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BACKGROUND

With the explosive growth of the Internet in providing instant information and on-line shopping opportunities, it has become increasingly evident that the Internet has created a new and vast marketplace in which every business exists in 24-hour contact with all its suppliers, all its employees, all its competitors, and all its customers, everywhere in the world.  In the momentum to develop an arena for electronic procurement and commerce (“e-procurement” and “e-commerce”), computer software continues to be developed that will automate the costly and often inefficient way that both the private and public sector routinely make purchases.  A combination of revolutionary Web-based procurement technologies are making it possible for authorized employees in a business or government agency to generate requisitions or direct orders directly from their office computer.  

Currently, the City, through its procurement process, uses an enormous amount of paperwork and human effort to annually purchase over $6 billion worth of goods and services.   The growth in e-procurement technology provides a unique and valuable opportunity to change the complex process by which the City procures goods and services.  

Recently, the Giuliani Administration through its E-Government Office has established an E-Procurement Task Force.
  Its purpose is to focus on a series of procurement issues and to provide a comprehensive citywide technology procurement strategy that:

· Lowers the costs of goods and services;

· Significantly reduces the purchasing cycle;

· Lowers the cost of administering procurements; and

· Reduces inventory.

The purpose of today’s hearing is to examine the initiatives that are being developed in the area of e-procurement and the challenges and changes that the City faces in order to develop a citywide e-procurement strategy.  As federal, state, local governments and the vendor community throughout the nation move toward developing e-procurement initiatives, the City simply cannot ignore that it too must take advantage of the potential opportunities that exist in this area.

GOVERNMENT TO BUSINESS PROCUREMENT


The figures are staggering when it comes to purchasing over the Internet.  Starting at $43 billion in 1998 and doubling in 1999, business to business e-commerce is predicted to reach more than $1 trillion by 2005.
  The public sector, also, is recognizing the potential of e-commerce and e-procurement and leading experts are predicting that the e-government market will be at $100 billion by 2008.
  Currently, this movement is being motivated by a growing number of federal agencies, state and local governments that are moving portions of their purchasing activities onto the Internet, specifically vendor notification.  


The use of technology in government procurement can be divided into three categories: 

· notifying suppliers of bidding opportunities;

· receiving bids on-line; and 

· executing purchase transactions electronically.  

ON-LINE NOTIFICATION

In the world of e-procurement, notification is certainly the easiest area to undertake, and many public entities have created on-line bulletin boards, posting either full bid documents or notices on their Web site.  Bulletin boards have the potential of reaching a wider universe of potential bidders than newspaper advertising.
  The result, a larger supplier of bidders routinely informed of bidding opportunities.  

 
The E-Procurement Task Force is considering posting all solicitation information on the City’s Web page.  Working with DCAS, the agency responsible for publishing the City’s official newspaper, The City Record, the solicitation announcements published daily would be scanned and appear simultaneously on the Web.  Additionally, the Task Force, in conjunction with the Mayor’s Office of Contracts (MOC), is attempting to move some part of VENDEX on-line in the near future.  The intent is to allow suppliers to enroll and update their information on-line, which would result in less paperwork and processing times.  

ON –LINE BIDDING

Receiving bids and completing purchase transactions on-line appears to be one of the leading initiatives in the e-procurement process.    Electronic bidding (“e-bidding”) permits suppliers to post solicitations and receive bids on-line.  According to the E-Procurement Task Force, e-bidding systems require suppliers to register their information (including name, contacts, commodity codes) in order to bid on solicitations.  Through this method, suppliers can input pricing on-line and submit it directly to purchasing agencies where all bids are calculated automatically and suppliers are instantly notified of the winning bid.  The process, however, raises some complicated issues, including the requirement of signatures of officers from both suppliers and purchasers.  Recent legislation adopted at both the federal and state level, however, regarding electronic signatures may help in addressing signature use on government contracts and other related documents.
  In the meantime, several state and local municipalities that are experimenting with electric signatures on purchasing contracts are requesting that suppliers provide electronic and paper bids together. This has permitted procurement offices the liberty of experimenting with electronic signatures while at the same time maintaining traditional practices of requiring a hard copy.  


Computer software companies have also come up with solutions in relation to e-bidding in order to address concerns of the sealed competitive bidding process, whereby suppliers submit sealed bids which are publicly solicited and opened and a contract is awarded to the lowest, responsible bidder.  Software has been created where electronic bids are held by the government entity in a virtual locked box until the scheduled opening, at which point they are placed onto a spreadsheet which sorts the bids from low price to high.  At the same time, the bids are posted on a contracting agency’s Web site, allowing bidders the opportunity to see how they ranked amongst their competitors.

EXECUTING PURCHASES ELECTRONICALLY


Procurement cards are one of the leading methods by which government entities are moving towards e-procurement.
  Procurement cards are especially useful for making small purchases.  The cards allow authorized employees to purchase items (usually supplies), without having to generate a purchase order and one aggregated invoice is received.  Purchases can be done directly through the vendor or by using the Internet.  Suppliers are paid directly by the issuer of the procurement card (i.e., bank or credit card company) and at the end of a billing cycle, agencies receive line-item purchasing and tracking information.  Government entities that have begun using procurement cards have set up training programs for employees slated to use such cards.  Specifically, agency personnel have been instructed to learn where and when they had to obtain competitive prices prior to using the procurement card and monetary purchasing limits that would likely be put in place.


Another e-procurement method is through the use of e-catalogs.  Through this method, buyers can look at supplier’s catalogs and place orders directly over the Internet. Currently, Staples has a requirements contract for all basic office supplies for the City.  Staples now offers a web-based catalog of office supplies that allows for internal approval routing and direct ordering.  The Task Force envisions that in conjunction with Staples, agencies should be able to develop procedures and user training to allow procurement staff, throughout all City agencies, to make on-line purchases using this method e-catalog procurement. 

SHORT & LONG TERM GOALS


The Task Force is currently looking at a number of procedures and rules in order to implement potential e-procurement initiatives.  The short-term goals include:

· The use of procurement cards

· Publishing solicitations on the City’s Web page

· The creation of a City Business Portal

· Enhance the use of the Staples on-line catalog

· VENDEX on the Web

The long-term goals of the Task Force include:

· Reviewing the City’s procurement rules and procedures

· Working with agencies to streamline the procurement process

· Continue to monitor technological trends in the industry

· Examine other government e-procurement models

· Consider and potentially expand e-catalog and e-bidding models

CONCLUSION


The issues surrounding e-procurement and e-commerce and its use by City agencies are extensive.  Numerous technical, financial and legal issues will need to be carefully examined in implementing such a process.  At the same time, the City cannot choose to ignore the explosive growth in this area and the potential increased competition and cost savings associated with it.  Today, federal, states and cities throughout the nation are increasingly investing in and developing e-procurement systems, New York City simply cannot afford to do any less and must develop a citywide e-procurement strategy.

� The E-Procurement Task Force is comprised of several City agencies, which include the Mayor’s Office of Contracts (MOC), the Office of Management & Budget (OMB), the Department of Citywide Administrative Service (DCAS), Department of Information and Technology and Telecommunications (DoITT), the Procurement Policy Board (PPB) and the Office of the Corporation Counsel.  In addition, representatives from the City Council and the Comptroller’s Office serve on the Task Force.





� Drawing on the Web, The Public Purchaser, March/April 2000.





� Id.





� The City Record publishes daily contract solicitations and awards.  The City in an effort to broaden its vendor pool has also put selected solicitation and awards on the World Wide Web at @http://www.ci.nyc.ny.us.





� In 1999, Governor Pataki signed the Electronic Signatures and Records Act, which provided that electronic signatures may be used by a person in lieu of a signature affixed by hand and that its use would have the same validity and effect as one fixed by hand.  See Executive Law § 206-a(17).  Subsequently, on June 30, 2000, President Clinton signed the Electronic Signatures in Global and National Commerce Act (E-SIGN).  The law, which took effect on October 1st, generally provides that electronically signed instruments cannot be denied legal effect because they are in electronic form, that record-retention requirements are satisfied by electronic records, that notaries can authorize on-line signatures and that contracts and other records cannot be denied legal effect because they are delivered electronically.  See Public Law No. 106-229.





� Southern California’s Orange and San Diego counties are currently using this method of e-purchasing for competitive sealed bidding.  Anticipating Paperless Purchasing, The Public Purchaser, November/December 1999.





� In 1999, federal government employees used procurement cards to procure $10.2 billion worth of goods.  In FY 2000, that figure was expected to rise by 20 percent.  Federal Computer Week, March 27, 2000.





� Pursuant to the PPB rules, for purchases of $2,500 or less, no competition is required except that in making purchases below this limit, contracting officers shall ensure that the non-competitive price is reasonable and that purchases are distributed appropriately among reasonable suppliers.  For purchases above $2,500, at least five suppliers are required to be solicited at random from the appropriate small 


purchase bidder list, except where the bidders list consists of fewer than five suppliers, in which case all 


suppliers on the list shall be notified.  See PPB Rule § 3-08(1)(ii) and (iii).
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