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1. EXECUTIVE SUMMARY 

1.1 This Operational Procurement Review (OPR) for Tonga i s  based on an 
assessment carried out by a World Bank Team in May-June 2003, with inputs from the 
Asian Development Bank (ADB). The Government designated a counterpart for the 
Team and provided extensive support to i t s  work. In addition to meetings with key 
officials, the Team also made a presentation to the Government’s Procurement 
Committee, on various options for designing and introducing an efficient procurement 
system. The Procurement Committee, which i s  chaired by  Hon. Minister for Finance, has 
a mandate to develop proposals for long-term procurement policy framework. The 
recommendations provided in this report are to a large extent based on views expressed 
by the Government. The Government has accepted these recommendations and the 
Action Plan. 

1.2 The broad objectives of  this procurement assessment in Tonga are two-fold: 

(a) to review existing policies, procedures and practices followed for 
procurement, with focus on Bank-financed projects and their impact on 
procurement performance of the Bank portfolio, and to recommend 
measures to improve the procurement performance; and 

(b) to identify technical assistance (TA) required to introduce international 
procurement best practices in the country. This objective i s  supported by  
the Government’s intention to introduce such practices. 

1.3 The Bank does not have a separate Country Assistance Strategy for Tonga. 
Instead, the Pacific Regional Strategy (May 2000) guides the Bank’s strategy for this 
country and other small Pacific islands. Based on this Strategy, the Bank works in 
partnership with the nine regional countries and their development partners to achieve 
sustainable social and economic development through a mix of  targeted lending, and 
economic and sector work. Unlike in many other regions where the Bank operates, the 
Bank’s role as a knowledge bank i s  perhaps the key strength that i t  brings to the Pacific. 
To date the Bank’s main means of  contributing knowledge at the overall regional level 
has been through the Regional Economic Reports (the last one issued in September 
2002). This OPR i s  consistent with the stated objectives of  the Pacific Regional Strategy. 
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Summary of Key Findings & Risk Assessment 

Legal and Regulatory Framework 

1.4 Tonga does not have any legislation or regulations governing public procurement, 
and also does not have any formal procurement policies and procedures. However, while 
the Public Finance Management Act, 2002, does not explicitly contain provisions relating 
to the procurement o f  goods, works and services, the general provisions o f  the Act can be 
interpreted as giving the Minister of  Finance the right to issue regulations governing 
public procurement. Recognizing the need that public funds should be spent in an 
economic, efficient and transparent manner, the Government has established a 
Procurement Committee with a mandate to develop proposals for a long-term 
procurement policy framework. After considering various options, the Procurement 
Committee has expressed i ts  desire to introduce an independent Procurement Act, and 
ancillary regulations for governing public procurement. The OPR Team recommends 
that the proposed Procurement Act be based on the simpler version of  the UNCITRAL 
Model Law. A proposed Institutional Development Fund (IDF) grant from the World 
Bank may be utilized for financing of  the services of  the legal consultant to assist the 
Government in drafting the Procurement Act. 

Institutional and Organizational Framework 

1.5 Procurement has been decentralized to various Government ministries and 
departments, with the various institutions following different informal procedures and 
practices. Even within those ministrieddepartments, procurement responsibility and 
accountability are not assigned to one particular unit, but are diffused as an across-the- 
board function. 

1.6 In Tonga full decentralization to all the procuring ministries and departments may 
not be the most efficient and effective approach. The r isks are high due to lack o f  
capacity, capability and s k i l l s  in procurement operations, and the volume of procurement 
would not justify creating procurement sk i l l s  in each ministry and department. 
Therefore, a mixed approach i s  tentatively proposed for Tonga. 

1.7 Under this approach, the Procurement Committee would continue to be 
responsible for policy and oversight functions of  public procurement. To support the 
Procurement Committee, a Secretariat to the Committee would be established, with the 
dual responsibilities o f  oversight and support. The Procurement Policy and Oversight 
Group within the Secretariat would be responsible for: developing procurement 
legislation, formulating procurement rules and regulations, setting standards of  operations 
and control systems, approving procurement arrangements and exceptions, monitoring 
compliance with procurement policies, preparing and disseminating standard 
procurement documents, reviewing and handling of complaints, providing procurement 
training, and disseminating procurement information. 

1.8 The Procurement Support Group within the Secretariat would be responsible for 
reviewing and processing procurement for clearance by  the Procurement Committee, 
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supporting selected procurement entities that do not have the critical mass to undertake 
competitive procurement, and providing general assistance to the Government in 
managing procurement. 

1.9 Decentralization of procurement functions would continue for selected ministries, 
such as works, health and education, which have a critical mass of  procurement. For 
most of  the other entities, the volume of  procurement would not justify creating 
procurement expertise within those units, and full delegation o f  procurement 
responsibilities. The Procurement Support Group shall support these entities to conduct 
competitive procurement. 

1.10 There i s  an obvious conflict of  interest between some of the functions of  the 
Procurement Policy and Oversight Group and those of  the Procurement Support Group. 
However, i t i s  recognized that Tonga i s  a very small country, where the volume of  
procurement i s  very limited, and the number of  qualified procurement staff i s  also 
limited. Therefore, the option of setting up two separate and independent units 
responsible for oversight and procurement support may not be feasible. The consultant 
responsible for preparing the draft Procurement Act (para 1.4) should specifically review 
and recommend an appropriate structure, with the objective of  mitigating any perceived 
conflict o f  interest. 

Procurement Procedures, Practices and Tools 

1.11 In the absence of procurement laws, rules and regulations, the procurement 
practices of  various departments varies when procurement i s  carried out with the 
Government’s own funds. In the cases of  procurement funded by Development Partners, 
the procurement policies of  the Development Partners are followed. A review of  national 
competitive bidding procedures and practices for civil works of  the Ministry of  Works (a 
major procuring entity), utilizing the Government’s own resources, shows that (i) 
adequate time i s  not allowed for bidders to submit their bids; (ii) bid opportunities are not 
normally advertised in the national press and are invited from only a limited number of 
contractors that are registered with the Ministry of  Works; (iii) the bidding documents 
does not include any instructions to bidders outlining how the bids would evaluated; (iv) 
for most cases public bid opening does not take place, (v) if bid prices are substantially 
higher than the cost estimates, rebidding often takes place, and (vi) sometimes 
negotiations takes place with the lowest evaluated bidder as a condition for award of  
contracts. The Procurement Committee recognizes these constraints and plans to prepare 
and issue a Procurement Manual, along with standard procurement documents. The OPR 
Team supports this initiative of the Procurement Committee and consultants for preparing 
the Procurement Manual and standard procurement documents may be financed from the 
proposed IDF grant. 

1.12 Until the proposed Procurement Act i s  enacted and the ancillary regulations are 
issued, the Team recommends/proposes that for each project financed by the Bank, an 
Annex to the Procurement Schedule of the Legal Agreement shall be included with 
mandatory provisions for national competitive bidding. 
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Procurement Skills and Capacity Building 

1.13 The capacity of  Government staff to manage international procurement i s  very 
limited. Most of the sk i l l s  available are in the Ministry of Works and, to some extent, in 
the Ministry of  Health. To meet the capacity development needs, a capacity development 
program has been agreed with the Government. 

Assessment of Domestic Industry 

1.14 Tonga has a very small domestic industry involved in public procurement. I t s  
manufacturing industry i s  extremely limited and most of  the goods have to be imported. 
There i s  a small consulting industry with only five f i r m s  capable of  providing support for 
design and supervision o f  civil works, of  which two are relatively large while the others 
are very small. The construction industry i s  also very limited with only six f i rms capable 
of  carrying out construction works of contract sizes o f  up to US$700,000. There are ten 
other small f i rms capable of  carrying out construction works of  up to US$50,000. 

Portfolio Performance in Bank-financed Projects 

1.15 There i s  only one IDA-financed active project in Tonga (Cyclone Emergency 
Recovery and Management Project). The project has been rated satisfactory - both for 
project management and for procurement. A credit for the Health Sector Support Project 
has been negotiated in May 2003 and i s  planned for approval on July 24, 2003. The 
procurement r isks for both these projects have been rated to be “high”, with which the 
OPR Team concurs. 

Risk Assessment 

1.16 The general assessment of  the OPR Team i s  that procurement r isks are “high”. 
This conclusion i s  based on the fact that there does not exist any legal procurement 
framework or any uniform written procurement policies. In addition, there are no 
standard procurement documents and the capacity of staff to manage procurement i s  
weak. Considering the high risk rating, supervision of procurement should be carried out 
twice a year for each Bank-finance project. During the initial phase of  the project, such 
supervision should also include post review of  20 percent sample o f  contracts that have 
not been subject to prior review by the Bank. This percentage may be lowered if, during 
implementation o f  the project, i t  i s  determined that the processing of  procurement i s  
satisfactory and there i s  a lower perceived risk. 

Recommended Action Plan 

1.17 In order to implement the recommendations of  the OPR, an Action Plan, as shown 
in Annex 7 has been agreed with the Government. Implementation of  all the four 
components of  the Action Plan w i l l  require TA from development partners. Possible 
sources of  financing and the priority for action are as follows: 

0 Procurement Support Framework: For the implementation o f  the procurement 
reforms and to support the Procurement Committee, a Procurement Secretariat should 

4 



be established. While Government officials would staff the Secretariat, i t  would need 
to be suitably equipped. Since the scope for financing office equipment under IDF 
grant i s  limited, the Government would have to finance the equipment. Priority High 

0 Procurement Legal Framework: A Legal Consultant would be required to help 
prepare the draft Procurement Act and the ancillary Regulations. The proposed IDF 
grant from the World Bank may be utilized to finance the Legal Consultant. Priority 
High. 

0 Procurement Manuals and Standard Documents: The Government would require 
the assistance of  an experience Procurement Specialist to help develop the 
Procurement Manual and the standard procurement documents. This component may 
also be finance from the proceeds of  the proposed IDF grant. Priority Medium. I t  
shall follow the drafting and acceptance of the Procurement Act. 

0 Capacity Building and Training: There i s  a need to provide training to Government 
officials, and both ADB and NZAID have indicated their willingness to support 
financing of  the Training component. Priority Medium. While some training can 
commence early, the main training should commence only after the Procurement 
Manual i s  developed. 

Monitoring and Evaluation 

1.18 The Secretariat to the Procurement Committee shall be responsible for the overall 
implementation of the agreed Action Plan and provide progress reports on a quarterly 
basis to the Bank. The Government, ADB and the Bank shall jointly evaluate progress on 
an annual basis. ADB’s and Bank’s mission would be mounted in conjunction with the 
supervision of  ongoing projects. 
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2. OPERATIONAL PROCUREMENT REVIEW 
PREFACE 

2.1 The Tonga Operational Procurement Review (OPR) i s  based on an assessment 
carried out by  a World Bank Team in May-June 2003, with inputs provided by  the Asian 
Development Bank (ADB). The Initiating Concept Memorandum (ICM) was distributed 
on May 13,2003 for “virtual” reviewkomments. Based on comments received, the I C M  
was finalized and distributed on May 2 1,2003. 

2.2 The Ministry of  Finance i s  the counterpart agency for the assessment, with 
Mr. Siosaia Faletau, Principal Economist and Deputy Secretary, Ministry o f  Finance, 
having been designated as the counterpart for the Team. Mr. Aholotu Saafi Palu, Acting 
Director, Ministry of  Finance, provided extensive support to the Team. The Team wishes 
to acknowledge the extensive cooperation and assistance received from all the agencies, 
particularly the Ministry of  Finance. 

2.3 The OPR Team met key government officials, bilateral development partners and 
the private sector. In addition, the Team made a presentation to the Government’s 
Procurement Committee on various options for designing and introducing an efficient 
procurement system. The l i s t  of  persons met i s  in Attachment 1. Prior to the arrival o f  
the mission, the Ministry of  Finance distributed the questionnaire on public procurement 
system to various ministries and agencies, as well as to the Tonga Chamber of  Commerce 
and Industry. This OPR i s  the outcome of the views expressed by  the officials and the 
private sector, as well as from a review of  available documents and process related to 
procurement. 

2.4 Mr. Xian Zhu (Country Director) and Mr. Denis Robitaille (Regional 
Procurement Advisor) offered their guidance on the scope and overall direction o f  the 
assessment. Mr. Will iam D. 0. Paterson (Lead Highway Engineer) and Carol Bal l  
(Senior Operations Officer) are the Peer Reviewers. Valuable suggestions were provided 
by Mr. Amarnath Hinduja (ADB), Ms. Irina Luca (EAPCO), Ms.  Alison Micheli 
(LEGPR), Ms. Carol Ball (EASHD), and Ms. Pamela Bigart (OPCPR). The OPR Team 
wishes to thank them all for their support and suggestions. 

2.5 The OPR Team consisted o f  Mi. Nurul Alam (Senior Procurement Specialist and 
Task Team Leader), Mr. Harbaksh S. Sethi (Consultant - Procurement), Mr. Vivek Suri 
(Economist) and Ms. Donna Quartley-Parker (Team Assistant) from the World Bank, and 
Mr. Robert Rothery (Principal Procurement Specialist), and Mr. Amarnath Hinduja 
(Head, Project Administration Unit) from ADB. While Messrs. Suri, Rothery and 
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Hinduja did not participate in the mission, they provided valuable inputs to the 
assessment from their respective offices. 

BACKGROUND 

Country Information 

2.6 The Kingdom of Tonga i s  a small open economy with i t s  population of  around 
100,000 lying well below the 1.5 million threshold generally used for defining small 
states. Geographically, Tonga consists of  four main groups o f  islands having a land area 
of  720 square kilometers scattered over nearly 1000 kilometers o f  ocean. Out of a total 
of  170 islands, only 37 are inhabited and nearly 40 percent o f  the population resides in 
the capital city, Nuku’alofa. Politically, Tonga i s  a constitutional monarchy that dates 
back to 1845. The church, with i t s  long-standing involvement in social affairs and 
education, plays a key role in Tongan society. 

2.7 Tonga shares the characteristics of other small island states such as a small 
domestic market and remoteness from larger markets, openness and vulnerability to terms 
of  trade shocks, low levels of  economic diversification, a narrow resource base, and 
scarcity of  skilled labor. Tonga i s  very vulnerable to natural disasters, with cyclone 
Waka that struck in December 2001 being the most severe in 40 years. 

2.8 Tonga’s GNI per capita of US$ 1410 places it in the lower-middle income group 
of  countries. However, i t s  social indicators are stronger than other countries found in the 
group. The infant mortality rate i s  14 per thousand; l i fe expectancy at birth i s  70 years; 
99 percent of  the population has access to safe drinking water; practically al l  adults are 
literate; and primary and secondary education coverage rates approach 100 percent of  the 
target population. Communicable and infectious diseases are largely under control; the 
main health issue now i s  the so-called “lifestyle” diseases that are partly attributable to a 
shift away from the traditional diet. Tonga has a young population with nearly 40 percent 
in the under 15 age group. Generating employment opportunities for school leavers i s  
emerging as a key challenge for the government. 

2.9 Tongans have had relatively open emigration opportunities especially to New 
Zealand and Australia. I t  i s  estimated that an equal number o f  people o f  Tongan origin 
reside overseas as in the country itself. A large emigrant community has meant 
significant remittance flows amounting to nearly 18 percent o f  GDP. 

2.10 The agricultural (including fisheries) sector contributes about 25 percent of GDP. 
A vast majority of the population grows food for self-consumption on family owned 
plots, Crops are also grown for export, with “squash pumpkin” exports to Japan playing 
a dominant role. L ike other Pacific Island countries Tonga has also benefited from 
generous aid receipts, amounting to US$ 217 in per capita terms and 14 percent of GDP. 
The main development partners have been Australia, European Union, Japan, New 
Zealand, ADB, and the World Bank (through i t s  soft loan affiliate - International 
Development Association - IDA). Aid has helped sustain a large public sector that 
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dominates the formal labor market, and government services account for about 16 percent 
of  GDP. 

Preliminary 
Outturn FY02 

2.11 Macroeconomic performance has deteriorated in recent years owing to slow 
progress in dealing with structural issues. After having averaged about 4 percent in FY98 
to FYOO, growth has slowed to 0.8 percent in FYO1, and i s  estimated by  the Ministry of  
Finance to be 1.6 percent in FY02 and 1.9 percent in FY03, and projected to be 2.6 
percent for FY04l. The government’s budget has come under strain from public sector 
wage increases and support to public enterprises. There has been a rapid increase in 
domestic credit, a marked depreciation of  the Tongan Pa’anga (national currency), and 
annual inflation has risen to 11.5 percent at the end of  March 2003, compared to 10.5 
percent in March 2002. B y  then end of March 2003, foreign exchange reserves have 
fallen to 2.2 months of  imports, which i s  below the Reserve Bank’s minimum target of  3 
months o f  imports. In order to address underlying structural issues the government has 
embarked upon an Economic and Public Sector Reform Program supported by  the ADB. 
To support the reforms, ADB has provided Technical Assistance (TA) for “Building a 
Performance Based Public Service”. 

Revised Budget 
Estimate FY03 Estimate FY04 

2.12 The twin objectives of the Government’s economic and public sector reform 
program are: (i) to improve the efficiency o f  the Government and so improve service 
delivery to the public, and (ii) to create an environment more conducive to economic 
development, which w i l l  create employment opportunities.2 As a part of  the reform 
program, during the 2002 session of  the Legislative Assembly, key legislations were 
approved. They are the Public Finance Management Act, Public Enterprise Act, Revenue 
Administration Act, and the Public Service Act. 

Current Expenditure 
Goods and Services 

Capital Expenditure 

2.13 In FY04, the projected expenditure o f  the Government i s  T$131.96 million, o f  
which T$113.77 million i s  for current expenditure and T$18.20 million for capital 
e~pendi ture.~ The table below from the FY04 Budget provides critical procurement 
related information for the period FY02 to FY04 (in T$ million): 

89.23 99.26 113.77 

26.75 33.24 40.24 

10.16 2.20 18.20 

Total Expenditure 99.39 101.46 131.96 
I Fixed Capital Assets I 9.17 I 1.44 1 17.14 I 

Government’s Budget Statement for the Year Ending June 30,2004. 
Government’s Budget Statement for the Year Ending June 30,2003. 
Government’s Budget Statement for the Year Ending June 30,2004. 
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The goods and services procured under current expenditures relate to recurrent operating 
expenditures. About 82 percent of  estimated capital expenditure for FY04 i s  planned for 
financing from grants and loans from Development Partners. 

World Bank Strategy and Lending Program 

2.14 In l ieu of  a separate Country Assistance Strategy, the Bank’s assistance to Tonga 
i s  guided by  the Pacific Regional Strategy (May 2000). In the Pacific region, the Bank 
works in partnership with the nine regional countries and their development partners to 
achieve sustainable social and economic development. The Bank brings i t s  global 
knowledge to help address the development problems faced by the Pacific countries 
particularly at a regional level, and provides a targeted and focused mix of  development 
financing, and economic and sector work. Unlike many other regions where the Bank 
operates, i t s  role as a knowledge bank i s  perhaps the key strength that i t  brings to the 
Pacific. To date the Bank’s main means of  contributing knowledge at the overall 
regional level has been through the Regional Economic Reports (the last one issued in 
September 2002). This has been supplemented by a more focused program of regional 
and sector based economic and sector work, developed in conjunction with member 
countries and other development partners. This OPR i s  consistent with the stated 
objectives of  the Pacific Regional Strategy. 

2.15 Two projects (Tonga Development Bank Project and Second Tonga Development 
Bank Project), financed by the International Development Association (IDA), have been 
completed. There i s  only one ongoing project (IDA-Cyclone Emergency Recovery and 
Management Project), which i s  co-financed by  Australian Agency for International 
Development (AusAID) and the European Union. IDA i s  administering the funds o f  
these co-financiers. A credit for another project (IDA-Health Sector Support Project) has 
recently been negotiated, with Board presentation planned for July 24, 2003. IDA i s  also 
administering a PHRD grant for the preparation of  the Health Project. An Education 
Project i s  planned for FY05. This project i s  expected to be financed by  a number of  
cofinanciers and i s  planned to be a Sector Wide Approach Project. I t  i s  expected that 
implementation of  the recommendation of  the OPR would contribute to i t s  preparation 
and smooth implementation. The l i s t  o f  IDA-financed projects and IDA-administered 
trust funds i s  provided in Annex 1. 

ADB’s County Strategy and Lending Program 

2.16 ADB’s strategy for Tonga supports the Government’s development objectives. 
The 2004 - 2006 Country Strategy and Program Update (CSPU) w i l l  continue the focus 
on assistance to the Government reform program to (i) build an efficient public sector and 
enhance public sector governance institutions; (ii) establish an enabling environment to 
help private sector development; and (iii) encourage growth of agriculture based 
businesses for export through better policy environment, improved market information 
and access. The key projects in 2004 - 2006 w i l l  focus on (i) continuing public sector 
reforms, in particular to significantly reduce subsidies to public enterprises through 
improved efficiency and privatizing non-core commercial enterprises; and (ii) stimulating 
economic activities in the natural resource sector such as agriculture and fisheries. 
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2.17 ADB i s  planning to provide a loan of US$5 mill ion for “Public Enterprise 
Rationalization’’ in 2004. A Project Preparatory Technical Assistance (PPTA) i s  planned 
in 2004 to support a US$5 million loan in 2005 for “Agriculture Sector Development”. 
An Advisory Technical Assistance (ADTA) i s  also proposed for 2004 to support 
agriculture based micro enterprises specifically targeting women and youth groups in 
rural and urban areas. Channel financing wi l l  be sought to develop a training program in 
basic bookkeeping sk i l l s  to assist small and medium enterprises to meet requirements of  
value added tax and income tax reforms to be implemented in FY 2005. The 
Government has also requested immediate assistance for a small scale ADTA to review 
the agriculture sector and the preparation of  a roadmap to ensure that activities (by 
Development Partners and Government) in this sector w i l l  be well targeted and consistent 
with the Government’s overall reform strategies and policies. A l i s t  of  ongoing TA and 
loan provided by  ADB i s  attached as Annex 2 

Relationship with Other World Bank Diagnostic Work 

2.18 The Bank does not have plans to carry out any diagnostic work in Tonga related 
to utilization o f  public funds or public accountability. The Team has reviewed and taken 
into consideration the recommendations of  the ADB supported Economic and Public 
Sector Reform Program, which i s  designed to achieve a sustainable fiscal balance and 
improve the delivery of  public services. The Team has also considered the Strengthening 
of  Budget Systems Project, financed by  AusAID. Through this Project, AusAID i s  
providing assistance to the Ministry of Finance to strengthen the area of  utilization of  
public funds and public accountability. 

Objectives and Scope of the OPR 

2.19 Tonga does not have any procurement legislation or regulations governing the use 
of  public funds and they also do not have any formal procurement procedures. 
Development partners, with Australia, European Union, Japan, New Zealand, ADB and 
IDA being the main contributors, provide most of  the funds for economic development, 
and in such cases the rules o f  the particular development partner are applied. The 
Government has recently formed a Procurement Committee and has shown interest to 
streamline procurement and adopt international best practices. Considering the above 
factors, the broad objectives of Operational Procurement Review are two-fold: 

(a) to review existing policies, procedures and practices followed for 
procurement, with focus on Bank-financed projects; their impact on 
procurement performance of  the Bank portfolio, and recommend measures 
to improve the procurement performance; and 

(b) to identify TA required to introduce international procurement best 
practices in the country. This objective i s  supported by  the Government’s 
intention to introduce such practices. 

2.20 
concentrated on the following: 

Within the above broad objectives, as agreed under the ICM, the assessment 
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Legal and Regulatory Framework: Identification of  appropriate legal 
framework for procurement with a view to establish economy, efficiency 
and transparency in procurement, and the identification of  TA required for 
achieving those objectives. 

Implementation Framework: A brief review of  current arrangements for 
public procurement and providing recommendations for modifications to 
enable procurement to be carried out in an effective manner, with due 
regard for economy, efficiency and transparency. 

Procurement Procedures, Practices and Tools: A brief review of  
current documents used for procurement of  goods, works and services 
with funds from the government’s own resources and those o f  
development partners, and recommending the introduction of  a set of  
uniform and harmonized documents for efficient procurement processing. 

Procurement Skills and Capacity Building: A review of  the existing 
local capacity for carrying out procurement activities and recommending 
measures to strengthen procurement capacity. 

Assessment of Domestic Industry: An assessment of  the domestic 
industry (consultancy, manufacturing and construction), and 
recommending thresholds for the Bank for procurement under National 
Competitive Bidding (NCB), Shopping and small works, as well as the 
dollar ceiling below which short-list of  consultants may comprise entirely 
national f i rms.  

Acceptability of National Competitive Bidding (NCB) Procedures: A 
review of current procedures and practices for NCB and identifying 
modifications necessary to those procedures and practices to be acceptable 
for Bank financing. 

Portfolio Performance under Bank-financed Projects: There i s  only 
one ongoing project and another one has recently (May 2003) been 
negotiated. A review o f  the performance o f  procurement for these two 
projects, during their preparation and implementation, has also been 
carried out. 

Risk Assessment: An assessment of  r i sks  associated with procurement 
for the Bank’s portfolio. Based on this assessment, the recommending 
frequency for supervision o f  procurement as well as prior and post review 
thresholds. 
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DISCUSSION AND ANALYSIS OF FINDINGS 

Legal and Regulatory Framework 

2.21 The Public Finance Administration Act (PFAA) of  1983, as amended in 1984, 
1986 and 1988, and i t s  dependent Regulations give considerable attention to the Minister 
o f  Finance’s responsibilities for “Public Stores”. The intention was to require the 
Minister of  Finance to exercise effective supervision over all Government expenditure. 
However, neither the Act, the ancillary Regulations, nor the Instructions for Financial 
Management in Government, issued in October 1993, provided any guidelines on policies 
and procedures for procurement. This absence of written rules and regulations, together 
with the growing complexity of  modern procurement, which resulted in procurement 
being decentralized to l ine ministries, has led to the various institutions following 
different informal procedures and practices, and the perception of  the private sector i s  
that public procurement, with funds from the Government’s own resources, i s  not camed 
out in a transparent manner. A perception that i s  also shared by  some Government 
officials. 

2.22 Over recent years, between 80 and 90 percent of funds for economic development 
have been provided by Development Partners, with the Asian Development Bank, 
Australia, European Union, Japan, New Zealand and the World Bank as the major 
financing sources. The contracts under such funds are awarded under the policies and 
procedures of  the respective Development Partners. 

2.23 The Public Finance Management Act (PFMA), 2002, which i s  the successor of  
the PFAA, has been approved b y  the Parliament and the Government plans to have i t  
effective from July 1, 2003, after H i s  Majesty, the King, signs it. Once enacted, the 
PFAA shall stand repealed. While the PFMA also does not contain express provisions 
relating to the procurement of  goods, works and services, i t s  general provisions, whereby 
the Minister of  Finance has been designated as responsible for the management of public 
finance (Part 11, Section 3), can be interpreted as giving the Minister o f  Finance the right 
to issue regulations governing public procurement. 

2.24 Recognizing the need that public funds should be spent in an economic, efficient 
and transparent manner, upon an initiative by the Minister of  Finance, the Government 
has established a Procurement Committee with a mandate to develop proposals for a 
long-term procurement policy framework. The Terms of  Reference (TOR) of  the 
Procurement Committee i s  attached at Annex 3. 

2.25 This OPR i s  particularly timely as it fits in well with the TOR of the Procurement 
Committee. At the Government’s request, the OPR Team made a presentation to the 
members of the Procurement Committee on the basic principles of  public procurement 
and different approaches on the legal instrument that the Government may adopt to 
develop procurement legislation. The Government could either modify the PFMA to 
introduce procurement-specific provisions or issue Regulations or Directives related to 
procurement on the basis of  the PFMA or develop a new and independent Procurement 
Act. 
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2.26 The Procurement Committee welcomed this opportunity and after deliberations 
on the possible instrument, the Government expressed i t s  desire for a new Procurement 
Act. To accomplish the objective in an efficient manner, the Government expressed the 
need for recruiting a consultant to assist in drafting procurement legislation, and related 
rules and regulations and has requested the OPR Team to identify potential sources for 
such financing. The OPR Team supports this initiative by the Government and 
recommends that the Bank provide an Institutional Development Fund (IDF) grant for 
this purpose. The OPR Team further recommends that the proposed Procurement Act be 
based on the simpler version of UNCITRAL Model Law. 

Institutional and Organizational Framework 

2.27 As mentioned in para 2.21, procurement has been decentralized to various 
Government ministries and departments, with the various institutions following different 
informal procedures and practices. Currently, within each ministry/department, the 
procurement responsibility and accountability i s  not assigned to one particular unit but i s  
diffused as an across-the-board function, where a number of  staff are responsible for 
procurement as an adjunct to their main functions and depending on the nature of  
procurement and the expertise of  staff handling it. For example, in the Ministry of  
Works, two different divisions are responsible for processing procurement related to 
construction and maintenance of buildings and roads. Similar arrangements exist within 
the Ministry of  Health, where different units conduct the procurement of pharmaceutical 
drugs and o f  medical equipment. Irrespective o f  the lack of  consistency in 
responsibilities for processing procurement, each ministryldepartment has a somewhat 
similar chain for contract award authority designated at different levels. For example, in 
the Ministry of  Works, contracts below T$1,000 are approved by the Deputy Director 
while those above T$1,000 are submitted to the Director o f  Works for approval. 
However, for procurement carried out through a competitive bidding process, an 
evaluation committee (Tender Panel), which consists of  senior ministry/department staff, 
a representative from the Ministry o f  Finance and the technical expert handling the 
procurement, reviews and approves the award of  contracts. In the case of  the Ministry of 
Works, which processes procurement for “client” ministrieddepartments, the technical 
expert i s  from the “client” ministry/department. 

2.28 Considering the need for transparency and accountability in the management of  
public funds, through the TOR of the Procurement Committee, the Government i s  
considering the introduction o f  interim policies for the procurement o f  goods and services 
(see Annex 3). While the proposed measures are in the right direction as the need for 
policies governing processing of  procurement has been recognized, the proposal for the 
Procurement Committee to “assess” all contracts above T$20,000 w i l l  centralize 
procurement decisions. The OPR Team understands that the Government i s  
reconsidering this threshold and other thresholds and higher thresholds w i l l  be set. 
Further, these interim policies do not apparently cover civil works and the role of  the 
evaluation committees (Tender Panel) at the ministry and department level. The 
consultant to be recruited for assisting the Government in drafting the Procurement 
(para 2.26) should specifically review the TOR o f  the Procurement Committee 

Act 
and 
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recommend suitable modifications in order to ensure a balance between policy and 
oversight functions of  the Committee. 

2.29 
principles: 

Modern procurement systems envisage an organizational set up along two 

(i) 

(ii) 

a central agency or unit, with an umbrella function for procurement oversight 
responsibilities; and 
decentralization of procurement responsibility to procuring ministries and 
departments. 

In a country of  small size as Tonga, a full decentralization to all procuring ministries and 
departments may not be the most efficient and effective approach as such an approach 
may be fraught with r isks due to lack of  capacity, capability and sk i l ls  in procurement 
operations, and the volume of  procurement would not justify creating procurement sk i l ls  
in each ministry and department. Therefore, for most efficient use o f  available 
procurement resources, a mixed approach i s  tentatively recommended for Tonga. 

A. Secretariat to the Procurement Committee 

2.30 Under this approach the Procurement Committee would continue to be 
responsible for oversight of  public procurement. To support the Procurement Committee, 
a Secretariat to the Committee would be established. This Secretariat would have dual 
responsibilities - oversight and support. While i t  would have been preferable for these 
two functions to be segregated to two distinct and independent units to avoid any conflict 
of  responsibilities and interest, for Tonga this may not be feasible because of  i t s  size and 
volume of  procurement. Therefore, the OPR Team tentatively recommends that within 
the Secretarial the functions be segregated and performed by  two distinct “groups” - 
Procurement Policy and Oversight Group and Procurement Support Group. The 
proposed structure would be further reviewed b y  the consultant responsible for drafting 
the proposed Procurement Act (para 2.26) with the objective o f  mitigating any perceived 
conflict of  interest between the functions of  these two groups and the Procurement 
Committee. 

2.31 Procurement Policy and Oversight Group: To meet the need to establish a 
central oversight body, Policy and Oversight Group would undertake the following tasks: 

Develop procurement legislation. 
Formulate rules and regulations. 
Develop standards of operations and controls systems (internal and external to 
agencies). 
Approve procurement arrangements and exceptions. 
Monitor compliance with procurement policies. 
Prepare and disseminate standard procurement documents. 
Review and handle complaints. 
Provide professional training in procurement. 
Collect and disseminate procurement information. 
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2.32 Procurement Support Group: Considering the fact that some of the agencies do 
not have the critical mass to undertake competitive tendering process in a decentralized 
environment (para 2.33) and that the Procurement Committee would require support for 
reviewing contracts that are referred to i t  for decision (para 2.28), this Procurement 
Support Group would undertake the following tasks: 

0 Review and process procurement, submitted by line ministries and departments, 
for clearance by  the Procurement Committee. 

Conduct or support competitive procurement for selected procurement entities 
that do not have the critical mass to undertake such responsibilities. 

0 Provide assistance in procurement implementation, including these required under 
financing of development partners. 

0 

B. Decentralized Procurement 

2.33 The objective o f  an efficient public procurement system l ies with decentralization 
under which the procurement of  goods, works and services i s  delegated to procuring 
ministries and departments at all levels. This ensures ownership and leads to 
accountability. In Tonga, this may be possible for ministries, such as works, health and 
education, which have a critical mass of  procurement. However, for some entities the 
economy of  scale for procurement would not be sufficient to justify full delegation. In 
those cases, the procurement entities would undertake responsibility only for those 
procurements that should not be carried out through a competitive process. For 
competitive procurement, the Procurement Support Group shall support these entities. 

2.34 The OPR Team strongly supports the existing practice o f  evaluation committees 
(Tender Panel) for the review o f  competitive procurement. However, general guidelines 
on selection and composition of the members of the evaluation committees need to be 
established. 

Procurement Procedures, Practices and Tools 

2.35 In the absence o f  any procurement laws, rules and regulations, and written 
policies and procedures, the procurement practices of  various departments vary when 
procurement i s  carried out with the Government’s own funds. In cases o f  procurement 
financed with funds from Development Partners, the procurement policies of  the 
Development Partners are followed. Therefore, this section focuses on the application of  
procedures, practices and tools for Government funded procurement, particularly the 
Ministry of  Works, which plays a critical role in public procurement, and concentrating 
on civil works. The procurement o f  goods i s  normally carried out through Shopping as 
values of  most of  the contracts are small and competitive bidding i s  not justified. 

2.36 Procurement Planning: Procurement planning i s  critically linked to budget 
planning and allocation and the release of funds to the implementing ministries and 
departments. However, there does not appear to be any serious effort to prepare 
procurement plans or to monitor them. The need for preparing such procurement plans 
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and their monitoring should be emphasized in the Procurement Manual when i t  i s  
prepared (para 2.44). 

2.37 Size of Contracts: The Ministry of  Works does not have a database that could 
provide the data on the size of contracts. Apparently most of  the contracts awarded are 
small (less than US$50,000). However, there are s t i l l  a significant number of  contracts 
that are above that limit. 

2.38 Advertising: Contracts for civil works are normally awarded on the basis of bids 
received from selected registered contractors. However, for the registration of such 
contractors advertising i s  not normally carried out and the Ministry of  Works depends on 
applications from contractors. Since there are no specific criteria for the identification of 
contractors that should be invited to submit bids, decisions on their selection are made in 
an ad-hoc and arbitrary manner, leading to unfair practices. The OPR Team recommends 
that all procurement carried out through a competitive basis should be advertised in a 
widely circulated national newspaper and such bidding must not be restricted to only the 
registered contractors. This would ensure more competition for the contracts, thereby 
leading to more economy in their awards. 

2.39 The bidding documents used for procurement of  c iv i l  
works do not include any Instructions to Bidders. However, they contain the Conditions 
of Contract. Since there are no Instructions to Bidders, the bidders do not have the 
opportunity to understand how bids should be submitted and how they would be 
evaluated, and the protest mechanism. As a result, the Ministry of Works has the scope 
to use discretionary authority for the award of contract. The OPR Team recommends that 
standard bidding documents should be prepared and used for all competitive bidding 
(para 2.44). 

Bidding Documents: 

2.40 Public Opening: The Letter of Invitation issued to selected registered contractors 
to submit bids does not include a provision for public opening of  bids. As a result, 
public opening o f  bids seldom take place. This has been an issue raised by the national 
contractors with the OPR Team. In order to ensure transparency in the procurement 
process, the OPR Team recommends that public opening takes place for all competitive 
bidding. 

2.41 Bid Evaluation and Contract Award: As indicated above, the bidding documents 
do not contain any Instruction to Bidders and thus the criteria for evaluation are not laid 
down. While most of  the contracts are awarded to the lowest evaluated bidders, there are 
some cases where the decisions to award contracts to other than the lowest priced bidders 
are questionable. There i s  also the practice o f  “bracketing” in bid evaluation whereby 
bids that are below 15 percent of  the engineer’s estimate are rejected, while the bids that 
are above 15 percent are either rejected or negotiations take place with the lowest 
evaluated bidders. This practice of  “bracketing” i s  contrary to international best practices 
and the OPR Team recommends that this should be stopped. One positive note i s  the 
practice of the Ministry of  Works to advise the unsuccessful bidders the names and the 
bid prices of  the successful bidders. This practice should continue. The standard bidding 
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documents proposed above (para 2.39) should include the Instructions to Bidders, with 
explicit evaluation criteria. 

2.42 Contract Negotiations: As indicated above, in some cases, negotiations with the 
lowest evaluated bidders are often undertaken when the bid prices are over 15 percent o f  
the engineers estimate. The OPR Team recommends that the practice o f  negotiating with 
the lowest evaluated bidders be discontinued, as this may lead to collusion and 
corruption. When bidders recognize that there would be no negotiations and that 
contracts are awarded to the lowest evaluated bidders, they would tend to give their 
lowest priced bid in order to be successful in being awarded the contract, and the 
Government would in the long run get value for money procurement. 

2.43 Conflict oflnterest: For a small country l ike Tonga, it i s  not surprising that some 
of the private f i rms that are involved in public procurement have close relations within 
the Government at decision making levels. However, this may lead to conflict of interest 
and a perception that contracts are not awarded in a transparent manner. The 
Government’s Establishment Code (ESTACODE) clearly recognizes this possibility and 
specifically states that “no Government contract may be given to a Civ i l  Servant by  any 
contracting department, or to any partnership of  which he i s  a member, or to any 
company of  which he i s  a director (except as a nominee of  the Government), unless he 
has disclosed fully the measure of  his interest in the contract, and the head of  the 
department has given permission for the letting of the contract to proceed.” In public 
procurement, i t  i s  important to not only ensure that there i s  no conflict o f  interest, there 
should not also be a perception o f  conflict of  interest. Therefore, there i s  a need to fully 
implement this particular provision of  conflict of  interest of  the ESTACODE. 

2.44 In order to overcome the constraints identified above, the OPR Team recommends 
that the Government issues a Procurement Manual, which should amplify the provisions 
of  the proposed Procurement Act and i t s  ancillary Regulations, and should also include 
documents to be used for inviting bids for goods and works, and inviting proposals for 
consultants’ services, along with the related standard contracts. The intention should be 
to develop a set of  standard and harmonized procurement documents, reflecting 
international best practices that can be used for procurement with the Government’s own 
resources as well as those from the major Development Partners. The Government 
acknowledged the need for preparation of  the Procurement Manual and requested the 
OPR Team to identify potential sources for financing the technical assistance that would 
be required. The OPR Team recommends that in the IDF grant (para 2.26) provision be 
kept for financing of  an experienced Procurement Specialist who would develop the 
Procurement Manual and the standard harmonized procurement documents. 

Procurement Skills and Capacity Building 

2.45 The capacity o f  Government staff in managing international procurement i s  very 
limited. Most of  the sk i l ls  available are in the Ministry of  Works and to some extent in 
the Ministry of  Health. But, their experience i s  limited to managing small contracts with 
financing from the Government own resources. In the cases of  projects financed by  
bilateral Development Partners, most of the procurement i s  managed by  the Development 
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Partners themselves or through consultants appointed by  them. In the cases of projects 
financed by  ADB and the Bank, the projects are implemented through Project 
Management Units (PMUs) that are staffed by Government officials and supported by  
consultants. In order to expedite project implementation, these consultants tend to carry 
out the bulk of  the procurement. While there i s  opportunity for on-the-job training to 
develop local capacity, this opportunity i s  often lost or not availed by  the Government 
officials. As a result, capacity development of  Government staff in managing 
procurement has not taken place and there i s  an urgent need to develop the capacity o f  
such staff. 

2.46 In addition to developing the capacity of  staff who are responsible for directly 
processing and managing procurement, there would also be a need to train the staff in the 
Secretariat of  the Procurement Committee, the Office o f  the Auditor General, and the 
Office of  the Commissioner for Public Relations, in order for them to effectively carry 
out their oversight and fiduciary functions. 

2.47 
procurement capacity development program be introduced as follows: 

To meet the capacity development needs, the OPR Team recommends that a 

The terms of  reference of  the procurement consultants that are engaged or to be 
engaged in the ongoing projects or future projects should include a specific 
requirement for sk i l l s  transfer and their performance should be judged on their 
success in capacity building of Tongan staff. 

The two senior staff o f  the Procurement Committee Secretariat, heading the oversight 
and support functions be provided with advanced procurement training, so that they 
can fulfill their fiduciary and support roles effectively and be resource persons for 
further training of  Government officials. Such training should be held in international 
training institutions, e.g., the International Labor Organization Training Institute in 
Turin or the Asian Institute of Management in Manila, who have excellent 
procurement training courses 

Once the Procurement Manual and standard procurement documents are available 
(para 2.44) an international Procurement Specialist should be recruited to train key 
procurement staff in the Ministry o f  Works, Ministry of  Health, Ministry of  
Education, the Office of  the Auditor General and the Office o f  the Commissioner for 
Public Relations, and any other officials that the Government considers appropriate. 
This would be an intensive training effort of  about three weeks and the Heads of  
those offices should be wil l ing to release the staff for those three weeks. 

Both ADB and New Zealand Agency for International Development (NZAID) have 
indicated their willingness to finance the external and internal training. 

Assessment of Domestic Industry 

2.48 Tonga has a very small domestic industry involved in public procurement. I t s  
manufacturing industry i s  extremely limited and most of  the goods have to be imported. 
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There i s  a small consulting industry with only five f i r m s  capable of providing support for 
design and supervision of civil works, out o f  which two are relatively large and the others 
are very small. There are also five other small consulting f i r m s  that are capable of  
providing specialized support (e.g., surveys) on a very small scale. The construction 
industry i s  also very limited with only six f i r m s  capable of  carrying out construction 
works of contract sizes of  up to US$700,000. O f  them, two f i r m s  are capable o f  
implementing construction contracts of  about US$l.O million. There are also ten 
additional f i r m s  that are capable of carrying out construction contracts of  up to 
US$50,000. 

2.49 In order for the local consulting and construction industry to develop and prepare 
itself for participating in large contracts, some of the small f i r m s  should consider joining 
international f i rms, working either as sub-consultants or as sub-contractors for projects 
implemented in the various islands of  Tonga. Through the gathering o f  more experience, 
these f i r m s  would in the long run be able to participate in bidding or selection as joint 
ventures, where all f i r m s  are jointly and severally liable for the entire contract. However, 
the four large construction and consulting f i r m s  may try to form joint ventures with 
international f i r m s  in order to win contracts. With their experience and local knowledge, 
international f i r m s  would be willing to consider them as partners in joint ventures. With 
more experience and increased financial capabilities, these f i r m s  may also in the long run 
be capable of  managing large contracts on their own. I t  may be noted that there i s  
already a strong practice in the South Pacific region for the formation o f  joint ventures in 
both works and consulting services, and many large f i r m s  in the region have established 
links with national f i r m s  from the Pacific Islands. This i s  more evident in Fiji and Samoa 
but not so much in Tonga. For developing the local consulting industry, the Tongan 
national f i r m s  may consider following other successful countries in the region (e.g., Fiji 
and Samoa) in forming alliances with regional large f i r m s  as a primary source for 
building capacity through staff exchange and technical oversight. In the meantime, the 
following thresholds are recommended for different procurement methods: 

I Procurement Methods I Maximum Thresholds4 
Goods 
Shopping I <US$50,000 I National Competitive Bidding I XJS$~O,OOO - ~us$100,000~ I 
International Competitive Bidding I 2us$100,000 

I Works I 

The Government considers the proposed level of  thresholds to be too high given the lower level of  costs 

If the goods are not available locally, the method to be applied i s  ICB. 
and awards in Tonga. 
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The above are the maximum recommended ceilings. For individual projects, lower 
thresholds may be established taking into account the nature of  the project, the capacity 
of  the contractors and consultants in the particular field, and the complexity of  the 
contracts. 

Portfolio Performance of  Bank-financed Projects 

2.50 As indicated above (para 2.15) there i s  only one active IDA-financed project in 
Tonga (Cyclone Emergency Recovery and Management Project) and another one (Health 
Sector Support Project) has recently been negotiated. The Cyclone project was in 
response to an emergency to assist the recovery efforts of  population affected by cyclone 
Waka. The objective o f  the project was to rehabilitate the social infrastructure and 
improve i t s  resilience to natural hazards. This was prepared and approved through a 
streamlined process. Procurement risk was rated to be high. The project has been rated 
to be satisfactory, both for project management and for procurement. The credit for the 
Health Sector Support Project has recently been negotiated and the credit i s  planned for 
approval on July 24, 2003. The procurement r i s k  for this project has also been rated to be 
“high”. In order to mitigate the risk, an international procurement specialist i s  being 
recruited to assist the project management unit. Risk assessment and prior review 
thresholds for the two projects are provided in Annex 4. 

Acceptability of  National Competitive Bidding Procedures 

2.51 The OPR Team’s review of  NCB procurement practices for civil works of  the 
Ministry of Works utilizing the Government’s resources shows that (i) adequate time i s  
not allowed for bidders to submit their bids; (ii) bid opportunities are not normally 
advertised in the national press and are invited from only a limited number of contractors 
that are registered with the Ministry of  Works; (iii) the bidding documents do not include 
any instructions to bidders outlining how the bids would be evaluated; (iv) for most cases 
public bid opening does not take place, (v) i f bid prices are substantially higher than the 
cost estimates, rebidding often takes place, and (vi) sometimes negotiations takes place 
with the lowest evaluated bidder as a condition for award o f  contracts. A check-list 
showing NCB practices for c iv i l  works of  the Ministry of  Works and the policies of  the 
Bank and ADB i s  provided in Annex 5. The OPR Team recommends that until the 
proposed Procurement Act i s  enacted and Regulations for implementing the Act are 
introduced, a set of  mandatory provisions for NCB should be included as an Annex to the 
Procurement Schedule o f  the Legal Agreements to ensure compliance with the Bank’s 
Procurement Guidelines. Those mandatory provisions are included in Annex 6. Once 
the proposed Procurement Act i s  enacted and the Regulations are issued, the mandatory 
provisions included in Annex 6 would require revisions to reflect the provisions of  the 
Act and the Regulations. 

General Risk Assessment and Recommended Supervision Plan 

2.52 The general assessment of the OPR Team i s  that procurement r isks are “high.” 
This conclusion i s  consistent with the assessment of  the Bank’s appraisal missions for the 
Cyclone Emergency Recovery and Management Project and the Health Sector Support 
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Project, and i s  based on the fact that there does not exist any legal framework for 
procurement or uniform written procurement policies. In addition, there are no standard 
procurement documents and the capacity of  staff to manage procurement i s  weak. The 
Action Plan proposed below (para 2.55) would go a long way in mitigating those risks. 
Until the Action Plan i s  fully implemented, for new projects, the Bank’s appraisal 
mission should consider advising the Government to recruit international procurement 
specialists during the project preparation stage so that advance procurement actions can 
be taken and implementation of the projects i s  not hampered once the loans/credits are 
approved and declared effective. The appraisal missions may seek trust  funds or grant 
funds from bilateral development partners for financing the services of  the procurement 
specialists. 

Shopping 
National Competitive Bidding 
International Competitive Bidding 

2.53 
thresholds are recommended for Bank-financed projects: 

Since procurement r isks are considered to be high, the following prior review 

First three contracts 
2us$loo,ooo 
2us$loo,ooo 

Small Works (through quotations) 
National Competitive Bidding 
International ComDetitive Bidding: 

National Consultants 
Individuals I >I Tsssn.nnn 

First three contracts 
2US$400,000 + f i rs t  2 contracts 
Al l  

, --IT --,--- 
Firms I 2us$100,000 I 
2.54 Considering the high risk rating, supervision o f  procurement should be carried out 
twice a year for each Bank-financed project. During the init ial  phase of  the project, such 
supervision should also include post review of  20 percent sample of  contracts that have 
not been subject to prior review by  the Bank. This percentage may be lowered if, during 
implementation of  the project, i t i s  determined that the processing of procurement i s  
satisfactory and there i s  a lower perceived risk. 

RECOMMENDED ACTION PLAN 

2.55 In order to implement the recommendations of the OPR, an Action Plan, as shown 
in Annex 7 has been agreed with the Government. Possible sources o f  financing maybe 
as follows: 

Procurement Support Framework: For the implementation of  the procurement 
reforms and to support the Procurement Committee, a Procurement Secretariat should 
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be established. While Government officials would staff the Secretariat, i t  would need 
to be suitably equipped and the Government should provide the necessary funds for 
purchase o f  the equipment. 

0 Procurement Legal Framework: A Legal Consultant would be required to help 
prepare the draft Procurement Act and the ancillary Regulations. The proposed IDF 
grant from the World Bank may be utilized to finance the Legal Consultant. 

0 Procurement Manuals and Standard Documents: The Government would require 
the assistance of  an experienced Procurement Specialist to help develop the 
Procurement Manual and the standard procurement documents. This component may 
also be financed from the proceeds of  the proposed IDF grant. 

0 Capacity Building and Training: There i s  a need to provide training to Government 
officials, and both ADB and NZAID have indicated their willingness to support 
financing of  the Training component. 
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Annex 1 - IDA Credits and IDA Administered Grants 

18130 IDA DEVELOPMENT BANK 2,000,000.00 2,078,469.05 
20840 IDA DEVELOPMENT BANK I1 3,000,000.00 2,266,438.20 
2946 1 JPN TELECOM (PREP.) 250,000.00 219,440.76 
36470 IDA CYCLONE EMERGENCY RECOVERY & MGMT 5,850,000.00 2,002,508.24 
50698 AUSL CYCLONE EMERGENCY RECOVERY & MGMT 635,000.00 634,985.00 
51176 EECT CYCLONE EMERGENCY RECOVERY & MGMT 607,27 1.25 389,084.44 
5 1646 JPN HEALTH SECTOR SUPPORT PROJECT 203,850.00 44,411.08 

Total US$ 12,546,121.25 7,635,336.77 
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Annex 2 - ADB financed ongoing Technical Assistance and Loan 

No. 

TA 

3430 
3432 
3705 
3873 
41 11 
41 12 
41 14 

Name 

Preparation of  an Economic Report 
Poverty Assessment 
Economic and Public Sector Reform Program 
Building a Performance Based Public Sector 
Rationalization of Public Enterprises 
Agriculture Sector Review 
Business Development Services 

7 

Loan 

1904 Economic and Public Sector Reform 

Net 
Amount 

124,000 
147,000 
650,000 
700,000 
5 15,000 
150,000 
250,000 

2.536.000 

10,778,000 

Approval 
Date 

24-Apr-00 
25-Apr-00 

28-May-02 
9-May-03 
9-May-03 
14-May-03 

22-Aug-0 1 

16-Oct-02 

Closing 
Date 

30-Jun-02 
30-Jun-03 
30-Jun-03 
30-Jun-04 
30-Jun-04 

30-Apr-03 
15-Oct-03 

30-Jun-04 
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Annex 3 - Procurement Committee - Terms of Reference 

1. 
following members: 

The Government has decided to form a Procurement Committee comprising the 

Minister of  Finance (Chairman) 
Director of  Works 
Auditor General 
Solicitor General 
Commissioner of Revenue 
Secretary of  Finance & Accountant General (Member-Secretary) 
Representatives of  L ine Ministries (to be co-opted as appropriate) 

The Terms of  Reference of the Procurement Committee are as follows: 

(a) To assess all proposed procurement of  individual items costing over $20,000 which 
are to be financed from Tonga Government Funds in the annual budget estimates. 

(b) To monitor the procurement of goods and services to be acquired on behalf of  the 
Government in financing agreements under multilateral and bilateral aid and loan 
programmes. 

(c) To develop proposals for a long term procurement policy framework, with the 
commissioning of  the assistance of  an expert in procurement, as appropriate. 

(d) To undertake any other tasks approved by  Cabinet. 

3. The Committee shall report back to Cabinet as soon as possible and not later than 
12 months from the date of i t s  appointment on a long term procurement policy for the 
Government of  Tonga. 

4. 
procurement practices for goods and services: 

That all ministries and departments shall comply with the following interim 

(a) Purchases for a single item, under $loo6, are discretionary, subject to proper 
receipting. 

(b) Purchases for a single item over $100 but under $2,000 must be based on the 
documented quotation from at least 2 sources for the item. 

(c) Purchases for a single item over $2,000 but under $20,000 must be based on the 
written quotation from at least 3 sources and there must be documentation on file 
confirming that an evaluation o f  the offers had been carried out. 

(d) Purchases greater than, $20,000 shall generally require an open tender process, which 
shall be assessed b y  the Procurement Committee. 

$=TOP (Tongan Pa’anga), where TOP 1.00 = USD 0.48 approx. 
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Annex 4 - World Bank Portfolio Risk Assessment 

>us$100,000 
(ICB) 

First Contract 
under IS, N S  

and UN 
Agencies 

Emergency 
Recovery & 
Management 
Health Sector 
support 

All us$100,000 
Contracts 

(ICB) 

US$50,000 

I 

High 
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Annex 6 - National Competitive Bidding: Mandatory Provisions 

(for Bank/IDA financed contracts) 

In order to ensure economy, efficiency, transparency, and broad consistency with the 
provisions included in Section I of the Guidelines (as required b y  paragraph 3.3 of  the 
Guidelines), goods and works for which this Schedule allows procurement under 
paragraphs 3.3 and 3.4 of  the Guidelines, shall be procured in accordance with the 
following paragraphs. 

1. 

2. 

3. 

4. 

5. 

6. 

Participation in Bidding 

Government-owned enterprises in Tonga shall be eligible for bidding only i f they 
can establish that they are legally and financially autonomous, operate under 
commercial law, and are not a dependent agency o f  the Borrower. 

Foreign bidders shall be eligible to participate in bidding under the same 
conditions as national bidders. In particular, no domestic preference over foreign 
bidders shall be granted to national bidders in bid evaluation. 

Advertising; time for bid preparation 

Invitations to bid shall be advertised in at least one newspaper of national 
circulation, allowing a minimum of 30 days for the preparation and submission of  
bids, such 30 days to begin with the availability of  the bidding documents or the 
advertisement, whichever i s  later. 

Standard bidding documents 

Until national standard bidding documents approved by the BanWAssociation are 
available, bidding documents approved by  the BanWAssociation shall be used. 

Bid security 

All bidders shall provide bid security i f indicated in the bidding documents. A 
bidder’s bid security shall apply only to a specific bid. 

Classification of contractors: qualification: post-qualification 

Bidding shall not be restricted to any particular class of  contractors, and non- 
classified or contractors shall also be eligible to bid. Qualification criteria (in case 
prequalification was not carried out) shall be stated in the bidding documents, and 
before contract award the bidder having submitted the lowest evaluated 
responsive bid shall be subject to post-qualification. 

Registration 
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7. 

8. 

9. 

I f  a registration process was required, a foreign firm determined to be the lowest 
evaluated responsive bidder shall be given reasonable opportunity of registering, 
without any let or hindrance. 

Evaluation criteria 

Evaluation criteria shall be clearly specified in bidding documents, and evaluation 
criteria other than price shall be quantified in monetary terms. 

Bid Opening; and Bid Evaluation 

Bidders may deliver bids, at their option, either in person or by  courier service or 
by mail. 

10. Bids shall be opened in public, immediately after the deadline for submission of 
bids. 

11. Evaluation of  bids shall be made in strict adherence to the criteria declared in the 
bidding documents and contracts shall be awarded to the lowest evaluated bidder. 

12. No bidder shall be rejected merely on the basis of  a comparison with the owner’s 
estimate and budget ceiling without the Bank’s/Association’s prior concurrence. 

Reiection of  Bids 

13. Rebidding shall not be carried out without the Bank’s/Association’s prior 
concurrence. 

Extension o f  the validity of bids 

14. In exceptional circumstances, the procuring entity may, before the expiration of  
bid validity, request all bidders in writing to extend the validity of  their bids. In 
such a case, bidders shall not be requested nor permitted to amend the price or any 
other condition of  their bid. Bidders shall have the right to refuse to grant such an 
extension without forfeiting their bid security, but bidders granting such an 
extension shall be required to provide a corresponding extension of  their bid 
security. 

No post-bidding; negotiations 

15. There shall be no post-bidding negotiations between the procuring entity and the 
lowest or any other bidder. 

Inspection and Auditing 

16. Each contract financed from the proceeds o f  a Loan/Credit/Grant shall provide 
that the contractors shall permit the Bank/Association, at i t s  request, to inspect 
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their accounts and records relating to the performance of the contract and to have 
said accounts and records audited by auditors appointed by  the BanMAssociation. 

Conflict of Interest 

17. Contractors that have a business or family relationship with a senior member of 
the project implementing agency’s staff may not be awarded a contract, unless the 
conflict of  interest stemming from this relationship has been resolved in a manner 
satisfactory to the BanMAssociation throughout the process of  evaluation of  the 
bids and the execution of the contract. 
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Attachment 1 - List of Persons M e t  

GOVERNMENT AGENCIES 

Ministry of Finance 
Hon. Siosiua ‘Utoikamanu 
Mrs. ‘Ofa Ketu’u 
Mr. Safita Tangi 
Ms .  Meleseini Faletau Lomu 
Mr. Siosaia Faletau 
Mr. Aholtu Saafi Palu 
Mr. Sione Fifita 
Mr. Timote Laume 

Ministry of Health 
Dr. Litili ‘Ofanoa 
Mr. Tuakoi ‘Ahio 
Dr. Tevita Vao 
M r s .  Melenaite Mahe 
Mr. Feleti Eke 

Ministry of  Works 
Mr. Sione Taumoepeau 
Mr. ‘ I s i  Vea 
Mr. Isikeli Pulini 
Mr. Mal iu M. Takai 

Ms. Pisila Matafahi 
Mr. Leveni ‘Ah0 
Mr. Seventeen Tomo’ua 

Minister of  Finance 
Acting Secretary of Finance & Accountant General 
Commissioner of  Revenue 
Deputy Secretary 
Principal Economist and Deputy Secretary 
Acting Director 
Economist 
Acting Manager, Government Investment Unit 

Director of  Health 
Principal Health Administrator 
Principal Dental Officer 
Principal Pharmacist 
Hospital Engineer 

Director of  Works 
Deputy Director of  Works 
Deputy Director of  Works, Engineering 
Deputy Director of Works, National Disaster Management 
Office 
Deputy Director of  Works - Finance 
Deputy Director o f  Works - Building 
Deputy Director of  Works - Roads 

Ministry of Labour, Commerce and Industry 
Mr. Pa& Kautoke 

Department of  Planning 
Ms. Balwyn Fa’otusia 

Solicitor General’s Office 
M s .  Linda Folaumoetu’i 

Auditor General’s Office 
Dr. Pohiva Tu’l’onetoa 

Commission of  Public Relations 
Mr. Siaosi ‘Ah0 

Secretary 

Deputy Director of  Planning 

Assistant Solicitor General 

Auditor General 

Commissioner o f  Public Relations 
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Pro.iect Implementation Agencies 
Mr.-Taniela- Sunia Soakai 
Ms. Jody Tada 
Mr. Penisimani Vea 

Mi. Makelasi Funaki Moala 

DEVELOPMENT PARTNERS 
Mr. Warwick Hawker 
Mr. Johnathan Curr 
Mr. Colin Hill 
Ms. Telusa Fotu 
Mr. Rick Nicholls 
Mr. Peter Fane 
Mr, Ishikawa Mitsuo 

CHAMBER OF COMMERCE 
Ms. Lee Mi l ler  
Mr. Robert S. Bolouri 
Mr, Paula Tu’utafaiva 

PRIVATE ENTERPRISES 
Mr. Solomone Tuita 
Mr. Taniela ‘Amanaki 
Mr. Semi Vete 
Ms. Una Vete 
Mr. Willie Taufatofua 
Mr. ‘Aisake Tukuafu 
Mr. George Plant 
Ms. Mokiana Sika 
Mr. Chellstar Sika 

Project Director, Health Project 
Project Administrator, Health Project 
Project Manager, Cyclone Emergency Recovery & 
Management Project 
Financial Specialist, Cyclone Emergency Recovery & 
Management Project 

High Commissioner, New Zealand High Commission 
Deputy High Commissioner, New Zealand High Commission 
High Commissioner, Australian High Commission 
Project Officer, AusAID 
First Secretary, AusAID 
Consultant, AusAID 
Japan International Cooperation Agency 

Owner/Operator Fab Signs 
CEO Patco Computers 
Managing Accountant, E.M Jones 

Associate, Jaimi Associates - Architects 
Managing Director, Kramer (Tonga) Ltd 
Managing Director, Vete Construction 
Administration Manager, Vete Construction 
Construction Manager, Vete Construction 
Managing Director, Oregon Pacific 
Senior Consultant, PSD Consulting Pty Ltd. 
Construction Manager, Five Star Constructions 
Office Manager, Five Star Constructions 
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Attachment 2 - Bibliography 

List of Documents 

Government Documents 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

Public Finance Management Act, 2002 

Instructions for Financial Management in Government, 1993 

Public Enterprises Act, 2001 

Business Licensing Act 

Commissioner for Public Relations Act, 2001 

Strategic Development Plan, 2001-2004 

Review o f  Strategic Development Plan, 2003 

Budget Statement, 2002-2003 

Budget Statement, 2003-2004 

10. Hal f  Yearly Budget Review 2002-2003 

11. Establishment (ESTA) Code, 1993 

12. Company Act, 1995 

13. Report o f  the Auditor General, 2000-2001 

14. Procurement Documentation o f  Ministries o f  Works & Health 

15. Documentation on Cyclone Emergency Recovery & Management Project 

16. Documentation on Health Sector Support Project 

17. Status Report on Projects funded by Development Partners. 

World Bank/Donor Documents 

1. Pacific Regional Strategy, World Bank, May 2000 

2. Initiating Concept Memorandum, Tonga Operational Procurement Review, World Bank, May 2003 

3. Country Strategy & Program Update 2003-2005, ADB, July 2002 

4. Appraisal Report, Economic and Public Sector Reform Program, ADB, April 2002 

5. Implementation Completion Report, Second Tonga Development Project, World Bank, June 1999 

6. Pacific Islands Regional Economic Report, World Bank, 2002 
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Attachment 3 - Tonga At  A Glance 

Tonga at a glance 8/20/03 

POVERTY and SOCIAL 

2002 
Population, mid-year (millions) 
GNI per capita (Atlas method, US$) 
GNI (Atlas method, US$ billions) 

Average annual growth, 1996-02 

Population (%) 
Labor force (%) 

Most recent estimate (latest year available, 1996-02) 
Poverty (% of population below national poverty line) 
Urban population (% of total population) 
Life expectancy at birth (years) 
Infant mortality (per f,UUU live births) 
Child malnutrition (% of children under 5) 
Access to an improved water source (% ofpopulation) 
Illiteracy (% ofpopulation age 15+) 
Gross primary enrollment (% of school-age population) 

Male 
Female 

KEY ECONOMIC RATIOS and LONG-TERM TRENDS 
1982 

GDP (US$ billions) 
Gross domestic investmenVGDP 
Exports of goods and servicedGDP 
Gross domestic savingdGDP 
Gross national savingslGDP 

Current account balancelGDP 
Interest paymentslGDP 
Total debffGDP 
Total debt servicelexports 
Present value of debffGDP 
Present value of debffexports 

0.07 
31.2 
27.6 
-5.8 
36.6 

10.5 
0.3 

32.4 
1.6 

1982-92 1992-02 
(average annual growth) 
GDP 1.7 2.4 
GDP per capita 1.5 1.8 
Exports of goods and services 

Tonga 

0.10 
1,410 
0.14 

0.6 

33 
71 
18 

100 

113 
113 
112 

1992 

0.14 
17.4 
20.7 

16.3 
-12.8 

-0.4 
0.4 

31 .O 
2.8 

2001 

0.5 
-0.1 

East 
Asia 8 
Pacific 

1,838 
950 

1,740 

I .o 
1.2 

38 
69 
33 
15 
76 
13 

106 
105 
106 

2001 

0.14 

-9.3 
0.4 

45.9 
2.8 

30.7 
52.1 

2002 

1.6 
1.1 

Lower- 
middle- 
income 

2,411 
1,390 
3,352 

I .o 
1.2 

49 
69 
30 
11 
81 
13 

111 
111 
110 

2002 

0.14 

0.4 
54.0 

2002-06 

Development diamond' 

Life expectancy 

T 

Gross :: capita ,o, enrollment primary 

I 

~ 

Access to improved water source 

Tonga 
Lower-middle-income group 

Economic ratios' 

Trade 

T 

investment +- Domestic 
savings 

Indebtedness 

Tonga - 
__ Lower-middle-income group 

STRUCTURE of the ECONOMY 

(% of GDP) 
Agriculture 
industry 

Services 

Private consumption 
General government consumption 
Imports of goods and services 

Manufacturlng 

(average annual growth) 
Agriculture 
Industry 

Services 

Private consumption 
General government consumption 
Gross domestic investment 
Imports of goods and services 

Manufacturing 

1982 1992 

38.1 38.1 
12.4 12.2 
4.7 5.1 

49.4 49.7 

88.9 93.8 
16.9 18.9 
64.6 50.9 

1982-92 1992-02 

1.1 1.4 
0.3 5.0 
1.6 4.2 
2.1 2.6 

2001 

2001 

1.3 
5.4 
2.0 
3.2 

2002 

2002 

I Growth of investment and GDP (%) 

GDI &GDP I - 

Note: 2002 data are preliminary estimates. 
This table was produced from the Development Economics central database. 

The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will 
be incomplete. 
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