 

1. Physical Products (goods) or Services 

2. Transaction Process which is physical because physical goods and physical 

 money get exchanged 

3. Physical Delivery Agent such as Vehicle Transport or Postal Service. 
 

In Electronic Commerce, the process involves,. 

1. Digital  Products or items which are intangible in nature (Ex: Software) 

2. Transaction Process which is an automated digital process where digital or 

electronic products and virtual money get exchanged 

3. Digital or Electronic Delivery Agent such as Data Transmission over wires 

 

 

 

 

 

 

 

 

 
 
 
 
 
 
 
Source:  Turban et al. 1999, 37 
 
Figure 2.6 : Product-Agent-Process Representation 
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There will be Electronic Commerce where all three variables are digital in nature. But 

other categories of electronic commerce where all three variables are not digital, are 

also considered as Electronic Commerce. In the majority of the Electronic 

Procurements, physical goods will be exchanged where complete or part of the 

Transaction Process will be carried out electronically.  
 
Since, the process of Electronic Procurement (e-P) lie in the category of B2B 

electronic commerce, the benefits that will be brought to the organisation by 

electronic commerce, will be received by the organisation by implementing 

electronic procurements too. 

According to Turban et al.(1999, 33-49), the benefits to the organisation with 

implementation of Electronic Commerce are, 
 

1. Expansion of marketplace to national and international markets. The 

organisation can access more customers, best suppliers and the most 

suitable business partners. 

2. Decreases the cost of creating, processing, distributing, storing and 

retrieving paper based information. For example by introducing an 

electronic procurement system, companies can cut the purchasing 

administrative cost by as much as 85% 

3. Decreasing cost of making payments. For Example, for the US Federal 

Government, the ratio of cost for paper based payment against 

electronic payment is 43:2. 

4. Reduces time between disbursement of capital and the receipt of items. 

5. Improves image, improved customer service, simplified process, 

compressed cycle and delivery time, increased productivity, eliminating 

paper, expediting access to information, reduced transportation cost and 

increased flexibility. 
 

Furthermore, Turban et al.(1999, 229-245), stated about Procurement Management 

as follows.  
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‘From the purchasing company point of view, B2B Electronic Commerce is a 

medium for facilitating Procurement Management such as reduced purchase prices 

and reduced cycle time. To implement B2B Electronic Commerce from the 

Procurement Management point of view, the buyer oriented marketplace can be 

used in this model where the buyers announce RFQs (Request for Quotations) to 

potential suppliers for competitive purchasing.’ 
 

Lusons and Gillingham (2003, 171-182) defined electronic procurement as, the 

combined use of information and communication technology to enhance internal 

and external purchasing and supply management processes. The technology and 

the solutions deliver a range of options that will facilitate improved purchasing and 

supply management. Furthermore, Lusons and Gillingham (2003,171-182), 

provided a shorter definition as, ‘E-Procurement is the business-to-business 

purchase and sale of supplies and services over the internet’. 
 

According to the Asian Development Bank (2004), e-Procurement is defined as, 

the application of technology and infrastructure to the following aspects of the 

procurement envi ronment: 
 

1) Tendering:  

 The acquisition of high value, low volume goods, works and services by 

 seeking bids (proposals) via a public process followed by the evaluation of bids 

 and award of contracts. 

2)  Purchasing:  

The acquisition of low value, high volume, goods, works and consulting 

services by direct quote in the open market or from pre-qualified suppliers, and 

payment for the purchase. 

3)  Management of the procurement function: 

 The development and management of contracts, consolidation of procurement 

data to provide public information and aid future decision making, and the 

evaluation of the achievement of procurement outcomes for business and the 

community. 

 

 



 35 

 

Therefore, electronic procurement is the use of information and communication 

technology (specially internet) by organisations, for concluding their procurement 

relationships with suppliers and for acquisition of goods and services.  
 

Turban et al. (1999, 229-245), explained the following Electronic Procurement 

Process generally applicable in organisations. 
 

 Buyer prepares Bidding Information 

 Buyer posts the Bidding Information on the Internet (Request for 

 Quotations) 

 Buyer identifies potential suppliers 

 Buyer Invites suppliers to bid  

 Supplier downloads bidding information from internet 

 Supplier submits bids  

 Buyer evaluates suppliers’ bids and may negotiate electronically to achieve 

 the best deal 

 Buyer accepts the bids that best meets his requirements. 
 

2.2.1 Electronic Government Procurement 
 

Asian Development Bank (2004) defined Electronic Government Procurement    

(e-GP) as, the online application of information technology and infrastructure to 

the management, processing, evaluation and reporting of government procurement.  
 

Singh (2008) stated that e-Procurement means procurement of goods and services 

online, using the internet. Ideally, it covers the full life cycle of procurement. The 

intention is to automate, possibly the entire procurement process, along with tender 

bid submission and payments by suppliers, in an online web-based real-time 

environment. E-Procurement could resolve many of the constraints/delays of the 

traditional procurement. 
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2.2.2 Electronic Procurement Process 

According to Singh (2008), there are three methods of electronic 

procurement. These methods may be used alone, or as combinations of them.  

1. e-Tendering 

2. e-Auctioning – Reverse Auctions 

3. e-Catalogue based buying / e-Ordering 
 

However, e-Tendering system and e-Auctioning system are commonly used in 

organisations.   

   

 

  

 

 

 

       

 

 

 

 

    

 

   

 

Figure – 2.7 : The Electronic Procurement Process 
 

1. E-Tendering 
 

E- Tendering is a solution designed to handle the process of public tender, 

electronically  for acquisition of specialized goods and services. It is basically a 

copy of the traditional tendering process.  
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It facilitates the ‘Tendering Process’ covering from Indenting of Requirements to 

the Placing of Orders. 
 

 

 

 
 

 

Figure 2.8 : e-Tendering Process as a chain of activities 
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Figure 2.9 : Steps in e-Tendering Process  

E-Tendering facilitates to handle different types of tenders discussed in section 

2.1.2.1 (Open, Limited & Single Tenders) 
 

2. E-Purchasing 
 

This is a combination of Enquiry, e-Reverse Auction and e-Catalogue Methods and 

can be depicted by the following diagram. 
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Figure 2.10 :  E-Purchasing Process 
 

2 (a) E-Reverse Auction : 
 

E-Auction is an electronic market which can exist in both B2B and B2C contexts. 

Sellers offer goods or services to buyers through a website with a structured 

process for setting of prices. In reverse auction, buying organisations post the items 

that they want to buy and the price, which they intend to pay. Suppliers compete to 

offer the best price for the item or items and the auction is open for a 

predetermined time period. Here, multiple sellers bid, for having business with a 

single buyer. This makes the offered price to get reduced, because the buyer is 

interested in the lowest price. At the conclusion of the auction, both purchaser and 

supplier are to agree on the sale.  
 

Reverse Auction is used when : 
 

 There is uncertainty in the size of the market and willingness of the sellers 

to supply 

 There is a large quantity to be purchased and there is clear specification of 

item or items. 

 Selling the surplus assets 
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According to Singh (2008), in order to make the reverse auction successful, pre-

screening or pre-qualification of suppliers is essential. This is to have technically 

competent vendors who are prepared to offer the products of desired specifications 

and quality. In addition, complete specifications and requirements are to be known.  

The reverse auction is time-configured and all participating vendors are pre-

notified about the start time & closing time of auction. Bidders submit their price 

bids by remotely logging-in from their offices. Bidders can see the competing 

prices and rankings in real time and could revise their bids as desired. Reverse 

Auctioning is suitable for high value, large volume goods, capital goods, and direct 

materials / MRO items. Therefore, it is often used along with Tendering. 

Singh (2008) explained the advantages of Reverse Auction as follows. 

Advantages to Buyers: 

1.  Significant reduction in cost due to Dynamic Bidding process.  

2.  Reduction of inefficiencies in the supply chain due to improved  

  information flow , better supplier relations and time saving through 

  automation and process improvement.  
3.  Receiving value for money with real time competition 

4.  The process functions as a tool for efficient price discovery,  

  complementing the direct negotiation process.  

 5.  Increased transparency because the process is visible.  This   

   improves supplier perception towards buyer organisation.  

Advantage to Suppliers: 

 1.  It is a direct buyer to seller transaction. This ensures savings in  

   advertising and marketing cost / margins intermediaries etc. 

 2.  Facilitates flexibility in pricing decision.  

 3.   Allows vendors to assess their pricing power from close quarters of 

   competition. 
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2 (b). E-Catalogue 

 

Lusons and Gillingham (2003, 171-182) defined that e-catalogue is a web page that 

enables information on products and services, offered and sold by a vendor. The 

process supports online ordering and payment capabilities. As per Singh (2008), e-

catalogue based buying or e-ordering is suitable for small procurements by 

individuals. But this mode of procurement has many advantages, for government 

procurements when an ‘Online Procurement Portal’ is created. 

Here, a portal (web page) will hold (and manage) electronic supplier-catalogues of 

goods & services, with minimum possible prices affordable by them, for buying 

agencies to access and use for off-the-shelf buying.   

 

The success for e-catalogue method depends on size of participants. However, the 

method brings the following advantages.  

 1. It is superior because the buyer & suppliers establish a direct link 

 2.  Suppliers need to maintain / update only one catalogue on the Portal 

   and establish only one interface to sell to many buyers   

 3.  It is highly useful for all the routine and small item purchases of  

   government agencies. Also the method can be used for bigger items 

   and volume purchases, where specifications of the item or service  

   are quite standard.     

  
2.2.3 Electronic Government Procurement Processes 
 

According the Asian Development Bank (2004), the objectives of the electronic 

government procurement includes,  
 

1. Governance : 

This means achieving transparency and accountability. With the help of    e-

procedures, all procurement processes can be monitored (viewed) online by anyone 

including potential suppliers, the general public and the government itself.  

 



 41 

 

This promotes accountability and efficiency. This improves the level of trust, 

which encourages competition. 
 

2. Efficiency   

  Electronic procurement implies standardization, streamlining and integration of 

processes. This helps to reduce administrative costs and processing times. 

Furthermore, increase in competition and the reduction of costs for suppliers, 

promotes reductions of the prices of goods 
 

3. Balanced Development  

An e-Procurement  solution must allow government procurements to be  

commercial incentive, that therefore encourages productivity and competition, 

increases anti-trust mechanisms, facilitates the development of business (less entry 

barriers to government markets), and promotes local and regional economies 

(better use of economies of scale and location). These actions set the basis for a 

public investment, which is more balanced, fair and promotes development. Thus, 

it helps less developed countries to move towards a successful position in their 

regional and global integration programs. 
 

According to Cardapan-Antonio (2003), the Philippines Electronic Government 

Procurement System has been developed with the objective of promoting  

transparency and efficiency of government procurements using information and 

communications technology. There is a single portal (web page) that serves as the 

source of information on government procurement. In order to achieve the 

objectives, the procuring organisations are requested to post all bid notices, notices 

of awards of contract and other related information on the e-Procurement website. 

The system consists of  three main features.  
 

1. Bulletin : A web page to post Invitation to Bids, other notices relating 

to procurement, supplements to documents, contract awards, notices of 

awards, results of bidding , announcement etc. 

2. Registry of manufacturers, suppliers, distributors, contractors and 

  consultants : A database of all manufacturers, suppliers, distributors, 

  contractors and consultants registered under the system 
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 3.  Electronic Catalogue : A list of common-use goods, supplies, materials 

   and equipment procured by the procuring organisations and the  

   organisations are to procure only those items through Electronic  

   catalogue. The list includes, the Item Code, Product Code, Item  

   Description and Normal Price.  
 

As per Cardapan-Antonio (2003), the Electronic Government Procurement Process 

runs through a number of sequential steps: 

 

 

 

 

 

 

 

 

 

  

 

 

 

 

 

 

 

 

 

Figure  2.11 : Philippine Government Electronic Procurement Process 
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According to Singh (2008), steps in an Electronic Government Procurement 

System are : 
 

 Generation of documents such as indent ( purchase requisition ) , tender 

documents, specifications, general and specific terms & conditions, vendor 

eligibility, configuration of tender and tender notice through the system  

 Electronic publishing of Tender Notice and tender document by posting 

them in the e-Procurement website 

 Supplier / bidder registration, creation of login for registered suppliers,  

 bid preparation, document upload, bid encryption / enveloping and  

 secure submission 

 Suppliers obtaining clarifications online 

 Online payment of tender document fee and bid security 

 Online submission of bids to a time stamped electronic tender box 

 Bid opening and decryption which is visible to all bidders online 

 Simultaneous bid  evaluation of an opened tender (technical and financial 

 offers). Evaluation is a manual process. However, all the tabulations, 

 schedules etc. are prepared by the system 

 Matching and Negotiation. Negotiations are carried out online 

 Keeping of bid documents in a secured location, generation of Purchase 

Orders 

 Integration of the payment gateways 

 Enabling exchange of electronic payment 

 Automatic mail alerts to vendors / approvers / bid openers 

 Provision for asking Revised Financial Bids 

 Provision for tender copy facility . This means viewing and using old 

tender documents/corrigendum 
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Cardapan-Antonio (2003), further explained about the issues and problems of the 

Electronic Procurement System. 
 

 Same Contractor / Supplier gets the award repeatedly 

 Invitations to bids are not published in public places, newspaper or website 

and a contract is awarded to a person 

 Pre-bid conferences are not held 

 Bidders and observers are not present in the opening of bids 

 Announcement of awards are not published 

 Awarding contracts to relatives or “favoured persons”. 

 Bids which are substantially too low wins the tender and the issues of 

quality arises.   

 Acceptance of bids after the deadline of bid submission 

 Procurements are always done through shopping procedure. 
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2.3 Advantages / Benefits of Electronic Procurement 

 

According to Leipold (2006) , the e-Procurement is a tool to modernize and 

improve public procurement systems. The barriers of space and time that exist in 

manual procurement systems can be overcome through electronic procurement, 

while allowing a more transparent and efficient information flow and improved 

access to information. Leipold (2006) explained two main advantages of e-

procurement 
 
1. Enhanced Transparency & Compliance through adhering to Rules and 

 Regulations 
 

Electronic procurement can provide access to procurement information at 

low cost anywhere at any time. Although it is usually perceived differently, 

the technologies while automating the processes, can ensure compliance 

with the existing procurement policy and procedures. The system is 

designed so that neither purchasing agencies nor bidders can deviate from 

the public procurement rules and guidelines. This reduces the opportunities 

for corruption. 
 

2. Increased Performance & Quality 
 

The benefits of electronic procurement for the efficiency and effectiveness 

is measured in terms of cost of transactions and value-for-money outcomes. 

According to Leipold (2006), efficiency gains from 10% to 20 % of the 

total volume procured can be achieved through  reduction of transaction 

costs and prices. 
 

The time savings for both purchaser and bidder can be achieved due to automation. 

The bidders do not have to travel to submit bids in paper form. Transaction costs 

get reduced due to elimination of paperwork. Price reductions can be achieved 

through transparency, stimulation of competition, and innovative public 

procurement procedures. Price transparency is performed by disclosing contract 

award results online.  
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The online publication of procurement notices increases the bidder participation in 

organisation’s procurements. Increased competition reduces prices offered for the 

purchased goods. 
 

Furthermore, internal efficiencies can be achieved through availability of 

information and analysis, needed by the management. With the manual processes, 

organisations have limited access to valuable procurement related information 

because they are available in paper form and are usually scattered.In addition, in-

person contacts between purchaser’s staff and the bidder which lead to corruption 

through manipulation of procurement information and documents, can be 

minimized. 
 

According to Reunis (2007), the benefits of electronic procurement can be 

classified as follows. 
 

1. Cost saving  

This includes saving from personnel, material at low prices, decreased 

inventory cost, decreased search cost, decreased evaluation cost etc. 

2. Time  

Time reduction can be achieved through reduced Transaction processing 

time, Information preparation time and Processing delay 

3. Flexibility   

This is achieved by formation of collaborations with suppliers 

4. Consistency  

  Consistency is gained through streamlined processes, accuracy and

 standardized  procedures. 
 
Reduction in lead time can be obtained by shortening the execution process and by 

reducing the required processing steps. 
 

The survey carried out by the Asian Development Bank (2004) on Sri Lanka 

Government’s readiness for e- procurement illustrates the benefits of e-government 

procurement as follows. 
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a)  Improved domestic and international confidence in the integrity, 

transparency and fairness of the procurement process. 

b)  Improved value for money in government procurement by providing better 

services and facilities to the community. 

c)  Improved efficiency of the procurement process, in terms of lower costs for 

both government and business and a shorter process duration. 

d)  Improved management of procurement through a more strategic approach 

to procurement, devolution of management controls to agencies coupled 

with performance monitoring, better availability of information on 

procurement issues and trends, improved decision making, and the 

development of the procurement profession at all levels. 

e)  Better outcomes for business via consistency and streamlining of the 

process. 
 

Goyal (2002) lists nine advantages achieved by Indian Railways through 

implementation of e-procurement. They are, improved transparency on tender and 

contract finalizing, reduced cost of logistics in tender participation (through remote 

access for vendors), reduced procurement cycle time, improved material 

availability, faster payment to vendors, reduces cost of tender advertising, savings 

on printing, savings due to efficient reverse auction, possibility of integration with 

Management Information Systems (MIS) etc. 
 

Engstrom et al. (2006) carried out a survey on electronic procurement in the public 

sector of Sweden and the survey revealed that the government organisations 

received the following advantages. 
 

1. Reduction in Supply Cost              2. Reduction in Cost per tender 

3. Lead Time saving                          4. Simpler Ordering 

5. Reduced Paper Work                     6. Decreased redundancy 

7. Less Bureaucracy                           8. Standardization  

9. Online reporting                             10. Transparent Process 

11. Complying with laws ensured        12. Minimum Errors 

13. Easy access to information 
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E-Procurement was adopted by the Australian public sector with the aim of 

achieving  better value for money, reduced cost of purchases and business, 

effective purchasing and reduced duplication, increased ability to capture strategic 

information and greater access by suppliers.  
 

A survey carried out by Pires and Stanton (2005), revealed that the Australian 

organisations achieved the following performance improvements through                   

electronic procurement. 
 

Performance  Performance 

Improvement in supplier relationships  Fast 

Greater purchasing efficiencies  Improved inventory management 

Process efficiency  User satisfaction 

Cost reduction (processing)  Promotion of competition 

Compliance to rules  System availability 

Improving accountability  Flexibility 

User friendliness  Reduction in error 

Transparency  Ease of use 

Management information  System reliability 
 

According to the Asian Development Bank Report (2007), on Bribery and 

Corruption in the public sector, the reduction or elimination on procurement 

related bribery can be achieved, through implementation of e-procurement 

because, electronic procurement,   
 

1. Automates process that might otherwise attract bribery 

2. Provides real time information systems 

3. Facilitates supplier management  
 

Benefits of e-procurement explained by Lusons and Gillingham (2003, 171 - 182), 

are : 
 

 Improved information flow on best prices, quality of items, order status, 

tracking, demand forecasting etc. 
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 Reduced transaction cost through the automation of requisitioning, 

purchase ordering, and accounting 

 Reduction of purchases which had taken place outside the organisation’s 

contractual agreements 

 Increased speed and efficiency 

 Ability to aggregate purchases 

 
 

2.4 Disadvantages and Risks in Electronic Procurement  
 

Electronic Procurement creates a marketplace where the Government Buyer and 

Supplier come together and interact online.  

At present the interaction is through Newspapers, Fax, Letters etc. With                 

e-procurement, the buyer and seller can seek opportunities, exchange information, 

issue purchase orders, transact and publish results and undertake commercial 

activities online, using internet technologies. 
 

However, there is a risk in investing on e-procurement implementation by the 

governments because, the suppliers need to understand the change, the impact of 

the change in business, relative benefits of participation, need of external support 

on technology. 
 

Risks perceived by suppliers : 
 

According to the World Bank Report (2007)  the hurdles in relation to suppliers, to 

be overcome when implementing e-Procurement are, 
 

 Suppliers perceive new technology as a threat 

 Possibility of Small and Medium Level Suppliers getting eliminated from 

the business due to lack of awareness  

 General perception of suppliers is that the government procurements are 

not a reliable option for them. E-procurement might increase the fear. 

 Poor telecommunication infrastructure and lack of affordability for internet 

connectivity  

 Suppliers, not having the required computer literacy and awareness 
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 The procurement department may consider e-procurement as a threat 

 Lack of supplier confidence in integrity, consistency of the system and the 

purchaser’s professionalism in applying and managing the e-procurement 

process 

 Fear of business and security risks 
 

Business risks of e-Procurement : 
 

 Businesses do not like experiments. They like to see it running, before they 

invest time and money 

 Suppliers prefer e-procurement rather than e-tendering 

 Business organisation participation is important 

 Suppliers may think that e-Procurement may be a threat to supplier – 

purchaser relationship 

 Supplier facing risks in e-marketing situation. 
 

Concerns of suppliers are to be carefully addressed in order to obtain their 

participation with the e-Procurement. Purchaser must demonstrate to them, that the 

transformation from manual method to electronic method will be profitable and 

sustainable. 
 

2.4.1 Other Issues and Problems in Electronic Procurement implementation 
 

1. Commitment from leadership for improving governance and reducing 

 corruption 
 

Electronic procurement  does not ensure improved governance and reduced 

corruption, if a strong desire from leadership and management is not 

extended, at the implementation stages, for  ensuring maximum  

transparency and compliance to rules and procedures. Furthermore, top 

management commitment is needed, to ensure same performances at the 

operations. 
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2. Enhance Saving  
 

Although it is perceived and well understood that implementation of 

electronic procurement would save cost and time, for both purchaser and 

supplier through automated transactions and price reductions, it is not easy 

to quantify and give such returns in financial terms. 
 

3. Reduction of staff in Procurement Department 
 

Any ICT implementation brings fear of loss of jobs among staff involved 

with the operation. Procurement staff will also feel the same with the 

implementation of electronic procurement. Therefore, the implementation 

plan should include appropriate programs for awareness raising, capacity 

building, retraining etc. to solve these problems and to resolve issues such 

as employee unrest.  
 

4. Security risks 
 

Electronic Procurement is a tool for business transactions between two 

parties. Hence, ICT security issues such as integrity, confidentiality, non-

repudiation, and authentication are critical in public procurement systems. 

Technologies are available to ensure security. 

Public Key Infrastructure is a technology that provides security through 

encryption and digital signatures. Authentication is achieved through digital 

certificates. These technologies (in fact the acquiring of the technologies) 

can bring inequality in competition among participants, in the procurement 

process .   
 

5. Internet access 
 

Internet connectivity can also create discrimination among suppliers 

because it is an issue of acquiring of technology. Not all the suppliers are 

having their internal processes and skills ready for electronic procurement 

implementation. 
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6. Supportive law enforcement 
 

Use of ICT in business transactions require appropriate legislation to bring 

legal validity for the electronic procurement process and documentation      

(Ex: Computer Crimes Act, Electronic Transaction Act etc.) 
 

7. Cost of Implementation 
 

According to surveys, electronic procurement implementation is expensive 

and the cost varies depending on the number of suppliers connected to the 

system 

 

2.4.2  Need of Procurement Re-engineering 
 

Organisations are heading towards innovative purchasing as a strategic approach to 

increase profit margins. Some of the tactics which are used in this process and 

which are boosted by electronic procurement are, 
 

 Volume Purchases 

 Buying from approved suppliers 

 Selecting right suppliers 

 Group purchasing (grouping similar items) 

 Awarding business, based on performances 

 Improving quality of existing suppliers 

 Doing contract negotiations 

 Performing partnerships with suppliers 

 Reducing paperwork and administrative work 
 

In order to achieve full benefits of implementing electronic procurement, 

procurement re-engineering is needed. Procurement re-engineering will introduce 

fundamental changes in organisation’s internal procurement processes. The 

primary aim of procurement re-engineering is to, reduce the number of routing 

tasks and shortening the overall procurement cycle. According to Turban 

et.al.(1999, 229-245), other objectives of this process are,  
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 Reducing purchasing cycle time 

 Reducing Cost 

 Enhancing budgetary control 

 Eliminating administrative errors 

 Increasing productivity in procurement 

 Lowering prices through standardization of procuring items  

 Consolidation of procuring items to receive volume discounts and 

administrative costs 

 Improving Information Management – supplier and buyer side information 

 Improving payment process. 

 

2.5 Staged or Phased Implementation of Electronic Procurement 

 

The Electronic Government Procurement Roadmap proposed by the Asian 

Development Bank (2004), states that the electronic procurement implementation 

must start from a less complex process (e- tendering) and continue to more 

complex areas (e- purchasing) . 
 

The roadmap divides the gradual approach into three stages. 
 

1. Publication:  
 

This means, informing all interested parties. The work involves, publishing the 

Procurement Notice (Tender Notice) online, for viewing .  
 

2. Interaction:  
 

This means uploading tender document, specifications and other terms and 

conditions applicable to the tender, onto a website. Participants can download  

documents, exchange clarifications (basic decision-making information) through 

e’mail, and upload bids securely to be received by the purchaser. However, no 

financial transactions take place at this stage of the development. 
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3. Transaction:  
 

Here, the payments can be made online and hence, not only the information but 

goods and services can be traded under competition. Geographical restrictions are 

eliminated for improving competition.  
 

4. Transformation:  
 

This is a broader perspective. This means, the society changes deeply in all areas 

where business transactions are carried out online.  
 
 
According to Asian Development Bank Report (2004), electronic procurement 

implementation comprises three main areas.  
 

1. e-Tendering:  
 

This means carrying out the processes of public tendering (open or 

restricted) for the procurement of specialized works, goods, and consulting 

services, that are of high value and low volume. It starts when a 

government agency issues a procurement document containing its specific 

procurement requirements.  
 

2. e-Purchasing:  
 

This method facilitates the procurement of standard goods and services that 

are of low value and high volume, online. Catalogues purchasing and 

Reverse auction are categories of e-purchasing. The process goes from the 

publication of items online, by the suppliers, to the electronic selection, 

ordering, reception and payments, by the purchasing side. 
 

3. e-Contract Management:  
 

This includes management of receivables, payments, contract settlements, 

contract variations, bid securities, and auditing and control activities online. 

 
 


