Group 1

Discussion Topic: Sourcing and Invitation of Bidders
ABC Ltd. is a manufacturing company.  Purchasing in ABC is decentralized and it is entirely up to the line managers responsible to source potential suppliers for parts and materials they need, and they can authorise purchases up to $100,000 each.  Nevertheless, they are required to invite at least 3 quotations for any purchase.  The system seemed to run smoothly until two managers were arrested for bribery and fraud last month.

A production manager was found to have received rebates ranging from 2% to 4% for parts/materials purchased from three new suppliers.  The rebates were rewards for including the suppliers in invitation to bid and for ensuring that they get the orders.  Meanwhile, an administration manager was found to have set up a shell company to supply office equipment/supplies it purchased from a real supplier to the company at inflated prices.
To ensure the favoured/sham suppliers get the orders, the managers included them in the invitation every time, and:

· made up bogus quotations, from real or non-existent suppliers, that are less competitive; and/or

· invited real suppliers, which they knew do not supply the wanted goods, to bid.
Group 1 is appointed by ABC to advise it how to improve its mechanism/procedures for sourcing suppliers and inviting quotations so as to prevent the above corrupt practices.

Risks of Corruption/Malpractice to Address
(i) Corruption/favouritism in sourcing of suppliers and inviting suppliers to bid

(ii) Bogus quotations

(iii) Sham suppliers

Group 2

Discussion Topic: Invitation and Security of Quotations
ABC Ltd. is a manufacturing company.  Purchasing in ABC is decentralized and it is entirely up to the line managers responsible to source potential suppliers for parts and materials they need, and they can authorise purchases up to $100,000 each.  Nevertheless, they are required to invite at least 3 quotations for any purchase.  The system seemed to run smoothly until an assistant manager was arrested for bribery last month.

The production manager was found to have received rebates ranging from 2% to 4% for parts/materials purchased from three suppliers, being reward for helping them to secure orders from ABC.  To help them secure the orders, the manager:

· disclosed to them the quotations received (by fax or email) from other bidders, so that his favoured suppliers could always send in a lower quotation the last minute;

· when some other bidders’ quotations were really too competitive to beat, discarded those quotations;

· on a few occasions, gave an unusual specification or specified a brand name for the parts/materials so that only one bidder could meet the specification;

· split up some large purchases (exceeding $100,000) into smaller orders so that he can authorize the purchases.
Group 2 is appointed by ABC to advise it how to improve its mechanism/procedures for inviting quotations and the security of quotations so as to prevent the above corrupt practices; and where there is time, to also advise on the security of tenders.
Risks of Corruption/Malpractice to Address
(i) Leakage of or tampering with quotations/tenders

(ii) Biased/tailored specifications

(iii) Circumventing controls, e.g. split ordering
Group 3

Discussion Topic: Tender Evaluation
DEF Ltd. operates a number of hostels, under the oversight of a Property Manager (PM).  Three years ago, DEF started to outsource all supporting services for the hostels, including cleaning, security, maintenance, and catering.

The services were outsourced through tendering, but DEF has no guidelines on how to evaluate tenders.  A tender assessment panel chaired by the PM considered the tenders.  Although price was DEF’s key consideration, the tender invitation informed bidders that the company placed great emphasis on service quality.  In practice, the panel did consider quality/technical aspects to a certain extent, but the selection criteria were not clear.  Evaluation was done mainly by discussion of the panel and the quality assessment tended to be subjective.  Decision was made by consensus, with the PM exercising strong influence on the outcome in view of his position and experience.

Last month, the PM was arrested for bribery.  In letting two of the contracts, he tipped off the winning bidders that the key consideration was price so they could place less emphasis on quality, and finally won with a lowest bid.  One of them even submitted an unrealistically low bid, and later under-supplied staff to DEF.  For the other contracts, on discovering that his favoured contractors did not submit the lower bids, the PM played up their quality aspects to help them win the contracts.

DEF appointed Group 3 to advise it how to improve its tender evaluation procedures to prevent the above corrupt practices.
Risks of Corruption/Malpractice to Address
(i) Favouritism in tender evaluation

(ii) Coaching / tipping in drawing up tender proposal

(iii) Impractically low price offer leading to fraudulent practices in delivery

Group 4
Discussion Topic: Tender Negotiation
GHI Ltd. is a small property developer.  It contracts out various construction and engineering services in implementing its projects.  Although GHI has established tendering procedures, the management believes it will only get the best deal through negotiation.  It is therefore common practice for project managers to negotiate with 3 to 5 tenderers following tender evaluation, following which the tenderers will be requested to revise their proposals and submit their best and final offers.

Since offers of all the tenderers are already known to tender evaluation team members at the negotiation stage, one of the project managers exploited the loophole and sold the information to three contractors so that they could out beat the other tenderers in their final offers.  He also favoured these tenderers during negotiation, such as agreeing favourable terms with them, waiving some important requirements in the original tender specification for them, while adopting a less flexible stance when negotiating with the other tenderers.

In addition, he also manipulated the contract bidding process for the supply of certain building materials by coordinating the five suppliers to each offer the lowest bid in turn, which were in fact much higher than the genuine market rate.  The project manager was finally caught and charged for bribery offences last month.

GHI now appoints Group 4 to advise it on the rules, guidelines and procedures for tender negotiation; and where there is time also advise it on how to prevent/detect rigging.
Risks of Corruption/Malpractice to Address
(i) Leakage of information during tender negotiation

(ii) Favouritism in tender negotiation, incl. agreeing favourable terms, waiving original requirements

(iii) [Optional] Tender/price rigging

Group 5

Discussion Topic: Catering and Maintenance
JKL is a 3-star hotel.  It has a western cafe, a Chinese restaurant and a Japanese restaurant.  The Chinese and Japanese restaurants are exempted from the hotel’s standard procurement procedure which requires obtaining at least three quotations in purchases, because the chefs insisted that this won’t work for special food items for Chinese/Japanese dishes, which the chefs need to source and buy personally based on quality.  Last month, the chefs of all the three restaurants were charged for accepting bribes from a number of food suppliers.

The chefs of the Chinese and Japanese restaurants accepted a 2% rebate for all food items purchased from the suppliers, as reward for purchasing from them.  The chef of the western cafe, on the other hand, placed excessive orders for food supplies for its buffets with the suppliers, and sometimes allowed the suppliers to inflate the invoices.  He received a rebate for the excessive/inflated orders.

The investigation also accidentally discovered that a property manager of the hotel had ordered unnecessary maintenance work (e.g. unnecessary replacement of water taps, doors) and inspections from the hotel’s term maintenance contractor.  Sometimes the items were not really replaced and the inspections not really conducted.

Group 5 is appointed by JKL to review its procedures and practices for procurement of food supplies to prevent the above corrupt practices; and where there is enough time, to also advise JKL how to prevent the bogus work orders.

Risks of Corruption/Malpractice to Address
(i) Corruption in selecting food suppliers

(ii) Excessive ordering of food supplies or inflation of invoices

(iii) [Optional] Bogus/unnecessary work orders of any kind

(iv) [Optional] Bogus/non-existent services of any kind

