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Public procurement
in Ukraine as a state governance instrument:
evaluation, control, improvement

Abstract. The article examines public procurement in the state administration. Its decisive role in implementing
the concept of sustainable development as an instrument of economic, social and environmental policy has
been proved. Tactical and strategic goals of public procurement are detailed. Problematic aspects of public
procurement (changing legislation, inconsistency of the concept apparatus and the lack of proper organization
of supervisory bodies) are outlined. The authors of the article focus on the established components of public
procurement in accordance with legal requirements, as well as the classification of procedures for their
implementation. The peculiarities of implementation of procedures for different types of public procurement
in terms of their value and the order of fulfillment are determined. The article deals with analytical evaluation
of public procurement in Ukraine, including positive tendencies for the growth of quantitative and qualitative
indicators. Examples of reasons for disqualifications and rejection of participants are given. Special attention
is paid to the composition and subordination of the controlling bodies of public procurement. The present
research deals with the main tendencies of the state financial control. The authors of the article study typical
violations of control results. The necessity of reforming the control system in order to increase its effectiveness
has been proved. Information on state control bodies and appeals in foreign countries is presented along with
the need for elimination of duplication of functions and powers of the controlling bodies. The model of the
organization of the state financial control through creation of a single controlling specialized body, the Public
Procurement Inspectorate, which includes representatives of all state bodies and public organizations, is
proposed to increase the efficiency and effectiveness of control.

Keywords: Public Procurement; Procurement; Open Bidding; Controlling Bodies; Tenders; Customers;
Participants; Subject of Procurement
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KanetHik I. M.

JOKTOP EKOHOMIYHUX HayK, Npod)ecop, NPe3naEHT,

BiHHMLBKWI HauioHanNbHWUIA arpapHuin yHiBepcuTeT, BiHHMLA, YKpaiHa;

akagemik HAAH YkpaiHn

3anpko H. I

KaHOMOAT eKOHOMIYHUX HayK, OOLEHT, AeKaH, hakynsTeT 06niKy Ta ayguTy,

BiHHMLbKWI HaUjoHaNbHUI arpapHWin yHiBepcuTeT, BiHHMUS, YKpaiHa

My6nivHi 3aKyniBni B YKpaiHi AK iIHCTPYMEHT Aep>XaBHOI0 yrNpasBiHHS: OLiHKa, KOHTPOJb, YA0CKOHaNEHHS
AHoTauif. Y cTaTTi gocnigpkeHo Micue nyonivyHMX 3akyniBenb y Aep)kaBsHOMY ynpaeniHHi. [JoBegeHo ix
BM3Ha4YanbHy ponb B peanisauii KoHuenuii CTanoro po3BMTKY K iHCTPYMEHTY €KOHOMIYHOI, couianbHoi Ta
€KOMoriyHoi NoNiTnKK. [letanizoBaHo TakTWYHI i1 cTpaTeriyHi Lini ny6nidHux 3akynisens. OKpecneHo NpoobaemMHi
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acneKTu B 30jiiCHEHHI Ny6niyHNX 3aKyniBesb (MiHVMBE 3aKOHOL4ABCTBO, HEY3rO[AXKEHICTb MOHATINHOMO anapary,
BiOCYTHICTb HaNeXHOI OpraHisaLii KOHTPOMIOKUYNX OpraHiB). YCTAHOBMNEHO CKNafoBi My6nivyHUX 3akyniBesnb
Yy BiAMNOBIOHOCTI A0 3aKOHOAaB4YMX BUMON, a TakoX Knacudikauito npouenyp iX 3AiNCHEHHHA. BusHadeHo
0CO6IMBOCTI 3GINCHEHHS NpoLedyp ANS Pi3HUX TUNIB Ny6AiYHUX 3aKyniBesb Y HaCTUHI BUSHAYEHHS iX BapTOCTi
Ta NopsaKy NpoBeneHHSs. [laHo aHaniTMYHy OLiHKY 3AiiCHEeHHA Ny6bniYHUX 3akyniBenb B YKpaiHi Ta BUABNeHO
MO3NTUBHI TEHOEHLI LLOAO 3POCTaHHSA KiNbKICHUX Ta SKICHMX MOKasHWKIiB. HaBegeHo npuknagn npuyunH
anckeanidikauin Ta BigXuneHHs yyacHuKiB. OxapakTepu3oBaHO MNPeAMETU 3aKyniBii, sKi KOPUCTYOTbCS
HanbBinbWwum nonutoM. [leTanisoBaHo cknag i NignopsgKkoBaHiCTb KOHTPOMIOIOHYMX OpraHiB chepu nyoaivHnX
3aKynisesb.

3AiNCHEHO OLLiHKY CTaHy 1 OCHOBHUX TEHAEHLN NPOBEAEHHSA Aep>KaBHOMO (PiHAHCOBOIO KOHTPOSO. PO3rMsHyTO
TVMNOBI NOPYLUEHHS 3a pe3ynsrataMmu KoHTponto. [loBeaeHo HeObXiaHICTb pethopMyBaHHS CUCTEMU KOHTPOSMIO
3 METOK MiOgBULLIEHHS MOro pes3ynbTaTMBHOCTI. [MpeacTtaBneHo iHopMalilo LWOAO OpraHiB gep>XaBHOro
KOHTPOMIO Ta OCKap>XeHHs1 B 3apybikKHMX KpaiHax. HaronoweHo Ha HeoOXigHOCTI YCYHEHHS AyOntoBaHHS
PYHKLN i MOBHOBa>kEHb KOHTPOSIOKYNX OpraHiB. 3anpornoHOBaHO MOAENb OpraHisauii AepXaBHOro
(hiHAHCOBOIro KOHTPOJIIO Yepeld CTBOPEHHS €OMHOIO KOHTPOJIOKYOro CreLianisaoBaHoro opraHy - IHcnekuii
3 nNybnivyHUX 3akyniBenb, KaopoBU CKNaf AKoi 6yae 3abesnedyBaTucsa nNpeacTtaBHUKaMU BCiX Oep>XXaBHUX
opraHiB i rpoMafCcbKnx opraHisauii, Wo cnpusatuMe nigBuLLeHHI0 edeKTUBHOCTI Ta 4iEBOCTI KOHTPOJIO.
Knio4yoBi cnoBa: nyoniyHi 3akynisni; gep>kaBHi 3akynisni; BiAKPUTI TOPr; KOHTPONIOKYI OpraHn; TeHOepHI
NPONO3KLii; 3aMOBHUKW; Y4aCHUKN; NPeOMET 3akynisni.

KanetHuk I. H.

OOKTOP 3KOHOMUYECKMX HayK, Npodeccop, Npe3naeHT,

BUHHMUKMIN HAaLMOHaNBHBIM arpapHbIi yHuBepcuTeT, BuHHUua, YkpauHa; akagemmk HAAH YkpauHbl
3abipko H. T.

KaHOM4aT SKOHOMUYECKUX HayK, AOLEHT, AeKaH, haKynsTeT y4eTa u ayamTa,

BUHHMUKWI HaLMOHaNBHBIM arpapHbIi yHuBepcuTteT, BuHHnua, YkpauHa

My6nuyHble 3aKynkn B YKpanHe Kak MHCTPYMEHT rocyfapCTBEHHOIO yrnpaB/ieHuUs:

OLleHKa, KOHTPOJ1b, COBEpLUEHCTBOBaHNe

AHHOTauusi. B cTtaTbe unccnegoBaHO MeCTO MYO6fMYHBIX 3aKynoK B FOCYOApPCTBEHHOM  yrnpasneHun.
JokasaHa ux onpegensiowias posib B peannsauun KOHUENUUN YCTONYMBOro pasBUTUS Kak MHCTPYMEHTa
9KOHOMUWYECKO, COLMaNTIbHON 1 9KONOrMYECKON NONUTUKN. [eTanm3npoBaHbl TaKTUYECKUE U CTpaTErm4eckne
uenu nybnuyHbix 3akynok. OnpepgeneHbl NPO6NeMHble acnekTbl B OCYLLECTBAEHMU MyONMUYHbIX 3aKymnok
(M3mMeHuMBOE 3aKOHOAATENLCTBO, HECOMNMACOBAHHOCTb MOHATUMHOrO annapara, OTCYTCTBME Hagnexkallen
opraHusaumm KOHTPOIMPYIOLLNX OPraHoB). YCTaHOBNEHbI COCTaBNsoLLmMe NyOnnYHbIX 3aKyMNOK B COOTBETCTBUU
C 3aKoHofaTeNlbHbIMM TPeBOBaHMAMU, a TaKxXe Knaccudukaums npouenyp nx ocyecteneHms. OnpeaneneHol
OCOBEHHOCTW OCYLLECTBNEHMS NPOLUERYP A1 PasNNYHbIX TUMOB MyGNNYHbIX 3aKyMoK B YacTu OnpeaeneHns
X CTOMMOCTU W nopsgka npoBegeHus. [NpoBedeHa aHanUTUYeCcKas OLEHKa OCYLLECTBMEHUS MyOandHbIX
3aKyrnoK B YKpavHe U BbISiBMEHbl MOSIOXKMUTENbHbIE TEHAEHUMA POCTa KOMNYECTBEHHbIX M KaY4eCTBEHHbIX
nokasartenein. [pvBegeHbl NpUMepbl MNPUYUH  ANCKBaNMUKaUUM U OTKIOHEHUs y4acTHukoB. [aHa
XapakTepuctmka npegmeTaMm 3akynku, KoTopble MOoMb3YyTcsa Hanbonbwmm cnpocoM. [eTanvu3mposaHsl
COCTaB 1 NOAYNHEHHOCTb KOHTPOMMPYIOLLMX OpraHOB cdepbl Ny6NYHbIX 3aKymnokK.

OcyuecTBneHa OLEHKa COCTOSIHUSI U OCHOBHbIX TEHAEHUMI MPOBEAEHNST rOCYAapPCTBEHHOIO (DPUHAHCOBOro
KOHTpons. PaccMoTpeHbl TUMMYHbIE HapyLeHWs Mo pesynsrataM KoHTpons. [JokasaHa Heo6XoAMMOoCTb
pecopMMpoOBaHNS CUCTEMbI KOHTPOMSA C LENblO MOBbIWEHUS ero pesynstatuBHocTW. [lpepctaeneHa
HopMauusa 06 opraHax rocyapCTBEHHOrO KOHTPOMA U 06XKanoBaHus B 3apybexxHbIx cTpaHax. OTMeveHa
HEOOXOAMMOCTb YCTpaHeHusi aOyonupoBaHus YHKUMA U MOMHOMOYMIA  KOHTPOMPYIOLWNX OpraHos.
Mpepno>keHaMofenb opraHn3aLmmn rocyaapCcTBEHHOIO KOHTPOMSA MyTEM CO3[aHNSA EGUHOMO KOHTPOSIMPYHOLLLENO
cneumanm3mpoBaHHOro opraHa - Hcnekuun no ny6nmnyHbiM 3aKynkam, B KagpoBbiii cocTaB KoTopon 6yayT
BXOOWNTb MPEACTaBUTENIN BCEX FOCYAAPCTBEHHbLIX OPraHOB U OOLECTBEHHbIX OpraHvM3auuii, 4To, B CBOIO
oyepenb, byaeT cnocobCTBOBaTL MNOBbILIEHNIO 3P HEKTUBHOCTY N 4ENCTBEHHOCTN KOHTPONS.

KnioueBble cnoBa: ny6nnyHble 3aKynku; rocyaapCTBEHHbIE 3aKyMNKW; OTKPbITbIe TOPrn; KOHTPONUpYoLme
opraHbl; TeHAEPHble NPEeOJIOKEHNS; 3aKa34MKK; YHaCTHUKN; NPegMeET 3aKyrnKu.

1. Introduction

The current crisis causes more and more government intervention to counteract and mitigate the
negative effects. The history of the public procurement system establishment in Ukraine had begun
before Ukraine gained its independence. The concept of «public procurement» is transformed from
the concepts of «state plans», «state procurement» and «state contracts», and has become defini-
tively in line with national and international principles for their implementation. Frequent changes in
the law on public procurement, and sometimes their repeal, has not allowed lawmakers to respond
quickly to comprehensively adjust related legal acts. Therefore, issues of public procurement and
of legislative regulation of the activities of state control bodies in Ukraine are relevant and extreme-
ly important.

Kaletnik, H., & Zdyrko, N. / Economic Annals-XXI, (2019) 179(9-10), 80-90

81



ECONOMIC ANNALS-XXI
ECONOMICS AND MANAGEMENT OF NATIONAL ECONOMY

2. Brief Literature Review

Significant contribution to the development of the system of public procurement and its con-
trol and analytical support has been made by leading domestic scientists such as: L. Katrosha [1],
G. . Pinkas [2], V. Yu. Kwach [3], R. V. Afanasiev [3], A. V. Chernihivskaya [7], N. G. Zdyrko [14; 21],
O. D. Shevchuk [14], J. V. Falko [15], and foreign experts: J. G. Murray (2009) [4], L. Sintea (2016) [5],
J. Jaaskeldinen & J. Tukiainen (2019) [6], D. Coviello (2017) [17], S. Gagliarducci (2017) [17], J. Pal-
guta (2017) [18], F. Pertold, (2017) [18], M. Mironov (2016) [19], E. Zhuravskaya (2016) [19], K. Gu-
gler (2015) [19], M. Weichselbaumer (2015) [20] and C. Zulehner (2015) [20].

Despite the high level of scientific achievements in the field of research, a number of topi-
cal theoretical and applied issues remain unresolved. The main problematic aspects in the field
of public procurement are the inconsistency and confusion of the conceptual and terminologi-
cal apparatus in the legal acts, absence of rigid measures to establish responsibility for violation
of public procurement rules, absence of a single central purchasing body in the organization of
procurement activities (framework agreements). The issues of uncertainty over the functions and
powers, as well as their duplication in the controlling bodies of the public procurement, are of
particular importance and need to be addressed as soon as possible.

3. The purpose of the article is to determine the place and role of public procurement in the
implementation of sustainable development concept, to carry out an analytical assessment of the
current state of public procurement in Ukraine and the main tendencies of control over their imple-
mentation, to reveal the problematic aspects in the sphere of organization of activities of regulatory
bodies, and to develop proposals for improving the efficiency and effectiveness of public financial
control in public procurement.

4. Results

Public procurement is a totality of relations between participants and customers regarding the trans-
parent purchase of the latest goods, works of services in accordance with annual plan, with respect
to the principles of maximum economy and efficiency in the condition of equality and fair competition.

The evolution of approaches to the role and importance of the public procurement system has
made it possible to consider it as a tool for the implementation of theories of public welfare and so-
cial goods [1, 99].

As it is correctly stated by G. I. Pinkas [2, 9], studies of the role of public procurement suggest
that they have a significant impact both on the decision of basic social programs and on the deve-
lopment of the economy of the country as a whole.

According to V. Yu. Kwach and R. V. Afanasiev, the role of public procurement is to meet the
needs of the state in the goods, works and services that will be used to fulfill its functions with the
lowest budget expenditures and to obtain products of good quality [3, 886].

We believe that the role of public procurement cannot be limited to meeting public needs, since
they must be viewed from the standpoint of tactical and strategic tasks.

As J. G. Murray suggests, «in any state, regardless of the level of development, public procure-
ment must ensure the solution of tactical and strategic tasks» [4, 429].

A strategy in public procurement is understood as a general plan for a long term, and tactics is
viewed as an instrument to achieve the goals, consistent with the overall strategy and its parts, i.e.:

e strategy - general, tactics - specific;
e strategy - macro level, tactics - micro level;
e strategy - preparation and planning, tactics - actions.

Strategy is the future, tactics is the present.

Taking into account the characteristics of strategy and tactics in terms of coverage, time and sub-
ordination, it is possible to define tactical and strategic tasks of public procurement. Tactical - is the
proper quality of the object of purchase, the lowest price and fair competition.

According to Lucica Sintea, the procurement process must support genuine competition that fa-
cilitates the selection of the most effective offers, namely the purchase of the best product, service
or work at the best price [5, 48]. Usually, the participants in public procurement are different in size,
which is likely to limit competition [6, 2].

Strategic objectives are considered to ensure the development of economic, social and environ-
mental policies in Ukraine. Each of the components of the strategic objectives must be considered
from the standpoint of the state and society. Thus, the economic component of achieving strategic
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goals in public procurement is not only to meet the needs of state-owned enterprises, institutions and
organizations with the necessary goods, works (services), and, as a result, to achieve budget savings,
but also to obtain profits from the private and public sector (participants). The effectiveness of public
procurement at the macro level affects the opportunity for economic growth of the country as a whole.

Social policy in public procurement not only provides the public with public goods, quality ser-
vices and social guarantees, but also promotes the development of social infrastructure (con-
struction of social facilities, repair of roads, transport, etc.). The support for employment through
the creation of new jobs is equally important.

According to A. V. Chernykhivska (2014), the social aspect of public procurement is determined
not only by direct channeling of funds for the development and needs of the social sphere, but also
by the formation of solvent demand of the population, promoting the development of entrepreneur-
ship, the formation of the middle class, etc. [7, 162].

We believe that in order to realize the concept of sustainable development, public procurement
should also be accompanied by an increase in the environmental component. Sustainable deve-
lopment is a general concept regarding the need to strike a balance between meeting the modern
needs of mankind and protecting the interests of future generations, including their need for a safe
and healthy environment [8, 8.

The Sustainable Development Paradigm contains requirements for environmental protection
and social justice, and is aimed at improving the standard of living of the population. That is why
the environmental component of public procurement involves the use of innovative, environmental
and energy-saving technologies to protect the environment, reduce waste and promote green pro-
curement (Figure 1).

According to the legislation, public procurement in Ukraine is carried out in two forms:

1) pre-threshold procurement - procurement of up to UAH 200 thousand per year for goods and
services and up to UAH 1.5 million for works. For customers operating in individual business

Figure 1:
The role and importance of public procurement in ensuring the tactical and strategic goals of the state
Source: Compiled by the authors
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sectors, thresholds are UAH 1 million for goods and services and UAH 5 million for works. An-
cillary purchases are governed by the procedure for performing ancillary purchases (Ministry of
Economic Development and Trade of Ukraine, 2017)" [9].

2) over-threshold procurement - procurement of UAH 200 thousand per year for goods and servi-
ces and UAH 1.5 million for works. For customers operating in individual business sectors,
thresholds range from UAH 1 million for goods and services and from UAH 5 million for works.
Threshold procurement is regulated by the Law of Ukraine «On Public Procurement» (2015) [10].
Over-threshold procurement is made using one of the following procedures: open bidding; com-
petitive dialogue; negotiated procurement procedure.

The peculiarities of implementation of procedures for different types of public procurement

are given in Table 1.

Table 1:
Features of procedures implementation for different types of public procurement

PRE-THRPESHOLD PROCUREMENT

ORDINARY CUSTOMERS | CUSTOMERS OF MONOPOLISTS HOW TO PURCHASE
direct procurement or by ProZorro
up to UAH 50 thousand (from UAH 3 thousand)
from UAH 50 to 200 thousand for goods from UAH 50 to 1 million for goods and procurement by ProZorro or report
and UAH 1.5 million for works UAH 5 million for works (no deadlines and documents required)
UKRAINIAN THRESHOLDS
ORDINARY CUSTOMERS CUSTOMERS OF MONOPOLISTS HOW TO PURCHASE
from UAH 200 thousand from UAH 1.5 million up to EUR 5.15 million | from UAH 5 million up to EUR 5.15 million
up to EUR 133 thousand for goods for works from UAH 1 million for open bidding
up to EUR 133 thousand for goods (15 days)
EUROPEAN THRESHOLDS
ORDINARY CUSTOMERS CUSTOMERS OF MONOPOLISTS HOW TO PURCHASE
EUR 133 thousand for goods and from UAH 1 million up to EUR 133 thousand | from UAH 5 million up to EUR 5.15 million
EUR 5.15 million for works for goods for open bidding (30 days);
competitive dialogue;
negotiation procedure

Source: Compiled by the authors based on [11]

According to the electronic procurement system, 1.252 million public procurement announce-
ments were announced in the 2018 reporting period, of which 230.6 thousand (18%) were adver-
tisements for the over-threshold procurement, 237.5 thousand (19%) of pre-threshold procurement
and 783.7 thousand (63%) published reports on contracts. As a result, the number of Bid Roads
accounted for 82% of all procurement announced in the electronic procurement system in the re-
porting year. Overall, the number of procurement announcements has increased by 22% compared
to 2017. However, the share of open bidding announcements has increased by 38%. The share of
contract reports has increased by 36%, while the number of pre-procurement announcements has
decreased by 14% (State Audit Service of Ukraine, 2019) [12].

The largest number of participants is concentrated in Kyiv region and Kyiv city - 27,200 active
procurement participants in 2018, Dnipropetrovsk - 10,196 participants, Kharkiv - 9,219 partici-
pants, Lviv - 7,385 participants.

The electronic procurement system provides significant opportunities and advantages in mar-
keting products and services of the companies which were the participants of public procurement
to get a new market for the sale of their products under a simplified procedure, without spending
money on the promotion of goods, advertising and search for partners or investors.

The percentage of rejected participants by the organizers in competitive procurement compared
to 2018 has not changed and is 10% (State Audit Service of Ukraine, 2019) [12].

The highest percentage of disqualifications is observed in open bidding 13% and in negotiation
(defense procedure) - 16%. Compared to the previous year, the percentage of disqualifications in
the negotiation procedure (for defense purposes) increased from 12% to 16%, but decreased in
open tenders with publication in English from 3% to 2% (Table 2).

The main reasons for the disqualifications indicated by the organizers were explained by the
failure to fulfill the requirements of the tender documentation (51%). At the same time, 43% of all
disqualifications did not state a reason contrary to the requirements of the Law. These include
the purchase of office and computer equipment, equipment and supplies, except furniture and

" As of 2017, EUR 1 = UAH 29
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Table 2:
Activities of participants and organizers in completed procurement in 2018
Procurement Number Number of Number Number of % Average number
procedure of tenders | unique bidders of bids disqualifications | disqualifications of bids

Total 251,655 49,275 621,546 65,131 10% 2.28
Subscription purchase 167,174 30,816 351,639 31,559 9% 2.06
Open bidding 78,332 33,254 244,363 32,398 13% 2.66
Open bidding with

publication in English 4,790 4,696 20,910 450 2% 2.82
Negotiation procedure

(for defense purposes) 1,359 1,045 4,634 724 16% 2.48

Source: State Audit Service of Ukraine (2019) [12]

software packages, food, beverages, tobacco and related products, furniture (including including
office furniture), furniture and furnishings, household appliances (except lighting equipment) and
cleaning products. At the same time, with regard to 14% of all disqualifications, the organizers in-
dicated that the participants did not meet the qualification criteria and in 11% of cases that the
participants did not provide the necessary documents.

According to the data analysis of the electronic procurement system in 2018, 28 thousand or-
ganizers successfully completed 1.084 million purchases, in which there were 1.115 million lots with
an expected value of UAH 657.710 billion [12]. Of all procurement, 88% was pre-threshold procure-
ment, and 12% was over-threshold procurement. A total of 148 thousand participants took part in
the procurement (Table 3).

In terms of subjects procurement, it is worth mentioning that most purchases were related to
food, beverages, tobacco and related products, petroleum, fuel, electricity and other sources of
energy, construction and structural materials of auxiliary construction products (except electrical
equipment), office and computer of appliances, equipment and supplies, except furniture and soft-
ware packages, medical equipment, pharmaceuticals and personal care products in Kyiv, Dnipro-
petrovsk, Donetsk, Kharkiv, Odesa regions and Kyiv capital city.

The use of budget funds implies the exercise of state financial control. The main task of the system
of controlling bodies in the field of public procurement is to ensure strict observance of the legislation
in the field of procurement by preventing violations, and in case of their detection there should be a
guaranteed elimination. A well-functioning system of control bodies in the field of public procurement
is in the interest of all interested groups - customers, participants, as well as the society as a whole.

In accordance with the Law «On Public Procurement» (2015) [10], state regulation and control in
the field of public procurement is carried out by the authorized body, treasury service bodies and
public financial control bodies (Figure 2).

Table 3:
Evaluation of completed procurement in 2018

Public procurement Number of Quantity share Expected value of lots Expected Value Share
procurement (%) (UAH) (%)
Pre-thresholds 950,907 88% 188,643,294,150 29%
Over-thresholds 133,336 12% 469,067,411,872 71%
Total 1,084,243 100% 657,710,706,022 100%

Source: Compiled by the authors based on data by the State Audit Service of Ukraine (2019) [12]

Figure 2:

System of state regulators and control bodies in the field of public procurement
Source: Compiled by the authors base on the Law of Ukraine «On Public Procurement» (2015)
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The bodies implementing the policy in the field of state control are the Antimonopoly Com-
mittee of Ukraine and the Accounting Chamber. However, it is not stated anywhere that one of
the controlling bodies is the State Audit Office. In support of this, it should be noted that the
results of procurement controls are presented in the Public Report on the Activity of the State
Audit Service of Ukraine (2019) [12]. In addition, it can be noted that the Regulations on the
State Audit Service of Ukraine (2016) [13] still refer to audits by its public procurement repre-
sentatives. Thus, Paragraph 4 of the Regulations stipulates that the State Audit Office, in ac-
cordance with its tasks, implements state financial control through the implementation of audit
and procurement monitoring.

Thus, during 2018, the State Audit Office, its interregional territorial bodies, investigated pro-
curement issues during 858 public financial control measures (revisions and audits) and established
procedural irregularities in the procurement area totaling UAH 22 billion [12].

The main indicators of the control measures and means of the results of inspections are sum-
marized in Table. 4.

As a result of such measures of the state financial control, 333 protocols under Article 164-14 of
the Code of Ukraine on Administrative Offenses of for violation of the procurement legislation were
drawn up and sent to court in 2018.

The State Audit Office, within its powers, fulfilled its procurement control tasks by analyzing the
documents placed in the Prozorro information and telecommunication system, including the infor-
mation provided by the customers at the request of the State Audit Office and its interregional ter-
ritorial bodies.

The overall estimation of the established by the State Audit Office, as well as prevented violations
in the field of public procurement in the period of 2016-2018, is shown in Figure 3.

Data from the State Audit Office reports show that the percentage of prevented violations in-
creases from year to year, which is a positive trend and helps to save budget funds.

Table 4:
Indicators of control measures performed by the State Audit Service in the field
of public procurement in 2016-2018

No. Indicator Years Deviation
2016 2017 2018
1 | Controls were conducted 778 863 858 80,0
2 | Violations established, UAH billion 13.2 5.2 22.0 8.8
3 | Reports of administrative violations have been drawn up 319 231 333 14
4 | Purchase irregularities prevented, billion UAH, incl. 4.7 16.8 21.3 16.6
5 | - procurement procedures have been canceled 3.8 15.5 20.1 16.3
6 | - contracts were terminated 0.9 1.3 1.2 0.3

Source: Compiled by the authors based on data by the State Audit Service of Ukraine (2019) [12]

Figure 3:
Assessment of established and prevented violations in the field of public procurement
in 2016-2018, UAH billion
Source: Compiled by the authors based on data by the State Audit Service of Ukraine (2019) [12]
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According to the results of the corresponding analysis for 2018, more than 2.4 thousand pro-
curement procedures prevented irregularities in procurement totaling UAH 21.3 billion, namely
procurement procedures in the amount of UAH 20.1 billion were canceled and contracts with a
total of UAH 1.2 billion were terminated.

In total, in 2018, the State Audit Office and its interregional territorial bodies completed 151 pro-
curement monitoring procedures, covering more than UAH 6.6 billion. According to the results of
57 procurement monitoring procedures, violations amounting to UAH 452.7 million were detected.

In the general structure of violations, detected by the bodies of the State Audit Service, the
largest share (38.7%) are violations concerning non-observance of the procedure for publication
of procurement information.

The other types of violations can be singled out by the following features:

e rejection by the customer of the tender offer of the participant who did not meet the conditions

of the tender documentation (11.3%);

e failure to comply with the procedure for determining the subject of procurement (11.3%);

e the customer’s concluding the contract without using the procurement procedure (11.3%);

e non-imposition of electronic digital signature on forms of documents in the field of public pro-
curement (9.7 %);

e violation of the tender documentation (9.7 %);

* negotiation procedure in the absence of specified grounds (4.8%);

e breach of contracting and execution (3.2%) (See Figure 4).

The main shortcomings in the development of public financial control in Ukraine (including the
area of public procurement) correspond to:

1) insufficient number of control units in the State Audit Service, as well as a lack of organizational
and/or functional independence of such units;

2) imperfection of internal and external methodological base on issues of state financial control;

3) shortcomings in terms of completeness of audit activities, quality of documentation of audits car-
ried out and validity of conclusions based on their results;

4) lack of a proper regulatory framework regarding the implementation of public financial con-

trol [14, 16].

Figure 4:
Percentage of detected violations by the State Audit Office based on monitoring results in 2018, %
Source: Compiled by the authors based on data by the State Audit Service of Ukraine (2019) [12]
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We agree with the opinion expressed by Y. V. Falko, who believes that most of the control
measures in the field of public procurement today fall precisely on audits and audits conducted
by the bodies of the State Audit Service, the Accounting Chamber of Ukraine and departmental
auditors. At the same time, there is no single legislative act which would clearly state the tasks,
functions, status and areas of competence of the above-mentioned bodies. The exercise of rele-
vant powers is governed by a variety of regulatory documents, the provisions of which are often
contradictory and do not provide for systematic state control of public procurement. This leads to
unnecessary duplication of audits of the same entities on the same issues and does not facilitate
the rapid elimination of deficiencies established by their results [15, 80].

In order to increase the efficiency of public procurement, it is important to adopt the best ex-
perience of foreign countries in organizing the work of supervisory authorities in the procure-
ment process.

The control and appeal bodies in foreign countries include: the Complaints Commission in
Denmark; the Public Procurement Arbitration Commission in Hungary; the Tender Authority, the
Supreme Court in Cyprus; the Administrative Court in Austria and the National Control Commis-
sion in Slovenia [16].

As we can see, in Ukraine, unlike the experience of foreign countries, there is a diffuse concen-
tration of control functions in the field of public procurement, which leads to their duplication by
the controlling bodies. That is why we believe that in order to improve the efficiency of the con-
trol of procurement activities and the implementation of control functions a specialized control
body - the Public Procurement Inspectorate - should be established. The independence of the In-
spectorate must be executed through the independence of the body as an institute and the inde-
pendence of its members.

Scientists D. Coviello and S. Gagliarducci (2017) studied the impact of political authority on pub-
lic procurement outcomes using data from Italian municipal governments. Their estimates indicate
that the possibility of being in a position gradually leads to collusion between government officials
and local public procurement participants [17, 68].

In their research, J. Palguta and F. Pertold (2017) also presented evidence of how policy influen-
ces the creation of opportunities to avoid open competition in procurement and leads to manipula-
tion of procurement principles. Manipulation is manifested in the procurement below the thresholds
in construction works and services, and to a lesser extent in goods [18, 307].

Foreign scientists M. Mironov and E. Zhuravskaya (2016) also evaluated the effectiveness of pro-
curement, investigated the causes of violations in public procurement and, in particular, proved the
existence of corruption in the distribution of public procurement [19, 312].

A group of scientists studied the effects of the economic crisis on the behaviour of firms and
their allowances in closed auctions under the influence of government regulatory instruments. They
found that the margins on all submitted applications decreased by 1.5 percentage points, and the
margins on winning offers decreased by 3.3 percentage points [20, 39].

For this reason, we believe that in terms of subordination, the proposed body (the Inspection)
should be functionally independent of the government and independent of any parties to the pro-
curement process (customers, participants). The Inspection should be managed through a colle-
giate body - the Council, which should be composed of representatives of various public organiza-
tions and state bodies: the Accounting Chamber, which reports to the Verkhovna Rada of Ukraine;
the Antimonopoly Committee of Ukraine, which reports to the President of Ukraine; the State Audit
Service of Ukraine, which reports to the Cabinet of Ministers of Ukraine and representatives of the
judiciary (Figure 5).

The Public Procurement Inspectorate must have financial independence and its own bud-
get. The best solution is to secure funding on a legislative basis. We believe that the represen-
tation of different state and public bodies will ensure the functioning of the Inspectorate with
the utmost respect for the principles of independence, objectivity, diligence, efficiency and
economy.

In order to ensure an adequate level of public financial control, its efficiency and effective-
ness, it would be necessary to constantly increase the level of professional qualities of the
state internal auditors in planning, conducting and documenting the results of audits; to in-
crease the number of internal audit units and complete them. Functions and tasks of state
auditors need to be avoided in order to avoid conflicts of interest in exercising clear distribu-
tion control [21, 89].
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Figure 5:
The proposed model of state control in the field of public procurement
Source: Developed by the authors

5. Conclusions

Public procurement is one of the instruments of state regulation and realization of public wel-
fare. The role of public procurement should be considered not only in terms of meeting public
needs, but also the needs of society. Based on the implementation of public procurement tac-
tical and strategic tasks and in order to implement the concept of sustainable development, we
propose to determine the role of public procurement as part of the economic, social and environ-
mental policies of the state. According to legal requirements, public procurement is classified as
a threshold. Procedures for the implementation of sub-threshold procurement include open bid-
ding, competitive dialogue and negotiated procurement procedure. it is worth noting that both
the number of public procurement and their value increases every year, thus ensuring budget sa-
vings and meeting the needs of both customers and participants. Public procurement control ten-
dencies indicate an increase in control results. However, typical violations and abuses also occur.
A new model of public financial control organization in the field of public procurement has been
proposed through the introduction of a specialized oversight body - the Public Procurement In-
spectorate, which should include representatives of existing bodies of control, as well as dele-
gates of public organizations and courts. The advantage of the functioning of the proposed body
is that it will ensure independence, objectivity and efficiency of work to improve the efficiency and
effectiveness of public financial control.
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