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SETTING THE INDICATIVE PRICE
FOR THE PROCUREMENT OF NON-LETHAL GOODS

WHAT IS PROPOSED TO AMEND?

The Ministry of Defence of Ukraine (UMOD) is recommended to:

- Develop and implement a methodology for the setting and revising the indicative price of goods based on
market consultations with suppliers and the determination of the average market price.!

Introduce quarterly monitoring of market prices for key logistics goods.

- Develop a procedure for reallocating savings from logistics procurement to cover the difference between the
indicative and market price of goods for other procurements, as well as to purchase additional logistics
goods.

Develop and adopt a framework to enable DOT to approve the use of expected prices in excess of the
indicative prices in procurement.

The State Logistics Operator (DOT) is recommended to:

« Conduct market consultations with potential suppliers to clarify participation in the procurement process,
including obtaining certificates and other permits.

Establish a requirement to provide a certificate of compliance with the technical specifications from the
Main Directorate for Development and Maintenance of Material Support of the AFU (or another authorised
body if the developer of the technical documentation is not the UMOD) when submitting a tender proposal
on Prozorro

Divide procurement volumes into smaller lots to avoid the lack of bids from suppliers due to large order
volumes

The expected outcome of the implemented changes will be the practice of setting proper indicative and
expected prices, along with a framework for their adjustment in response to market fluctuations, which will help
expand the range of suppliers and stabilise supplies to military units.

The main beneficiaries of the proposed amendments are the Ministry of Defence of Ukraine (UMOD), the State
Logistics Operator (DOT), and the Armed Forces of Ukraine (AFU).

For the UMOD, the amendments will allow it to systematically monitor market conditions and adjust the
indicative price to ensure timely supply to the AFU.

DOT will be able to conduct procurement on the most favourable terms, while maintaining competition and
sustainability of the process.

The AFU will be provided with the best quality goods in the established volumes within the specified timeframe.

WHAT IS THE PROBLEM WITH THE CURRENT POLICY?

When planning logistics procurement under martial law,2 the UMOD Logistics Planning Department (UMOD LPD)
sets the indicative prices for defence goods based on prices for similar contracts concluded in the previous
year. At present, this approach does not take into account fluctuations in the average market price of goods
throughout the year and leads to a number of problems. In particular, this practice limits competition in the
supplier market and increases the risk that the AFU will not receive the required amount of goods in the
expected time frame.

Currently, there is no regulatory act of the Cabinet of Ministers of Ukraine or the Ministry of Defence that
defines the methodology for setting and revising the indicative price of goods. Consequently, this approach is
inefficient and may result in missed deadlines for meeting the needs of the Armed Forces of Ukraine.

1. StateWatch recommends considering the methodology for setting the expected value specified in the Order of the Ministry of Economy dated 18.02.2020
No. 275 "On Approval of the Exemplary Methodology for Determining the Expected Value of the Procurement Object”
https://zakon.rada.gov.ua/rada/show/en/v027591 207Iang uk#Text

2. Order of the Ministry of Defence of Ukraine dated 02.02.2024 No. 78 "Some aspects of defence procurement in the area of logistics”

https://zakon.rada.gov.ua/rada/show/v0078322-24#Text


https://zakon.rada.gov.ua/rada/show/en/v0275915-20?lang=uk#Text
https://zakon.rada.gov.ua/rada/show/v0078322-24#Text
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(PROCUREMENT CANCELLATION DUE TO LACK OF BIDSJ

This problem is evident in the DOT’s procurement of bulletproof vests, most of which was cancelled in January-
April 2024. Between January and April 2024, 9 out of 15 (60%) lots for the supply of 109,300 complete sets
of bulletproof vests for a total expected value of UAH 2.98 billion were declared unsuccessful. The primary
reason for this was the discrepancy between the indicative and expected prices and the market offers of the
majority of UMOD-certified suppliers, which at that time included a total of five companies. The indicative price
in 2024 for modular body armour with configuration 1-5 was set 20% lower than the offers of the vast
majority of suppliers, except for TEMP-3000 LLC. This led other companies to decline participation in the
tender process. At the same time, the manufacturer with the lowest price of the goods, TEMP-3000 LLC, did not
participate in all the tenders. StateWatch assumes that this may be due to the lack of production capacity to
fulfil the entire order.

The expected price of one bulletproof vest with config. 1-5% in January-April 2024 was between UAH 26,570 and
UAH 27,720. The indicative price was approved at UAH 27,722, which corresponded to the offer made mostly by
TEMP-3000 LLC. DOT purchased UAH 1.3 billion worth of bulletproof vests from this supplier at a price of UAH
24,320-26,570. By May 2024, only one contract for the purchase of 5,000 complete sets of bulletproof vests
worth UAH 132.4 million (UAH 2,480 per unit) was concluded with another supplier, UKRTAK.ua LLC.5 However, in
its quotation to StateWatch dated 30 May 2024, UKRTAK.ua LLC estimated a similar product at UAH 36,800 per

set, which demonstrates a discrepancy between the company’s market price and the price set out in the DOT
contract of 13 March 2024.

In response to StateWatch's request, quotations for the product® were provided from three other UMOD-

certified suppliers, which did not participate in the bidding process between January and April 20247. These
quotations can be seen below.
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3. At the request of StateWatch, Knarkiv Plant of Personal Protective Equipment (KhPPPE), Ukrainian Armor, UKRTAK.UA and Acropolis estimated the price
of amodular bulletproof vest Type 2, Level P, Type 5, config, 1-5 at UAH 34,000-36,800. Ak-Investprom did not submit a quotation.

4. Type 2, Level P, Type 5, config. 1-5 in accordance with theé Technical Specification of the Ministry of Defence of Ukraine https://www.mil.gov.ua/content/
ddz/TY_2023/ts_bronuzelet_modulniy.pdf

5. Prozorro dated 13.03.2024 https://prozorro.gov.ua/tender/UA-2024-02-09-013339-a?lot_id=adbbd93c14b4747abb034363f81b38e27#ots

6. Type 2, Level P, Type 5, config. 1-5 in accordance with the Technical Specification of the Ministry of Defence of Ukraine https://www.mil.gov.ua/content/
ddz/TY_2023/ts_bronuzelet_modulniy.pdf

7. The analysis takes into account the procurement of only complete sets of bulletproof vests published on Prozorro.



https://www.mil.gov.ua/content/ddz/TY_2023/ts_bronuzelet_modulniy.pdf
https://www.mil.gov.ua/content/ddz/TY_2023/ts_bronuzelet_modulniy.pdf
https://prozorro.gov.ua/tender/UA-2024-02-09-013339-a?lot_id=ad6bd9c14b4747abb034363f81b38e27#lots%20
https://www.mil.gov.ua/content/ddz/TY_2023/ts_bronuzelet_modulniy.pdf%20
https://www.mil.gov.ua/content/ddz/TY_2023/ts_bronuzelet_modulniy.pdf%20
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As of early July, the situation remains unchanged. This is evidenced by the results of the procurement
announced in June® for the purchase of 105,200 sets of modular bulletproof vests for a total expected cost of
UAH 2.735 billion (UAH 26,000 per set). This amount is necessary to fully supply the AFU with bulletproof vests
by the end of 2024, according to the List and volumes of procurement, as reported by DOT in response to a
StateWatch request.? In particular, 8 out of 9 lots of this tender for the purchase of 90,200 sets of bulletproof
vests worth UAH 1.98 billion were cancelled due to the lack of offers. The sole successful bid for 15,000 sets was
submitted by TEMP-3000 LLC, with which DOT intends to enter into a contractual agreement. This effectively
indicates that the Armed Forces of Ukraine is deficient in at least 90,000 bulletproof vests.

(ESTABLISHING SINGLE SUPPLIER DOMINANCE IN PROCUREMENTJ

The discrepancy between the indicative price and market offers resulted in the establishment of an expected
price that corresponds to the price of a single supplier. The discrepancy between the indicative price and
market offers resulted in the establishment of an expected price that corresponds to the price of a single
supplier. This, in turn, led to disruptions in deliveries to the AFU warehouses due to the refusal of other
manufacturers to participate and the inability of TEMP-3000 LLC to satisfy the AFU’s orders in full, as reported
by Nashi Groshi with reference to DOT.'° Furthermore, the demand for bulletproof vests is projected to increase
in 2024 due to the need to replace previously purchased kits that have a service life of no more than two years
and will soon expire. The request for bulletproof vests is likely to be adjusted upwards in terms of quantity also
due to the planned mobilisation activities. In light of this, the continued dominance of a single manufacturer in
the market could potentially exacerbate existing challenges in the supply chain.

In the absence of a framework for setting and revising the estimated price, there is a potential for additional
risks to emerge during the tender process for the purchase of bulletproof vests for servicewomen, the number
of whom exceeds 45,500."" Although women’s bulletproof vests have not yet been centrally procured, the
UMOD has approved!?2 reference designs from only two manufacturers (TEMP-3000 and Ukrainian Armour). It is
anticipated that the cost of servicewomen's kits may exceed that of men's, potentially leading to the
cancellation of procurement and supply disruptions if a biased or unadjusted estimated price for bulletproof
vests armour is employed.

(INCREASING THE EXPECTED PRICE IN A CLOSED TENDER)

In April, DOT received an explanation' from the UMOD Procurement Policy Department that it was at liberty to
independently decide to adjust the expected price. Consequently, in April and May, the procurement agency
entered into two direct contracts with UKRTAK.UA LLC for the purchase of bulletproof vests with config. 1-5 at a
price of UAH 30,780."'"® Subsequently, the agency entered into an agreement with Knarkiv Plant of Personal
Protective Equipment LLC (UAH 30,390 per set)'® and Ak-Investprom LLC (UAH 30,700 per set).”

Nevertheless, the conclusion of direct contracts with savings does not constitute a solution to the problem.
Firstly, the amount of such savings is limited and is therefore unable to cover all the under-contracted volumes.
Furthermore, DOT is obliged to procure the exact amount of goods specified in the approved List and volumes of
procurement. This List is calculated once a year on the basis of indicative prices. Consequently, should the
expected price increase, it will not be possible to procure the required volume of products without additional
allocations from the state budget or international assistance.

Prozorro dated 11.07.2024 https:/prozorro ?ov ua/tender/UA-2024-06-18-012487-a?lot_id=d169cb48094148e5a096ace2b2acc8e2#lots

Answer from DOT dated 21.06.2024 https:/drive.goo: g\e com/dnve/foldersﬂKAszdNCstz\NrTIIGaszRKA\/BBNoJBW’usp sharing

Nashi Groshi: “A fraught mixture of monopoly and 'deep state’ in the Ministry of Defence: bulletproof vests™ https: //na§hlgrg§h\ 0rg/2024/05/02/
hrymucha-sumish-monopolii-ta-dip-steytu-v-minoborony-bronezhylety/

Military Media Center: “The number of women in the Armed Forces o% Ukraine continues to grow” https://t.me/militarymediacenter/3768

UMOD website "The Ministry of Defence has certified another sample of women's body armour” https://www.mil.gov.ua/news/2024/01/11/minoboroni-
sertifikuvalo-shhe-odin-zrazok-zhinochogo-bronezhiletu/

A letter from the Procurement Policy Department to DOT, published in Nashi Groshi *A fraught mixture of monopoly and ‘deep state’ in the Ministry of
Defence: bulletproof vests™ https:/nashigroshi.org/2024/05/02/hrymucha-sumish-monopolii-ta-dip-steytu-v-minoborony-bronezhyle

Prozorro dated 21.05.2024 https: /prozorro.gov. ua/tender/UA-2024-05-21-002424-a

Prozorro dated 10.05.2024 https://prozorro.gov.ua/tender/UA-2024-05-10-002661-a

Prozorro dated 21.05.2024 https://prozorro.gov.ua/tender/UA-2024-05-21-003063-a
Prozorro dated 14.06.2024 https://prozorro.gov.ua/tender/UA-2024-06-14-003920-a
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https://prozorro.gov.ua/tender/UA-2024-05-10-002661-a%20
https://prozorro.gov.ua/tender/UA-2024-05-21-003063-a%20
https://prozorro.gov.ua/tender/UA-2024-06-14-003920-a%20
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ALTERNATIVE MECHANISMS

1. The ordering entity is entitled to utilise a “framework agreement’, which serves to confirm the parties’
commitment to cooperate for a specified period of time. This allows for reliable partnerships for long-term
collaboration. However, firstly, the implementation of such a procedure may be a more protracted process
than the other proposed options. Secondly, this mechanism is less efficient and limits competition and
public control.

2. DOT may utilise international financial assistance funds, including with the approval of the UMOD, from the
UNITED24'8, special account for defence. However, UNITED24 revenues will be allocated for different
purposes between different defence structures. Therefore, these funds will not be able to guarantee the
sustainability of logistics procurement in the event of a significant increase in prices and a budget deficit for
DOT.

CONCLUSION

StateWatch suggests that the UMOD take into account the recommendations on the development and
implementation of a framework for setting and revising the indicative price while compiling the List and volume
of bulletproof vests procurement. Implementation of the proposed changes will contribute to:

« avoiding the risks of disruption in meeting the needs of the AFU
« resilience of the procurement process
« expansion of the market for bulletproof vests suppliers

The urgency of solving the problem is due to the projected increase in the number of personnel in the
AFU, as well as the expiration of bulletproof vests purchased at the beginning of the full-scale invasion.

THE POLICY BRIEF WAS DEVELOPED UNDER THE UK SPECIAL DEFENCE
ADVISOR’S PROGRAMME, FUNDED BY THE BRITISH GOVERNMENT,
AND DELIVERED BY EDGE FOUNDATION AND STATEWATCH

18. Resolution of the Cabinet of Ministers of Ukraine of 21 May 2024 No. 587 "On Amendments to Certain Resolutions of the Cabinet of Ministers of Ukraine
on the Use of Funds by State Ordering Entities” https:/ips.ligazakon.net/document/KP240587?from=legislation&hide=tru
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