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Foreword

Ministry of Environment and Forestry

Sustainable Public Procurement (SPP) is generally understood to include environmental, economic
and social objectives in public procurement activities, whereas Green Public Procurement (GPP)
places a focus on environmental objectives.

Green Public Procurement (GPP) policy has been mandated in Law No. 32 of 2009 concerning
Environmental Protection and Management, Government Regulation Number 46 of 2017 concern-
ing Environmental Economic Instruments, and Presidential Regulation No.16 of 2018 concerning
Procurement of Government Goods / Services, and MoEF Ministerial Decree No. 5 of 2019 con-
cerning Procedures of Green Labels Implementation for Green Public Procurement. This policy is
directed at efforts to improve environmental performance, efficiency in the use of raw materials,
energy and water, as well as reducing pollution and reducing greenhouse gas emissions. Moreo-
ver, it is related to green growth and sustainable markets and investments, encouraging innovation
and enhancing the local economy, as well as supporting the provision of incentives for businesses
that produce green goods and services.

Green Public Procurement (GPP) policies are intended to encourage changes in behavior and
mindset in terms of consumption in the ranks of Government agencies to be more efficient and
environmentally friendly. This change is the core of the Sustainable Development Goals (SDGSs)
agenda; especially Objective 12: Responsible Consumption and Production. These behavioral
changes should take place not only on the part of the government, but also communities. The im-
plementation of this policy will be initiated by several Ministries / Institutions and Regional Govern-
ments and will begin in 2020.

Development of Green Public Procurement is completed and ready to be implemented. Social and
economic criteria development will incorporate the environmental aspect into comprehensive sus-
tainable procurement criteria to promote efficient, responsible, and sustainable governance opera-
tions.

Noer Adi Wardojo
Head of Center for Environment and Forestry Standardization

Ministry of Environment and Forestry
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National Public Procurement Agency

Government procurement of goods / services, better known as Government Procurement (GP),
has now changed from what was once considered clerical / administrative work, to become one of
the tools to achieve targets and strategic objectives of policies.

Since government procurement value has been increasing in recent years, it has an increasing
impact on the use of natural resources to produce goods and services to meet government needs.
For this reason, it is necessary to immediately change from conventional procurement to sustaina-
ble procurement. This can be seen in the Indonesian Government Goods / Services Shopping Val-
ue chart.
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400

200

2018 2019

[ ]
Procurement Expenditures on the State Budget

Procurement Expenditures on SIRUP

Shopping Value of Indonesian Government Goods / Services
(source : Monev LKPP)

Encouraging and implementing sustainable government procurement has been included as the
objective and policy in Government Procurement in accordance with Presidential Regulation Num-
ber 16 of 2018 concerning Procurement of Government Goods / Services (Article 4 letter h and
article 5 letter i).

Furthermore, according to Presidential Regulation Number 16 of 2018 article 1, sustainable pro-
curement is defined as Procurement of Goods / Services aimed not only at achieving economic
benefits for Ministries / Institutions / Apparatus as users but also for the public, as well as signifi-
cantly reducing the negative impact on the environment in the entire usage cycle. Furthermore, it is
regulated in article 68, according to which the procurement of goods / services is carried out under
consideration of economic, social, and environmental aspects.

Some of the challenges in the implementation of SPP are:

1. Changing the Mind Set of Procurement Actors and Law Enforcement Officials during the
transition from conventional procurement to sustainable procurement;

2. Development/ preparation of standards and technical criteria for sustainable
goods / services;

12
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3. The issue of prices of sustainable products which may be more expensive than similar
conventional, non-sustainable products;

4. Industry readiness level is still low;
5. Changes in production patterns;

6. Guarantee of purchase / uptake for environmentally friendly / sustainable products / ser-
vices in the market;

7. Preparation of monitoring and evaluation system for the implementation of sustainable
procurement.

To solve these challenges, more technical instruments are needed for the government to be able
to carry out a sustainable procurement of goods / services. Therefore, it is hoped that with this
guidance document, the Government of Indonesia will get an overview of the procedures for im-
plementing procurement of goods / services that are sustainable by combining economic, social
and environmental aspects. Moreover, based on the best practices of sustainable procurement that
have been successfully carried out in other countries, the guidance document is expected to help
for developing instruments for the procurement of goods and services for the government that are
sustainable by considering the suitability of the conditions in Indonesia.

Dwi Wahyuni Kartianingsih
Director for Business Climate Development and International Cooperation

National Public Procurement Agency of Indonesia

13
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1 Sustainable Public Procurement in Indonesia

Customer demand is an important driver for manufacturers to implement changes in products and
production methods. Government institutions and public authorities are important customers of
goods and services. At the same time, it is their responsibility to fulfil legal obligations and general
policy objectives of a country, such as climate targets, Sustainable Development Goals (SDGs),
economic development and social coherence. In this regard, the process of public procurement of
goods and services is equally responsible for guaranteeing that legal obligations are fulfilled, and
policy objectives are met, especially considering the fact that taxpayers’ money is being spent to
cover the costs. It is, therefore, in accordance with good government practice, to use public pro-
curement in order to achieve broader government objectives. By pursuing such broader objectives
through public procurement, public authorities can also stimulate innovation among suppliers for
the improvement of the quality of goods and services and act as a role model for other (private)
buyers and for the public. In Indonesia, the recently stipulated “Presidential Regulation Concerning
Government Procurement of Good/Services” No. 16/2018 is enacting such broader policy and de-
velopment objectives. It has set the framework for promoting the sustainable development in the
country through government procurement practices.

Sustainable Public Procurement (SPP) is generally understood to include environmental, economic
and social objectives in public procurement activities, whereas Green Public Procurement (GPP)
places a focus on environmental objectives. The Presidential Regulation (No. 16/2018) defines
sustainable procurement as a process of procuring goods and services which aims “to achieve a
beneficial economic value” not only for the government a user but also for the community, “as well
as to significantly reduce the negative impact on the environment in the entire cycle of its use” (Ar-
ticle 1, paragraph 50). According to the UN 10YFP, SPP is “a process whereby public organiza-
tions meet their needs for goods, services, works and utilities in a way that achieves value for
money on a whole life-cycle basis in terms of generating benefits not only to the organisation, but
also to society and the economy, whilst significantly reducing negative impacts on the environ-
ment”.

As the definitions suggest, a core principle of government procurement is “value for money”,
which is applied to all government procurement, independent of the specific objectives (see Figure
1-1). This is also reflected in the Presidential Regulation (No. 16/2018), which specifically states
that “it is necessary to regulate the Procurement of Goods / Services that bring maximum value
for money and contribute to increasing the use of domestic products, increasing the role of Micro,
Small, and Medium Enterprises, and sustainable development".

Article 4 and Article 5 of the Presidential Regulation (No. 16/2018) include sustainable procure-
ment as part of Goods / Services Procurement Purpose and Goods / Services Procurement Poli-
cies respectively, while chapter IX, Article 68, is specifically dedicated to sustainable procurement.

Apart from the objectives of sustainable development and achieving best value for money, the
Presidential Regulation (No. 16/2018) emphasizes the participation of small businesses (Article 65)
and use of domestic products (Article 66, 67) for supporting local industries through government
procurement. Thus, it can be summarized that the three key principals and pillars of the Presiden-
tial Regulation (No. 16/2018) are: (1) Maximum value for money; (2) Sustainable procurement, and
(3) Promotion of domestic products, small businesses and local industries (see Figure 1-2).

14
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Figure 1-1: Sustainable public procurement vs. green public procurement
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In many cases, the above-mentioned three principles go hand in hand. For instance, domestic
products may be more environmentally friendly than imported products, or they may ensure maxi-
mum value for money for the procurer. On the other side, in many cases a conflict of interest or a
trade-off is imminent among the three key principles. For instance, when a domestic product pro-
duced by a small business is not the most environmentally friendly option in the market, or an envi-
ronmentally friendly product may not be available at the lowest cost. In such cases, procurement
agencies are faced with the challenge of weighing conflicting interests that are inherent to a regula-
tory text. Therefore, the key question is: How to utilize the synergies and avoid potential trade-offs
or conflict of interests between the key principles of the Presidential Regulation (No. 16/2018) to
ensure a sound implementation of SPP in Indonesia? This guidance document and the webinar-
based training module seek to support the government agencies in Indonesia in finding practicable
answers to this question.

2 Objectives and context of this guidance document

The project “Advance Sustainable Consumption and Production for a Low-Carbon Economy in
Middle-income and Newly Industrialized Countries (Advance SCP)”, implemented by the GIZ and
financed by the International Climate Initiative of the German Federal Ministry for the Environment,
Nature Conservation and Nuclear Safety (BMU) is supporting the Ministry of Environment and For-
estry (KLHK) and the National Procurement Agency (LKPP) of the Ministry of Finance in promoting
policies and strategies for SPP in Indonesia. In support of the Presidential Regulation Concerning
Government Procurement of Goods/Services (No. 16/2018) of the Republic of Indonesia, the Indo-
nesian government has requested the Advance SCP project to provide methodological and tech-
nical guidance on implementing the comprehensive SPP strategy. As part of the support activities
of the Advance SCP project, government officials tasked with implementing and overseeing the
establishment of procurement guidelines and with taking decisions on specific procurement activi-
ties in Indonesia shall be trained to incorporate economic, environmental and social criteria in
government procurement of goods and services and to operationalize SPP in line with the
Presidential Regulation (No. 16/2018).

This guidance document seeks to provide practical knowledge in implementing economic, social
and environmental criteria in public procurement in Indonesia and thus supports the Indonesian
government agencies in implementing SPP according to the rules stated in the Presidential Regu-
lation Concerning Government Procurement of Goods/Services (No. 16/2018).

It is noteworthy that the guidance document is not meant to be used as a stand-alone document
but in conjunction with other resources. Thus, it guides the readers towards more comprehensive
resources while at the same time focusing on the key elements that need be understood by policy-
makers and practitioners during the implementation of SPP. Especially, it is strongly recommended
to read the guidance document together with the text of the Presidential Regulation (No. 16/2018)
in order to avoid any misunderstanding of concepts and terms. Last but not the least, it may be
necessary to avail additional legal advice during the implementation.

Furthermore, it must be underlined that rules pertaining to SPP? in the Presidential Regulation (No.
16/2018) are still very new, and practical consequences of all the stated aspects might not be fully

1 Chapter IX (Articles 65, 66, 67 & 68) of the Presidential Regulation (No. 16/2018) deals with the topics of small busi-
ness, domestic product and sustainable procurement.
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understood or tested. Therefore, the guidance document, at this point of time, can only provide a
broad orientation for the policymakers and practitioners in Indonesia and would need to be revised
as practical issues and challenges come to the fore in the due course of time.

This guidance document was developed to support an online training module for SPP implementa-
tion in Indonesia. The training module consisted of three online workshops between June 2020 and
September 2020. Additionally, the module involved continuous technical backstopping in between
the online workshops for the policymakers and practitioners in Indonesia. In the online workshops,
participants from the Ministry of Environment and Forestry (KLHK), the National Public Procure-
ment Agency (LKPP), the Ministry for Economic Affairs (Kemenko Perekonomian), the Ministry of
National Development Planning (Bappenas) and the Ministry of Manpower and Transmigration
(Kemenaker) were trained to understand and apply SPP-related aspects.

The workshops were used to enable the participants to develop SPP criteria for two product
groups: furniture and paper. The responsibility of developing the technical criteria was, however,
with the participating agencies. The workshops only provided the methodological and technical
support on overarching issues related to the implementation of SPP.

The SPP guidance document is developed by the Oeko-Institut, Germany. Oeko-Institut consulted
key experts from the Ministry of Environment and Forestry (KLHK) and the National Public Pro-
curement Agency (LKKP) of Indonesia during the development of the guidance document. Oeko-
Institut was also responsible for the coordination and organization of the training module as well as
for the technical backstopping for the participants.

After a short general overview on typical phases in public procurement procedures in Indonesia
(chapter 3), the use of economic (chapter4), social (chapter5) and environment criteria (Chapter 65)
in SPP is described. Chapter 7 talks about the importance of establishing monitoring and evalua-
tion systems for SPP.

In this document, it is not intended to recommend any specific monitoring and evaluation system
for Indonesia. Developing a monitoring and evaluation system for SPP in Indonesia should rather
be done after the comprehensive analysis of the Indonesian context. An efficient monitoring and
evaluation system would probably be possible once the Electronic Procurement of
Goods / Services has been effectively realized through E-Marketplace, as also foreseen in chapter
X of the Presidential Regulation (No. 16/2018). The guidance document, however, provides few
examples of already established SPP monitoring and evaluation systems in other countries.

As already mentioned above, several aspects of SPP rules need to be tested and verified in prac-
tice in the Indonesian context. Although key experts from Indonesia were closely involved in the
development of the SPP document, several legal questions pertaining to consequences of imple-
menting SPP under the Indonesian context could not be answered at this point of time.

The guidance document contains practical examples and case studies from different parts of the
world. These should help in understanding the strategies of practitioners and policymakers in deal-
ing with challenges associated with implementing economic, environmental and social criteria in
public procurement.
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Additionally, the annex to this guidance document contains a proposal for possible procurement
criteria for wooden furniture and photocopy paper. The criteria were specifically developed for the
Indonesian context by a technical expert group consisting of practitioners from several government
departments in Indonesia and the Oeko-Institut.

The authors of this report would like to thank following people for their outstanding support and
knowledge in finalizing the guidance document as well as in drafting the proposed criteria for pro-
curing wooden furniture and photocopy paper in Indonesia:

— Samsul Ramli - Unit Kerja Pengadaan Barang/Jasa (UKPBJ) Kabupaten Banjar

— Sri Aditya Nur Pratama - Lembaga Kebijakan Pengadaan Barang/Jasa Pemerintah

— Ari Sulindra - Lembaga Kebijakan Pengadaan Barang/Jasa Pemerintah

— Hendy Saputra - Wood Product Certification Expert

18
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3 The procurement process: Key steps for implementing SPP in Indonesia

The following chapter provides a brief overview of the main steps in the public procurement pro-
cess in Indonesia (see Figure 3-1). The overview is based on the Presidential Regulation Concern-
ing Government Procurement of Good/Services (No. 16/2018) and inputs from KLHK and LKPP.

The procurement process in Indonesia is implemented with the following steps: procurement plan-
ning, procurement preparation, selection process, contract implementation and handover proce-
dures. Figure 3 1 places the main procurements steps in the context of the Presidential Regulation
(No. 16/2018) by providing reference to the respective articles and paragraphs in the regulation.

This chapter describes how economic, environment and social aspects can be considered
throughout the procurement process in Indonesia while implementing the Presidential Regulation
(No. 16/2018).

Figure 3-1: The main steps in SPP of a product or service in Indonesia

Procurement Planning Articles 18, 19, 20, 22, 38, 63

Procu rement Preparation Articles 19, 25, 26, 27, 44, 78, 79, 80

Selection Process Articles 39, 40, 44, 50, 67

Contract Implementation Articles 52, 54, 55, 56

Articles 57, 58

Handover procedures

Source: Own illustration

3.1 Procurement planning

3.1.1 Identifying needs?

A clear identification and definition of what a public institution needs are necessary. Defining pro-
curement needs in the initial planning phase normally requires that decisions have to be taken on
volumes, overarching characteristics and performance, functionality, schedule and budget. The
planning phase is also used to take decisions related to achieving broader policy objectives. For
instance, it could be decided to purchase environmental-friendly wooden furniture for government
meeting rooms.

As the planning phase lays the foundation of the subsequent procurement process, it is important
to include objectives of sustainable procurement as early as possible in this phase. In the

2 Refer to Article 18 (1) of the Presidential Regulation (No. 16/2018)
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Indonesian context, the Budget User / Pengguna Anggaran (PA) or Proxy of Budget User / Kuasa
Pengguna Anggaran (KPA), who are not only authorized to use the budget of the state and region-
al ministries and institutions, but also to determine and establish the general procurement plan,
could order the prescription of environment and social criteria in the development of the technical
specifications. For instance, the PA could use the announcement of the General Plan for
Goods / Services Procurement [Rencana Umum Pengadaan Barang/Jasa (RUP)] to communicate
that the procurement process will be used to support the Indonesian government in complying with
the ILO core conventions. Such decisions and framing at the higher level pave the way for consid-
ering sustainability characteristics mandatorily during the implementation at the lower levels.

3.1.2 Market consultation?®

Market consultation is one of the most important steps which is often overlooked during the pro-
curement process. Market consultation involves dialogue with two main target groups: (1) Public
authorities as end users of goods and services, and (2) Potential suppliers of goods and services.
A prior consultation with end users using the product or service should be used to identify neces-
sary functionality and performance, volumes, as well as possibilities to include environmental, eco-
nomic and social criteria, as also mentioned under 3.1.1.

In the second step, a market dialogue with potential suppliers of goods and services should be
conducted to assess the market readiness for meeting the identified needs as well as for achiev-
ing environmental, social and economic benefits. The market dialogue can be used, for instance, to
evaluate the availability of domestic products and capacities of small businesses and local
industries in meeting certain environmental and social standards. At the same time, a market dia-
logue also helps in estimating possible costs, for instance for the local industries in meeting the
defined environmental and social objectives. This information helps in the budget allocation for the
procurement process at a very early stage.

Furthermore, definition of technical specifications (see chapter 3.2.3) for goods and services to
be procured can be aligned with the readiness of the market and future product developments.
Consultation with the market is also an instrument that allows to reflect on the predefined procure-
ment objective and needs, and possibly to better adapt them to the market context.

Thus, knowledge of the market is necessary for the efficient implementation of all the subsequent
procurement steps: it helps in the process of supplier selection, preparing procurement
packages, deciding on the procurement type and defining technical specifications. Further-
more, it supports the responsible government institutions in the decision-making as to which stage
economic, environment and social criteria should best be included. For instance, if it is better to
conduct a pre-qualification of suppliers* fulfilling some minimum environmental or social require-
ments and then go for an express tender®, or is it more appropriate to go for an open supplier ten-
der when many market players are capable of complying with foreseen environment or social crite-
ria. In the latter case, it could be defined that the supplier fulfilling the defined environment or social
criteria at minimum Life-Cycle Costs (value for money) would win the tender (see chapter 4.5).

3 Refer to Article 19 (1), (2), (3) of the Presidential Regulation (No. 16/2018)
4 Refer to Article 44 of the Presidential Regulation (No. 16/2018)
5 Refer to Article 50 (4) of the Presidential Regulation (No. 16/2018)
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There are several ways of conducting market consultation (see chapter 4.3): online market re-
search, supplier dialogue in workshops or publishing a Prior Information Notice within the general
procurement plan (RUP)® where (sustainability) objectives of the procurement can be communicat-
ed to the market at an early stage so that potential suppliers get ample time to adapt their process-
es accordingly. It is, however, important that supplier dialogues are transparent and non-
discriminatory and should not confer an unfair advantage on any of the suppliers who participated.

Supplier dialogue can also be used as the basis for calculating the Owner’s Estimate (refer to
chapters 3.2.1 and 4.4), for instance, by sending supplier questionnaires to collect data on acquisi-
tion and operating costs of the products for the purpose of pre-calculating potential Life-Cycle
Costs and setting top limits for bids in the procurement of goods and services.

Case study: Market consultation’

European Commission’s Buying Green handbook on green public procurement (2" Edition) gives
the following example of a successful market consultation in Europe: “in 2006, IHOBE (the Basque
Environmental Management Authority) engaged in an open dialogue with a group of furniture sup-
pliers to help in the development of environmental criteria, and in order to prepare the market for a
future tender. IHOBE now regularly holds supplier seminars where environmental criteria to be
applied in upcoming tenders are presented and discussed with interested suppliers”.

3.1.3 Setting procurement packages®

After the market consultation, where a good overview on the capacities of small businesses and
local industries as well as on the capabilities of businesses and suppliers in fulfilling environment,
economic and social standards is created, procurement packages can be defined accordingly to
meet the overarching objectives of sustainable procurement. The Presidential Regulation (No.
16/2018) defines several provisions and monetary thresholds for awarding tenders which provide
enough flexibility to the procurement agencies in achieving their targets. For instance, Article 65 (3)
mentions that procurement “packaging is done by setting as many packages as possible for small
businesses without ignoring the principles of efficiency, fair business competition, system unity,
and the quality of technical capabilities” while Article 65 (4) states that “procurement packages with
a maximum value of Rp 2,500,000,000.00 (two billion five hundred million rupiah) are reserved and
intended for small businesses, except for work packages that require technical capabilities that
cannot be fulfilled by small businesses”. For instance, if market consultation revealed that small
businesses are capable of meeting certain key environment requirements at a definite cost below
the above-mentioned threshold, then it may be better to set the volume of the procurement pack-
age below the threshold to allow the participation of small businesses in the tender. On the other
hand, if small businesses are found to be incapable of contributing towards sustainability targets
foreseen in the procurement planning, opening tenders for larger national or international suppliers
may be an option. Article 63 (2) states for instance that an international tender can be “carried out
for value less than IDR 50,000,000,000.00 (fifty billion rupiah) if there is no domestic business that
is capable and meets the requirements”.

6 Refer to Article 22 of the Presidential Regulation (No. 16/2018)

7 European Union, 2011, Buying green! A handbook on green public procurement, 2nd Edition,
https://ec.europa.eu/environment/archives/gpp/buying green handbook 2011 en.pdf, last accessed: 29.06.2020

8 Refer to Article 20 (1), (2) of the Presidential Regulation (No. 16/2018)

21



https://ec.europa.eu/environment/archives/gpp/buying_green_handbook_2011_en.pdf

Oko-Institut eV. SPP Guidance Indonesia: Economic, Social and Environment Criteria

It is noteworthy that Article 20 prescribes rules for defining procurement packages for ensuring
their conformity with fair business practice and competition. The key principle is understood to be
to create smaller procurement packages to the extent possible (without the intention of avoiding an
open tender) in order to facilitate the participation of small businesses and go for larger tenders
only when it is absolutely necessary (e.g. if small businesses do not possess environment tech-
nical capacity required for executing the contractual requirements).

3.1.4 Defining the type of procurement?®

As in the case with the definition of procurement package, decision on the type of procurement can
partly be based on the results of the market consultation. Article 38 of the Presidential Regulation
(No. 16/2018) lists several possibilities of selecting suppliers of goods and services: (1) E-
Purchasing, (2) Direct procurement, (3) Direct appointment, (4) Express tender and (5) Tender. For
smaller tenders with a maximum value of IDR 200,000,000.00 (two hundred million rupiah), it may
be easier to use the instrument of Direct procurement if a supplier can guarantee the fulfilment of
ambitious environmental and social standards?®.

If the Indonesian government establishes a sustainability-oriented Supplier Performance Infor-
mation System?!, i.e. a list of suppliers which comply with a defined set of minimum environmen-
tal and social considerations, the instrument of Express tenders can be used quite efficiently as
they offer the possibility to determine the winner based on the lowest price quotation'?,

The same principle applies for the E-Purchasing system as soon as it is effective and functional.
The E-purchasing system is a “procedure for purchasing goods / services through an electronic
catalogue system”. An electronic catalogue consisting of suppliers (e.g. Supplier Performance In-
formation System) and goods and services that fulfil certain environmental and social standards
could be a very helpful instrument to reduce the complexity involved in procurement procedures.
The procurement officials will be able to select specific products and services from the e-catalogue
without having to go through the complex process of defining technical specifications and perform-
ing tender evaluations. The Presidential regulation describes several provisions for performing E-
Purchasing. Few examples are:

« The Budget User / Pengguna Anggaran (PA) can determine the winner of a selection / Supplier
for procurement packages “with a Budget Ceiling of at least above IDR 100,000,000,000.00 (one
hundred billion rupiah)” — Article 9

« The Commitment Making Official / Pejabat Pembuat Komitmen (PPK) can “carry out E-
purchasing with a minimum value of above IDR 200,000,000.00 (two hundred million rupiah)” —
Article 11

« The Procurement official can “carry out E-purchasing with a maximum value of IDR
200,000,000.00 (two hundred million rupiah)” — Article 12

9 Refer to Articles 18, 38, 63 of the Presidential Regulation (No. 16/2018)
10 Refer to Article 1 (50), Article 12, Article 38 (3), Article 50 (7) of the Presidential Regulation (No. 16/2018)

11 In Indonesia, LKPP has built a Provider Performance Information System — Sistem Informasi Kinerja Penyedia (SI-
KAP) which has been used for various transactions such as e-Purchasing, Fast Tender, Direct Procurement and Di-
rect Appointment. In the future, LKPP-RI is expected to develop a more advanced SIKAP with performance apprais-
als based on certain criteria. This is an opportunity to be able to add SPP Criteria, for instance as award criteria, in
SIKAP. LKPP-RI is also expected to develop an e-catalogue and include SPP Criteria in the list of goods / services.

12 Refer to Article 50 (4) of the Presidential Regulation (No. 16/2018)
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o For E-Purchasing, preparation of Owners Estimate (OE) “is excluded for Procurement of
Goods/Services with a Budget Ceiling of maximum IDR 10,000,000.00 (ten million rupiah)” — Ar-
ticle 26

Article 50 (5) clearly states that “E-purchasing must be carried out for goods / services to meet
national and / or strategic needs as determined by the minister, head of institution, or regional
head”. Thus, the above-mentioned thresholds can be utilized to procure environmental and socially
friendly products and services directly from the e-catalogue if these requirements are defined to be
of strategic importance to the country. Hence, the development of the E-Purchasing system is of
utmost importance for increasing the efficiency and potential of government procurement in Indo-
nesia.

Case study: Green Cart Thailand?*®

The Tenth National Economic and Social Development Plan (2007 — 2011) and Environmental
Quality Management Plan stated that the government sector should be leaders in green procure-
ment. In order to create proper market of products and services that are environmentally friendly,
the Pollution Control Department (PCD) under the Ministry of Natural Resources and Environment
established Green Cart in 2008. The Green Cart is designed to help in the implementation of GPP
in Thailand. It contains a list of products and services that can be used directly by the pro-
curement agencies in their procurement procedures. Therefore, a lot of effort in terms of tem-
poral, personal and financial resources is saved as procurement officers can avoid complex pro-
curement procedures such as supplier selection, technical specifications, verification mechanisms,
etc. The list of products is available online and is accessible to everyone, i.e. public agencies,
potential suppliers and common people (Website: http://gp.pcd.go.th/cat-1-ssl). A mobile applica-
tion, called “Thai GPP” is also available. Currently, 25 products and 6 services (in total, 1,669
models) are listed in the Green Cart.

In order to list the products and services in the Green Cart system, manufacturers and service pro-
viders need to submit an online application, along with required documents. The underlying criteria
to be fulfilled by products and services for the Green Cart are drafted by the sub-technical team
under the PCD and then presented to the sub-technical committee, which involves several gov-
ernmental, private and other non-governmental institutions. After a public hearing on the draft crite-
ria, a final approval is given by the PCD for putting the criteria in the Green Cart system.

Case study: The Korea ON-line E-Procurement System (KONEPS) 14,15

The Korea ON-line E-Procurement System (KONEPS) was developed in a step-by-step approach
over the period of several years. As first steps, the exchange of e-documents and the opening of a
e-shopping mall were implemented. These options were followed by e-bidding and e-payment ser-
vices. The actual launch of the e-procurement system happened five years after the implementa-
tion of the above-mentioned initial activities. In the following years, the system was further ad-
vanced towards a customer-oriented and ubiquitous system. Further strategies were implemented
to overcome existing challenges. For instance, in order to enable inter-governmental cooperation,

13 Information provided by Ms. Kanchanatetee Vasuvat, GIZ-Thailand; E-Mail: 30.06.2020 and 01.07.2020

14 Public Procurement Service — KONEPS, https://www.pps.go.kr/eng/isp/koneps/overview.eng, last accessed
26.06.2020

15 OECD (2016): The Korean Public Procurement Service: Innovating for Effectiveness,OECD PublicGovernance Re-
views, OECD Publishing, Paris, http://dx.doi.org/10.1787/9789264249431-en, last accessed 29.06.2020
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a government-wide promotion system was established. E-Procurement was established together
with other E-governance programmes, which were all supported by a high-ranking taskforce.
Moreover, in order to provide a user-friendly service, user input was integrated throughout several
channels such as advisory committees, trial boards and workshops. Furthermore, in order to bridge
the digital divide among different regions and companies, necessary infrastructure was developed
to secure sufficient internet connection throughout the country.

In 2016, the Korean Public Procurement Service (PPS) invited the OECD to assess the efficiency
and function of KONEPS. The study summarized the assessment as follows:

“KONEPS is an integrated e-procurement system which contributes substantially to the efficiency,
effectiveness and integrity of public procurement in Korea. KONEPS addresses all phases of the
procurement cycle, and transparency is provided through the publication of public procurement
information. Access for stakeholders is assured through standardised and simplified processes,
and through regular trainings and a help desk to answer questions about the system. This simple,
ready access facilitates competition by lowering barriers to entry for suppliers and other public pro-
curement stakeholders. Through the adoption of standardised forms and interconnection with other
electronic systems, KONEPS generates administrative savings of approximately USD 8 billion per
year, with more than 80% of these savings accruing to private sector participants.

Modular, flexible, scalable and secure development is also evident in KONEPS, through the addi-
tion of new functional modules in response to demands from stakeholders. Examples include new
features such as KONEPS services for private-sector purchasers, and the implementation of a new
virtual environment for enhanced security”.

3.2 Procurement preparation

3.2.1 Determine Owner’s Estimate!®

In Indonesia, it is the responsibility of the Commitment Making Official / Pejabat Pembuat Komit-
men, (PPK) to determine the Owner’s Estimate (OE) by using accountable data. OE is supposed to
help in judging if the bid prices and / or unit prices are reasonable or not. A price can be termed as
reasonable if it generates maximum value for money for the procurer. Therefore, it is appropriate to
use the tool of Life-Cycle Costing (LCC) while determining the OE (see section 4.4). Hence,
the PPK could require the expert to mandatorily use LCC while carrying out data collection and
calculations for the OE.

As mentioned under the chapter on market consultation (3.1.2), supplier dialogues can be used to
collect data required for applying LCC in order to be able to integrate environmental considerations
during the tender evaluation (refer to chapters 4.5 and 4.6 for more details).

3.2.2 Type of contract

Article 27 of the Presidential Regulation (No. 16/2018) lists several types of contracts that can be
concluded with the suppliers. One way of increasing the efficiency of tendering while implementing
SPP can be to award an umbrella contract [Article 27 (7)] in combination with a multi-year
contract [Article 27 (9)]. Generally, environment, economic and social benefits get visible only af-
ter several years have passed. Thus, positive incentives for progressive suppliers, for instance by

16 Refer to Article 26 of the Presidential Regulation (No. 16/2018)
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considering Life-Cycle Costs, can be set by using the above-mentioned contractual arrangement.
An additional incentive for the suppliers would be the possibility to win multiple contracts within the
umbrella contract and thus design the costs of their bids with the foresight of regular tenders in the
future. An umbrella contract, like the framework agreement in the EU “may be established with one
or more operators and allows for multiple contracts to be awarded without repeating the whole pro-
curement process”™’.

Case study: Umbrella contract / Framework agreement*8

European Commission’s Buying Green handbook on green public procurement (3" Edition) gives
the following example of a successful framework agreement in Germany: “in 2013, the Procure-
ment Agency of the Federal Ministry of the Interior, Germany, published a tender for 50,000 thin
client computer systems to the value of EUR 15m. The open tender specified technical standards
and contract clauses, including a warrantee of compliance with environmental aspects for compo-
nents, noise and waste management. The framework agreement was for 24 months with an op-
tional extension of 12 months. The five-year energy savings were calculated to be 58,750,000 kWh
of electricity, equivalent to 29,000 tonnes of CO,.”

3.2.3 Defining the technical specifications

In this step, specific criteria for the selection of suppliers, products and services are defined. Gen-
erally, procurement agencies have a lot of freedom in defining the technical specifications. It is,
however, recommended to develop the technical specifications based on the results of the market
consultation and need assessment.

Subject matter

The foremost step, before the actual development of technical specifications start, is the clear and
intentional definition of the subject matter. “The ‘subject matter’ of a contract is about what prod-
uct, service or work you want to procure”®. Clear definition of subject matter is extremely important
for several reasons:

« itinforms the market players or potential suppliers about the intentions and objectives of the pro-
curement,

« it determines the scope of technical specifications and contractual agreements, and

« all following steps in the procurement process should be linked to the subject matter.

A subject matter can, beyond simply naming the product or service category, already include a
more detailed description, a function or performance-based definition of the product, service or
work which will be purchased. The description of the subject matter can also already refer to eco-
nomic, environmental and social aspects and point out the importance of these characteristics for
the tender.

17 European Union (2016): Buying Green Handbook: A handbook on green public procurement, 3rd Edition,
https://ec.europa.eu/environment/gpp/buying handbook en.htm, last accessed 29.06.2020

18 European Union (2016): Buying Green Handbook: A handbook on green public procurement, 3rd Edition,
https://ec.europa.eu/environment/gpp/buying_handbook en.htm, last accessed 29.06.2020

19 European Union (2016): Buying Green Handbook: A handbook on green public procurement, 3rd Edition,
https://ec.europa.eu/environment/gpp/buying handbook en.htm, last accessed 29.06.2020
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The subject matter must not discriminate against any specific operator. For example, it is not per-
missible to prescribe a brand of a product, a specific product or process, a specific place of origin
or a source of supply. In this regard, Article 19 (2) of the Presidential Regulation provides guidance
for using more restrictive options that can possibly be used during the preparation of technical
specifications. Thereby, it is possible to mention the brand of:

« components of goods / services,

spare patrts,

part of an existing system,

« goods / services in electronic catalogue, or
« goods / services in Express Tender

Thus, theoretically, it may be possible to restrict the scope of the tender by mentioning, for in-
stance, the brand of a component of a product in the subject matter, it is not recommended to do
s0. Such a practice may be susceptible to corruption, discrimination and unfair business practices,
especially for those products that have a very concentrated structure of component or spare part
manufacturers. Therefore, it is rather recommended to use function- or performance-based charac-
teristics for defining the subject matter as well as technical specifications. Using such characteris-
tics enables a higher variety and diversity of bids, and hence, more possibilities for procurement
agencies when it comes to selecting the best performing bid.

Example: Instead of saying “Laptops with the processor of brand X” or “Laptops with Y processor”,
ask for “Laptops with the processor consisting of minimum 2 cores and a performance of more
than 2 GHz".

It is noteworthy that Article 19 does not allow using place of origin in the technical specifica-
tions. Therefore, it is not allowed to ask for a Product X made in Indonesia in the tender. Accord-
ingly, it can be interpreted that asking for a Product X which is only locally manufactured, is not
allowed either?®®. In order to support domestic products and local industries, as foreseen in the
Presidential Regulation (No. 16/2018), it may be more appropriate to use the stage of tender eval-
uation (see chapter 4.5 for more details).

As mentioned above, environmental and social considerations can also be included directly in the
subject matter and it is strongly recommended to do so (see chapters 5.2.2 and 6).

20 Article 19 allows using the brand of a component of a product or of a spare part, but not "place of origin" in the tech-
nical specifications. According to the understanding of the authors, this means that it is not possible to use "Furniture
made in Indonesia” in the technical specifications. Thus, it is not clear if asking for locally manufactured furniture is
possible or not. In this guidance document, it is interpreted that asking for locally manufactured furniture would not be
possible because it will lead indirectly to the aspect of place of origin, i.e. Indonesia. In the guidance document, as-
pects related to the support of domestic products, local content, etc., have been recommended to be dealt in the
stage of tender evaluation. Overall, this topic is currently unresolved and needs to be supported by an additional legal
advice for the Indonesian context.
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Case study: Green titles in contracts across Europe?®!

European Commission’s Buying Green handbook on green public procurement (3" Edition) gives
the following example of green titles used in tenders in Europe:

~Provision of energy-efficient public lighting in Co. Kerry (Kerry County Council, Ireland)

Internal finishing works, using environmentally friendly construction materials and products (Uni-
versity of Malta)

Service contract for energy savings in 12 schools (Catalan Ministry of Education, Spain)

Supply of ecological and recycled paper (SCR Piemonte, Italy)"

Technical specifications

The responsibility of preparing the technical specifications lies with the Commitment Making Offi-
cial / Pejabat Pembuat Komitmen (PPK)?2. The Presidential Regulation (No. 16/2018) does not
specify the process of defining technical specifications which means that there is a large degree of
freedom and flexibility available for this process.

Market consultation would reveal the structure, variety, number and type of potential suppliers of
goods and services that may participate in the tendering process. Additionally, consultations would
generate an overview on the capacities, capabilities and willingness of suppliers to fulfil cer-
tain environmental and social standards related to the life-cycle of goods and services. Depend-
ing upon the specific characteristics of suppliers, products and services, several possibilities of
defining technical specifications exist.

In case, market consultation shows many potential suppliers, but only few that would be able to
fulfil environmental or social criteria, it may be more appropriate to admit few to participate in the
tendering process. Thereby, use of exclusion criteria in combination with selection criteria may
represent an efficient approach and would correspond to the process of pre-qualification of
suppliers mentioned in the Presidential Regulation (No. 16/2018)2%. Pre-qualification can be car-
ried out before the submission of bids by using a knock-out method for the suppliers?*. The use of
exclusion and selection criteria for suppliers can be termed to be equivalent to the knock-out meth-
od.

Exclusion criteria define circumstances in which operators cannot be considered for public pro-
curement processes. Generally, and depending on the applicable regulatory provisions, serious
professional misconduct, non-compliance with applicable national and international laws, deficien-
cies in performance under prior contracts or misrepresentation of these aspects are relevant exclu-
sion criteria. Furthermore, a case of non-compliance with environmental legislation may also be
considered as professional misconduct and hence, used as exclusion criteria. The inability to sub-
mit supporting documents is also an exclusion criterion. Provisions available in Articles 78, 79 and
80 on sanctions and blacklisting can be used to apply exclusion criteria for suppliers.

21 European Union (2016): Buying Green Handbook: A handbook on green public procurement, 3rd Edition,
https://ec.europa.eu/environment/gpp/buying handbook en.htm, last accessed 29.06.2020

22 Refer to Article 11 (1) of the Presidential Regulation (No. 16/2018)
23 Refer to Article 44 of the Presidential Regulation (No. 16/2018)
24 Refer to Article 44 (6) of the Presidential Regulation (No. 16/2018)
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Example: To make sure operators with low social standards are excluded, non-compliance with
existing labour laws and conventions, statutory minimum wage regulations and payment of taxes
and social security contributions can be defined as exclusion criteria.

Case study: Exclusion criteria®

European Commission’s Buying Green handbook on green public procurement (2" Edition) gives
the following example of an exclusion criteria: “a waste disposal company that has repeatedly
breached environmental provisions, resulting in several administrative fines, could be excluded on
grounds of grave professional misconduct. This would apply where breach of the environmental
provisions is indicated in national legislation as professional misconduct”.

Selection criteria are minimum requirements which assess the suitability of an operator to carry
out a contract. They can either be used to derive shortlists of suitable suppliers in two-stages
procurement method?® or in a pre-qualification stage?’. Selection criteria can also be used to
knock-out suppliers during tender evaluation. Selection criteria relate to technical and professional
ability and can include environment, economic and social criteria related to the subject matter and
pursued procurement objectives. For example, selection criteria could include the evidence of envi-
ronmental technical capacity related to, for instance, previous experience with environmental con-
tracts, access to personnel with required educational & technical qualifications or access to neces-
sary technical equipment.

Exclusion and selection criteria can be used by the Indonesian government in building the Sup-
plier Performance Information System that includes the list of pre-qualified suppliers. More-
over, the list of pre-qualified suppliers can also be included in the E-Purchasing system as well as
used efficiently to carry out Express tenders (refer to 3.1.4 for more details).

Example: Selection criteria are typically assessed through checklists in a pass / fail manner. If any
of the selection criteria is not met, the supplier will not be included in the list of pre-qualified suppli-
ers.

Is a certificate of conformity for meeting specified occupational health and safety standards includ-
ed in the tender documents? Yes [X] No| ]

25 European Union, 2011, Buying green! A handbook on green public procurement, 2nd Edition,
https://ec.europa.eu/environment/archives/gpp/buying green handbook 2011 en.pdf, last accessed 29.06.2020

26 Refer to Article 40 (4) of the Presidential Regulation (No. 16/2018)
27 Refer to Article 44 of the Presidential Regulation (No. 16/2018)
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Case study: Selection criteria?®

The EU GPP criteria for indoor cleaning services defines the selection criteria pertaining to the
competences of the tenderer as follows:

“The tenderer must have relevant competences and experience in providing environmentally con-
scious indoor cleaning services that, at a minimum, included the following:

- use of cleaning products that have been awarded the EU Ecolabel for hard surface cleaning or
other relevant EN ISO 14024 type | ecolabels that are nationally or regionally officially recognised
in the Member States for at least 50 % of the cleaning tasks in a contract

- staff training by internal or external trainers, that covers environmental aspects such as correct
cleaning product dilution and dosage use, discarding of wastewater and waste sorting

Verification:

Evidence in the form of information and references in relevant contracts, carried out in the previous
5 years, which included the above elements. This must be supported by records of staff training
activities, where the subjects covered are listed.

Companies that have been awarded the EU Ecolabel for indoor cleaning services, or another rele-
vant EN ISO 14024 type | ecolabel that are nationally or regionally officially recognised in the
Member States, will be deemed to comply with the requirements”.

If the result of the market consultation shows that several potential suppliers are capable of meet-
ing some environment and / or social criteria and there is a certain level of uncertainty if raising the
ambition of criteria even further would lead to a sufficient number of bids of not, it is recommended
to use the approach of award criteria in technical specifications and tender evaluation (see
sections 3.3 and 4.5). Award criteria set incentives for best-performing suppliers and in some cas-
es, allow the market to start developing new, innovative solutions for the purpose of getting extra
rating points in the tender evaluation. This is the reason award criteria as well as information on
how they are weighted with respect to other criteria, such as offer price, share of local content etc.
must be published well in advance.

Award criteria are not used to evaluate different tenders on a fail / pass basis. Instead, they
allow suppliers to demonstrate leadership and exceptional performance on these aspects. Suppli-
ers and their products / services are compared based on these criteria and are awarded points that
reflect their level of performance. Award criteria can be used to emphasize priorities, e.g. by
assigning a high relevance to the environmental, social or economic aspects of a tender.

In certain cases, it may be appropriate to include environmental and / or social criteria only as
award criteria, especially when potential suppliers show a low level of capacities and capabilities to
fulfil sustainability-related standards. Another approach could be to use certain criteria of reliable
environmental and / or social labels as minimum requirements in the technical specifications, and
other criteria of those environmental and / or social labels as award criteria. If there is not a large
degree of price variation for a product, but environmental and social performance varies greatly, it
makes sense to allocate higher weightage to award criteria to assess sustainability characteristics.

28 European Commission (2018): EU GPP criteria for indoor cleaning services, Commission Staff Working Document,
SWD(2018) 443 final, https://ec.europa.eu/environment/gpp/pdf/toolkit/cleaning product/en.pdf, last accessed
29.06.2020
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Example: Article 66 of the Presidential Regulation (No. 16/2018) stipulates the preferential treat-
ment given to the domestic products. Article 66 specifically states that “the obligation to use do-
mestic products is performed if there are participants offering goods/services with a Local Content
(TKDN) plus Company Benefit Weight (BMP) value of at least 40%”. A possible award criterion in
this regard could be to provide extra points and weighting to those products that have even a high-
er Local Content (TKDN) plus Company Benefit Weight (BMP) value. The points can be awarded
proportionally with respect to the increasing value of Local Content (TKDN) plus Company Benefit
Weight (BMP).

Case study: Award criteria®®

The EU GPP criteria for indoor cleaning services defines an award criterion pertaining to the Ener-
gy efficiency of vacuum cleaners as follows:

“Points will be awarded proportionally to tenders in which a percentage of all vacuum cleaners to
be used to perform tasks related to the contract meet, at the time of purchase, at least the following
energy efficiency classes as laid down in Commission Delegated Regulation (EU) No 665/2013, at
the time of purchase:

- Class A for vacuum cleaners bought before 01/09/2017
- Class A+ for vacuum cleaners bought after 01/09/2017
Verification:

The tenderer must supply a list of the vacuum cleaners that will be used to perform the contract
and provide documentation proving their compliance with the requirements”.

29 European Commission (2018): EU GPP criteria for indoor cleaning services, Commission Staff Working Document,
SWD(2018) 443 final, https://ec.europa.eu/environment/gpp/pdf/toolkit/cleaning product/en.pdf, last accessed
29.06.2020
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Case study: Award criteria®

European Commission’s Buying Green handbook on green public procurement (2nd Edition) gives
the following example of an award criteria: “In a tender for cleaning services, the Environmental
Protection Agency of Tuscany (ARPAT) assessed the tenders according to the most economical
and environmentally advantageous offer. 40 points were allocated to price and 60 points for quali-
ty. Quality criteria included employing ‘green’ cleaning techniques, reduced packaging, environ-
mental product performance (share of products complying with ISO Type | labels or equivalent)
and the quality of environmental training programmes”.

3.3 Selection process

If procurement planning (3.1) and procurement preparation (3.2) are executed properly, the phase
of selection process is comparatively simple. As described earlier, a selection process cuts across
all the phases of a procurement procedure. Few examples where the selection process is per-
formed are:

« Setting the procurement packages (3.1.3) — e.g. preference for small businesses
« Defining the type of procurement (3.1.4) — e.g. using Express tenders or E-Purchasing
« Defining the technical specifications (3.2.3) — e.g. applying exclusion & selection criteria

In the following section, the selection process based on tender evaluation is shown briefly. Com-
prehensive explanation, practical usage and details of using various modes of tender evaluation,
as mentioned in the Presidential Regulation (No. 16/2018), are described in chapter4.5.

3.3.1 Tender evaluation

Article 39 (1) of the Presidential Regulation (No. 16/2018) specifically mentions several methods of
tender evaluation:

« Value system

« Assessment of economic Life-Cycle Cost; or

o Lowest price

Accordingly, the aim of tender evaluation is to identify the Most Economically Advantageous Ten-
der (MEAT) see chapter 4.5.1) or the bid with the highest Cost-Utility factor. This implies that other
(award) criteria will be considered apart from the price. According to Article 39 (3), value system
evaluation method considers technical assessment and price for the procurement of products and
services. Assessment of economic Life-Cycle Cost considers “factors of economic life-cycle, price,
operational cost, maintenance cost, and remaining value within a certain operating period” [Article
39 (4)]. Lowest price evaluation method is used “when price becomes the basis for determining the
winner among bids that meet the technical requirements” [Article 39 (5)].

Depending upon the context, any of the above-mentioned methods can be applied. For instance, in
cases when suppliers are already selected based on complying with pre-defined environmental
and/ or social criteria (pre-qualification) and any further sustainability requirements are not achiev-
able, the lowest price evaluation method could be applied. In case of energy-using products and

30 European Union, 2011, Buying green! A handbook on green public procurement, 2nd Edition,
https://ec.europa.eu/environment/archives/gpp/buying green handbook 2011 en.pdf, last accessed 29.06.2020
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services that involve further costs in addition to the procurement price (e.g. energy costs, mainte-
nance and repair costs etc.), it may be more appropriate to apply the economic Life-Cycle Cost.
These costs may represent a large share of total costs and could vary considerably between prod-
uct alternatives (e.g. lighting products).

In general, the value system evaluation method is best suited for achieving the aims of the
sustainable procurement. It allows integration of other two evaluation methods in the overall as-
sessment and can be related to pre-defined values and policy objectives, such as promotion of
durable products, small businesses or universal human rights. Thus, this method is ideal for evalu-
ating non-monetary award criteria such as quality or social impact, and hence best suited for SPP.

It is important that the concept of tender evaluation is published and advertised as early as possi-
ble, for instance, in the general procurement plan (RUP) as specified under Article 22. It should be
clearly mentioned that tenders will be evaluated, for instance, using the value system evaluation
method, and not on the basis on lowest price. The award criteria to be applied shall be communi-
cated as well as weightings that will be applied to each criterion in the evaluation.

Table 3-1: Cost-utility analysis for cotton workwear (In this example, offer 2 wins the
bid.)
Award Calculation Weight Tender Awarded points Weighted
Criterion Formula assigned bid values (per criterion) points
to criterion

Offer1 Offer2 Offerl Offer2 @ Offer1 | Offer 2

Offer price Min. value x 100 / 60% 20,000€ 24,000€ 100 83 60 50
bid value

Design and fit | School grades  20% very good 100 80 20 16
(in points) good

Share of or-| Bid value x 100 / 20% 5% 50% 10 100 2 20

ganic cotton Max. value

SUM 82 86

Source: Oeko-Institut.; based on Ministerium fir Umwelt, Klima und Energiewirtschaft Baden-Wuerttemberg, LUBW (2014), Nachhaltige
Beschaffung konkret: https://www.lubw.baden-
wuerttemberg.de/documents/10184/147663/Nachhaltige+Beschaffung+konkret+2017.pdf/aa413776-352c-4167-a7e7-5448be7ca8l7,
last accessed 11.06.2020
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3.4 Contract implementation & Handover procedures

The final steps of a procurement procedure deal with the implementation of contract and handover
procedures. Even in these steps, it is possible for procurement agencies to implement and ensure
the compliance with environmental and / or social standards. Contracting authorities can use con-
tract clauses to include environmental and / or social considerations during the execution of
the contract (thus, not referring to technical specifications, selection or award criteria). As such
clauses specify how a contract must be implemented, they are not evaluated during the selection
process but rather prescribe contractual requirements which need to be recognised by whoever
submits the winning bid and gets the contract.

As several sustainability aspects are process-based rather than product-based, this instrument
offers a very good opportunity to integrate respective requirements. In any case, they must be
linked to the subject matter and published in the call for competition or procurement documents.

Possible contractual provisions could be3!:

« Compliance with the core labour standards of the International Labour Organisation (ILO)

« Minimum wage and compliance with collective agreements (e.g. minimum wage law of respec-
tive regions, etc.)

« Application of social management standards (e.g. SA 8000 Social Accountability International)
« Reduction of substances which represent environmental or health hazards during production
« Compliance with occupational health and safety standards

These mechanisms can be used if the market does not seem to be instantly ready for introducing
certain environmental and / or social aspects. The market consultation could be used to ask sup-
pliers when they will be ready to fulfil certain environmental and / or social standards. Consequent-
ly, these requirements can be incorporated into the contractual agreement and it should be speci-
fied that they need to be fulfilled during the execution of the contract. Articles 52, 54, 55 and 56 of
the Presidential Regulation (No. 16/ 2018) can be interpreted to be suited for this purpose.

It is important to communicate and define clearly how the compliance during the execution of the
contract will be verified. Furthermore, clear sanctions mechanisms need to be put in place for de-
faulters, including possibilities of exclusion in future tenders. The Presidential Regulation (No. 16/
2018) provides several opportunities for implementing sanctions in order to discourage breaches:

Amendment of Contract (Article 54)
Force Majeure (Article 55)

« Inspection of the goods / services delivered (Articles 57, 58)

« Complaint from the public (Article 77)

31 Ministerium fur Umwelt, Klima und Energiewirtschaft Baden-Wuerttemberg, LUBW (2014), Nachhaltige Beschaffung
konkret, https://www.lubw.baden-
wuerttemberg.de/documents/10184/147663/Nachhaltige+Beschaffung+konkret+2017.pdf/aa413776-352c-4167-
a7e7-5448be7ca817, last accessed 11.06.2020
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Case study: Use of contract clauses for the procurement of sustainable workwear??

The following contract clause and means of proof are included in public procurement guidelines for
sustainable workwear in the federal state Baden-Wuerttemberg in Germany:

“Contract performance clause:

Textiles are produced in compliance with core labour standards of the International Labour Organi-
sation along the entire production chain (ILO Conventions No 29, No 87, No 98, No 100, No. 105,
No. 111, No. 138 and No. 182).

Means of proof:
The supplier must provide evidence of compliance with the contract performance clause as follows:

Presentation of a certification of the products with one of the following quality marks: EU Eco-label
(textile products), Global Organic Textile Standard (GOTS), Blue Angel (RAL-UZ-154), Fair Wear
Foundation (FWF), Fairtrade, IVN Best Standard or equivalent, or

Submission of appropriate evidence that the conditions set out in the contract performance clause
are met during manufacturing (e.g. auditing of manufacturing plants in accordance with the interna-
tional social standard SA8000 or equivalent), or

Submission of a self-declaration, if in exceptional cases there is no certificate or no corresponding
certificate of independent third parties for the product offered, in which the compliance with Fun-
damental Principles and Core Labour Standards of the International Labour Organisation (ILO) is
confirmed”.

3.5 Further reading

Detailed information on how green public procurement is implemented in the EU can be found in
the Buying Green Handbook: https://ec.europa.eu/environment/gpp/buying handbook en.htm

Further information:

ISO 20400 Sustainable procurement — Guidance: https://www.iso.org/standard/63026.html

SNI ISO 20400 Pengadaan berkelanjutan (Indonesia):
https://bsn.go.id/main/berita/detail/10138/bsn-tetapkan-sni-iso-20400-pengadaan-berkelanjutan

One Planet Network, Sustainable Public Procurement:
https://www.oneplanetnetwork.org/sustainable-public-procurement

EU GPP Toolkit (2019): https://ec.europa.eu/environment/gpp/toolkit_en.htm

UNEP 2012: Sustainable Public Procurement Implementation Guidelines:
http://www.unep.fr/scp/procurement/docsres/Projectinfo/UNEPImplementationGuidelines.pdf

32 LUBW 2014: Nachhaltige Arbeitskleidung, Den fairen Faden aufnehmen - Wegweiser fir eine nachhaltige Beschaf-
fung von Arbeitskleidung, Ministerium fur Umwelt, Klima und Energiewirtschaft Baden-Wurttemberg und Landesan-
stalt fir Umwelt, Messungen und Naturschutz Baden-Wirttemberg, Stuttgart
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4 Economic criteriain SPP

4.1 “Value for money” principle

Public authorities implementing procurement activities in Indonesia are tasked to fulfil legal obliga-
tions and follow public priorities. Hence, public procurement is essentially supposed to support
these obligations and priorities. This also holds for procurement of furniture for offices or the con-
struction of public buildings for example. Against this backdrop, procurement of low-priced goods
and services may be an objective in itself. However, besides, other aspects of procured goods and
services may also be important: Goods and services shall fulfil the intended functionality, meet
defined quality standards, shall not incur excessive long-term costs to the government and society
and support other strategic government objectives.

Therefore, the Presidential Regulation Concerning Government Procurement of Good / Services”
(No. 16/2018) in its preamble calls on government institutions and other relevant organizations to
implement the “Procurement of Goods / Services that bring maximum value for money...”. This
means that they are called upon to ensure the “best value” for the (taxpayers’) money (“value for
money” principle) rather than opting for the cheapest products. This also means that a “cheap”
product that does not meet requirements or satisfy the set objectives does not provide good value
for money. A product, on the other hand, that may have a higher purchase price but contributes to
several important objectives and involves less follow-up costs will probably offer much better value
for money.

Thus, a core challenge in procurement is to balance all costs incurred for the procurement of a
good or service with the beneficial value provided (Figure 4-1). Therefore, an essential task in pro-
curement is to clearly identify all relevant costs incurred and values provided by a good or service.

Figure 4-1: “Value for money” principle: Balance costs with the value provided

costs values

Transaction ang
ha nd Ifng costs

Life-cycle costs m

Source: Own lllustration

The procurement of a good or service entails different costs, which should be considered in pro-
curement decisions as they directly relate to the amount of government spending. Besides possible
costs include the costs for consumables, maintenance, handling, replacement, disposal, etc.
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Only a full understanding of these various costs related to a particular good or service allows for a
meaningful comparison of the costs of different offers.

Like the costs, also the merits / value of each offer needs to be considered. The core question is:
How much value does the procurer get for the costs of each offer?

The value can encompass several aspects that can include but are not limited to:

« Functionality, fitness-for-purpose

o Quality

o Quantity

« Government objectives on environment and health

« Government objectives regarding economic development

« Government objectives regarding social development and safeguards

« Any other requirements deemed important for the purchased good or service

A core task for the procurer is, hence, to clearly understand and define the parameters that define
the value of a purchased good or service and put this value of different offers in relation to their
respective costs. When the combined value is greatest in relation to the combined cost, then
the “value for money” is optimized.

According to the Presidential Regulation (No. 16/2018)33, for actual procurement processes, this
principle and its components need to be operationalised into value system evaluation (see section
4.5). This is typically done through the following methods:

« Total costs can be captured through Life-Cycle Cost analysis (LCC) (see section 4.4)

« Value in relation to costs can be analyzed through cost-benefit analysis (also called: Cost-
Utility Analysis, see section 4.5).

The following example shall provide a pre-illustration on how values can be assigned to different
aspects of a tender.

33 Refer to Article 39 of the Presidential Regulation (No. 16/2018)
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Figure 4-2: Example of value system in line with the Presidential Regulation (No.
16/2018)

...weight for
Economics for
example: 60 %

...weight for Local
Industry for
example: 20 %

...weight for
Sustainability for
le: 20 %

Source: Own illustration.

Figure 4-1 shows how different values are assigned to three different dimensions that can be rele-
vant for a procurement agency. In this example, sustainability aspects (such as environmental or
social criteria) are rated at a relative value of 20% (green box) whereas economic aspects (such as
LCC considerations) are rated at 60%. Another 20% of the overall value of the sample tender is
assigned to the promotion of domestic products (blue box). Hence, the set-up of a value system?34,
according to the Presidential Regulation (No. 16/2018), for tender evaluation requires the clarifica-
tion of the distribution of values. Accordingly, the values shall be selected and weighted in a tar-
geted manner to the respective tender in question.

4.2 Specific economic criteriain the Presidential Regulation (No. 16/2018)

In general, the Presidential Regulation (No. 16/2018) describes several purposes of procurement,
including:

« Increased participation of micro-scale, small-scale and medium-scale enterprises®36

« Enhanced use of domestic products®’

« Promotion of research and innovation383°

« Promotion of creative industries*

« Increased economic equality

34 |bid.

35 Refer to Preamble & Chapter 1, Article 1 (45), (46), (47) of the Presidential Regulation (No. 16/2018)
36 Refer to Chapter Il, Part 1, Articles 4 and 5 of the Presidential Regulation (No. 16/2018)

37 Refer to Chapter IX, Articles 65-67 of the Presidential Regulation (No. 16/2018)

38 Refer to Chapter I, Articles 4 and 5 of the Presidential Regulation (No. 16/2018)

39 Refer to Part 4, Article 62 of the Presidential Regulation (No. 16/2018)

40 Refer to Chapter Il, Part 1, Article 4 of the Presidential Regulation (No. 16/2018)

37



Oko-Institut eV. SPP Guidance Indonesia: Economic, Social and Environment Criteria

« Implementation of Sustainable Procurement*

These purposes can be broadly understood to address economic, environmental, social and inno-
vation objectives to which public procurement can contribute.

Case-Study: Promotion of micro-scale, small-scale and medium-scale enterprises in the
Eu43

Small and Medium-sized Enterprises (SMESs) are a very important factor for the European econo-
my. The official number accounts for approximately 20.8 million SMEs that are registered in the EU
representing 99.8% of the total number of enterprises contributing to more than a half of the GDP
(58%). Hence, SMEs are a prime target group of European Public Policy. One of its aims is to facil-
itate SMEs access to public procurement.

Between 2009-2011, around 56% of all public procurement contracts (above the EU thresholds)
were awarded to SMEs. The corresponding market share accounts for 29%. Hence, SMEs are still
somewhat underrepresented as compared to their overall weight in the economy. On average,
larger companies submit more tenders as the success rate of companies is not supposed to differ
significantly according to recent studies.

One major factor that influences the extent to which SMEs can access the contracts is the value of
public contracts. The larger a contract (e.g. in a single lot), the lower the probability that it will be
awarded to an SME. Other factors influencing the SME’s share in winning public contracts in the
EU are:

(1) The sector of the goods / services: SMEs play only a marginal role in the supply of commodities
(16 % by value of contracts), but they accounted for more than half (57%) of the contract volume in
the ‘other manufacturing’ sectors.

(2) The type of procurer: The share of contract volume awarded to SMEs is reportedly relatively
high for tenders launched by regional and local authorities and agencies (37%), but low among
utilities (15%)

(3) The tender procedure: SMEs represent a much smaller share of the total value of contracts
awarded under the various negotiated procedures (19%) than under open procedure (34%) or re-
stricted procedures (29%)

(4) Market aggregation: Joint purchasing (procurement on behalf of others) seems to have a signif-
icant negative impact on SMEs’ chances.

A central instrument to facilitate access for SMEs in public procurement is the possibility for aggre-
gation within framework agreements in order to decrease transaction costs for the applicants. Be-
yond, e-procurement tools were introduced in order to allow for leaner processes, thus fostering
competition. This also includes the possibilities for SMEs to compete in cross-border projects.

However, it is not always clear how to distinguish economic from social or environmental criteria.
The increased participation of micro-scale, small-scale and medium-scale enterprises could be

41 Refer to Chapter Il, Part 1, Article 4 of the Presidential Regulation (No. 16/2018)

42 ibid.

43 GHK/Ecorys/pwc (2014) on behalf of the EU DG Internal market and Services, https://op.europa.eu/en/publication-
detail/-/publication/c0681db7-e56e-11e5-8a50-01laa75ed71al
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considered as an economic as well as a social criterion (In this guideline, it is discussed as a social
criterion, please see chapter 5). Increased economic equality arises from a social objective but
also has a clear economic dimension. Promotion of research and innovation as well as of creative
industries have an economic connotation but could also be interpreted or implemented with social
considerations in mind.

As described in section 4.5, different values and criteria can be considered and evaluated by a
method called “Cost-Utility Analysis” (CUA) (also called “cost-benefit analyses”). The core idea
is to operationalise the important criteria, decide on a weighting factor and define means of proof
for suppliers to demonstrate their compliance with these criteria.

Hence, specific procurement criteria can be defined for each of the above-mentioned purposes as
defined in the Presidential Regulation (No. 16/2018). The specific operationalisation may differ
from product category to product category and is also determined by applicable laws (see section
4.5).

The aim of the following sections is to illustrate how economic criteria can be implemented into the
regulatory framework of the Presidential Regulation (No. 16/2018) in a stepwise approach.

4.3 Procurement planning

The very first step of procurement relates to its planning.** From an economic perspective, it is
predominantly the identification of procurement needs* that is decisive in order to find out and
make sure which goods and services are really required. Besides the quantity of goods and ser-
vices, a clear definition of the needs also includes information, such as quality aspects, product
life-time (e.g. relevant for the calculation of LCC, see chapter 4.4) or similar. Refer to chapter 3.1.1
for more information.

The following example shall illustrate a needs statement from the perspective of a municipal de-
partment.

Example: Needs Statement*®

The EU GPP toolkit gives the following example of a needs statement: “The Department has identi-
fied a need for 6 smart screens for use in its 12 meeting rooms. The screens will facilitate web-
conferencing and reduce the need for document printing. Based on user consultation, a maximum
of 6 meetings requiring screens are held at any one time.

The existing projectors consume a large amount of energy and often break down. The Department
will consider proposals for leasing the screens under a service contract”.

The example shows, that the needs assessment revealed that only 6 smart screens are needed for
12 meeting rooms, since a maximum of 6 meetings are held at the same time. This became evi-
dent in the course of user consultations which are a suitable instrument for identifying needs.
Based on the identification of the needs, the most appropriate specifications of the tender can be
specified in the subsequent procurement steps.

44 Refer to Articles 18,19, 20, 22, 38 and 63 of the Presidential Regulation (No. 16/2018)
45 Refer to Article 18 of the Presidential Regulation 18 (No. 16/2018)
46 European Commission: EU GPP Toolkit; https://ec.europa.eu/environment/gpp/toolkit_en.htm
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A second, very relevant step in procurement planning is market consultation*’ (refer to chapter
3.1.2 for more details). It allows for an evaluation of the typical procurement prices of goods as well
as more relevant information on the goods and services. There are several ways to conduct market
consultation, such as:

« Desktop research and analysis allowing for market exploration, e.g. with online tools or other
sources,

« Consultation with other public authorities, e.g. in order to find out what other departments had
purchased beforehand or reassure rather risk-averse decision makers,

« Publication of Prior Informed Information Notices (PIN) in order to inform the market about the
consultation,

« Use of supplier and market questionnaires that can be useful to gain quick information on the
targeted goods / services,

« Expression of interest that is used for the pre-registration of suppliers and an assessment of
market capabilities.

Summarizing, it is noteworthy that market consultation can help to prepare for the calculation of the
Owners Estimate (OE)*® (refer to 3.2.1) that includes aspects such as Life-Cycle Cost (LCC) Anal-
ysis. Especially, information on life-times of products, energy consumption etc. are very relevant for
LCC and the calculation of the OE.

4.4 Procurement preparation

Procurement preparation*® can take place based on the information and clarifications of step 1,
procurement planning. The central step in procurement preparation is the determination of
the Owner’s Estimate (OE).*° It shall be calculated by the commitment making official (Pejabat
Pembuat Komitmen, PPK) and includes the possibility of using Life-Cycle Cost (LCC) Analy-
sis.

The latter takes into account all costs that occur during the whole life-time of a product or service.

47 Refer to Article 19 (1), (2) and (3) of the Presidential Regulation (No. 16/2018)

48 Refer to Article 26 of the Presidential Regulation (No. 16/2018)

49 Refer to Articles 25, 26, 27, 44, 78, 79 and 80 of the Presidential Regulation (No. 16/2018)
50 Refer to Article 26 of the Presidential Regulation (No. 16/2018)

40



SPP Guidance Indonesia: Economic, Social and Environment Criteria Oko-Institut eV.

Figure 4-3: lllustration of Life-Cycle Costs (LCC)
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Source: University of Nottingham

As illustrated above, costs of products and services are not only related to acquisition costs (mostly
the purchase price) but also to a wide range of costs that occur during the products’ life-time such
as repair costs, transportation costs, energy costs or disposal costs. Typically, for many products
and services, acquisition costs only represent the “tip of the iceberg” (see Figure 4-4).

Hence, typically, the price of a good or service only accounts for one part of the full costs that need
to be covered by the Commitment Making Official / Pejabat Pembuat Komitmen, (PPK) when it
shall determine the Owners Estimate (OE). A range of other costs are potentially relevant:

« Price

« Fuel, consumables, energy consumption, water consumption and other recurring costs

« Maintenance costs

« Handling and other transaction costs

« Costs for disposal / recycling

« Replacement costs (more durable products need to be replaced less often)

« Resale value (i.e. depreciation of the value over time)

Also, these costs do not all occur at the time of purchase: Costs such as for consumables, re-
placement and disposal typically occur at a time after purchase, across the full intended life-time of
using the purchased product (see Figure 4-4). These full costs are commonly described as Life-
Cycle Costs (LCC) or as “total cost of ownership” (TCO).
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Figure 4-4: Costs over time for a procured product (illustrative)
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Source: Own lllustration

In order to illustrate the importance of considering LCC in the determination of the Owners Esti-
mate (OE), a simple example is provided in the following.

Example: Consider two products “A” and “B”.

Product A has a purchase price of IDR 10,000,000 and annual costs for consumables of IDR
3,000,000 with a total use time of five years.

Product B has a purchase price of IDR 13,000,000 and annual costs for consumables of IDR
2,000,000 with a total use time of five years.

Product A Product B
Purchase Price 10,000,000 Rp 13,000,000 Rp
Annual Operating Costs 3,000,000 Rp 2,000,000 Rp
Timeframe 5 years 5 years
Total Life Cycle Costs (LCC) 25,000,000 Rp @O0,000 Rp

Total (undiscounted) costs of product A are IDR 25,000,000. Total (undiscounted) costs of product
B are IDR 23,000,000.

Product B has, hence, the overall lower Life-Cycle Costs. In this simplified case, a procurement
decision based on Life-Cycle Costs alone would favour product B although it has the originally
higher purchase price. This can easily be justified as costs for the procuring agency are lower, al-
beit on a longer timeframe.
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To use Life-Cycle Costs as the basis for procurement and hence for the purpose of comparing dif-
ferent offers, the individual parameters need to be clearly defined so that the necessary information
is available for all offers, and it is also clear how the information is used for the evaluation of the
offers.

Tender evaluation is part of the selection process that is covered in the next chapter.

4.5 Selection process & Tender evaluation

One of the basic elements of the selection process in public procurement in Indonesia is the evalu-
ation of tenders®. The following illustration covers the methods for tender evaluation, as provided
in the Presidential Regulation (No. 16/2018).%2

Figure 4-5: Methods for tender evaluation in Article 39 of the Presidential Regulation
(No. 16/2018)

Article 39: Methods of evaluating bids from Supplier of Goods/Construction Work/Other
Services is carried out by:

4 4 4

Value system evaluation Lowest Price Assessment of Economic Life Cycle Cost

« Value System Evaluation method is used far the Procurement of Goods/Construction Work/Other
Services that take into account technical assessment and price.

+ Assessment of Economic Life Cycle Cost Evaluation method is used for the Procurement of
Goods/Construction Work/Other Services that take into account factors of economic life cycle, price,
operational cost, maintenance cost, and remaining value within a certain operating period.

« Lowest Price Evaluation Method is used for the Procurement of Goods/Construction Work/Other
Services when price becomes the basis for determining the winner among bids that meet the
technical requirements.

Source: Own lllustration; Based on the Presidential Regulation (No. 16/2018), Article 39.

As illustrated above, beyond a value system evaluation, also the integration of LCC as well as the
possibility to use the lowest price evaluation method are essential parts of the procurement pro-
cess in Indonesia.

51 Refer to Articles 39, 40, 44, 50 and 67 of the Presidential Regulation (No. 16/2018)
52 Refer to Article 39 of the Presidential Regulation (No. 16/2018)
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45.1 Value system evaluation using Cost-Utility Analysis

Value system evaluation can be implemented in practice using a method called Cost-Utility Analy-
sis (CUA)®3. This will enable operationalization ofthe concept of identifying the “most economically
advantageous tender” (MEAT) (see section 3.3). It means that, beyond the purchase price, also
other aspects that represent a value (see section 4.1) from the perspective of the procuring agency
are to be taken into account (e.g, quality, price, social and environmental characteristics etc.).

Therefore, CUA is a practical method to (1) weigh quantitative and qualitative award criteria and (2)
compare different offers. Typically, award points are assigned to award criteria (refer to chapter
3.2.3 for more details on award criteria) in a way such as the points per award criterion sum up to
100. The more a value (aspect/criterion) shall be weighted, the more points are assigned.

Table 4-1: Example of a Cost-Utility Analysis (CUA) for the practical implementation
of a value system evaluation for the procurement of office paper
Award Calculation Value Tender Awarded points (per Weighted
Criterion Formula System bid values criterion) points
Offer 1 Offer 2 Offer 1 Offer 2 Offer 1 Offer 2

Offer price Min. value x 100 / bid 60% 20,000 24,000 100 83 60 50
value Rp Rp

Quality Very good: 100 20% very good 100 80 20 16
Good: 80 good

Share of recycled | Bid value x 100/ Max. 20% 5% 50% 10 100 2 20

content value

SUM 100 % 82 86

Source: Own calculations

The illustrated example for a value system evaluation shows (in red) how the assignment of val-
ues for the different criteria determine the procurement decision. In the example, the offer price
shall be weighted with a value of 60% whereas quality aspects and the share of recycled content of
the office paper shall be considered with a value of 20% each (see red frame). It is very important
that the distribution of values sums up to 100%. Furthermore, the example shows that offer 1 is
related with an offer price of 20,000 Rp whereas offer 2 comes with an offer price of 24,000 Rp.
Hence, if only purchase prices were considered in tender selection, offer 1 would win the bid.

However, if the other aspects (quality, content of recycled paper) are considered as well, this will
result in quite a different outcome. As mentioned above, CUA assigns points according to the ful-
filment of criteria. For example, the points for the offer price can be assigned in a way that the
lowest price receives the 100 points. Higher offer prices could receive less points according to the
relative percentage of (higher) bid related to the minimum bid. Hence, as offer 1 at 20,000 Rp is
83% of offer 2 at 24,000 Rp, offer 2 would only receive 83 points.

In the last step of the assignment of points to the first criterion (offer price), the points are weighted
according to the value system. Hence, as the offer price shall be weighted with 60%, offer 1 re-
ceives 60 points (60% of 100 points) and offer 2 receives 50 points (60% of 83 points).

53 In other contexts, the method is also called Cost-Benefit-Analysis. However, as Cost-Utility Analysis (CUA) was de-
veloped for tender evaluation in public procurement, this term shall be used in this document.
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Otherwise, the fulfillment of other criteria can also be assigned. For example, points for criterion 2
on the quality would be assigned in the way that “very good” quality leads to 100 points and “good”
quality to 80 points. Hence, offer 1 would receive the full 100 points whereas offer 2 only receives
80 points. Both results are weighted according to the value system with 20% of the total value dis-
tribution resulting in 20 points for offer 1 (20% of 100 points) and 16 points for offer 2 (20 % of 80
points).

Also, product properties such as the recycled content of the paper in question can be considered
as follows. The higher the recycled content is, the more points would be awarded as a result of the
idea that more recycled content would be good for the environment and, hence, should influence
the procurement decision. The assignment can be designed in such a way that each recycled con-
tent (in %) of the offered paper would be multiplied by 100 and divided by the maximum value of
recycled content. Subsequently, the offer that comes with the highest recycled content in the paper
received 100 points. If the recycled content is lower, less points are awarded accordingly. Hence,
offer 2 would receive full points (=100) as it comes with paper of a recycled content of 50%. Offer 1
only comes with 5% of recycled content. Hence, in this example, it only receives 10% of the points
of offer 1 resulting in 10 points. Finally, also the points assigned to the recycling criterion are
weighted according to the value system (in red), resulting in 20 points for offer 2 (20% or 100) and
2 points for offer 1 (20% or 10 points).

Finally, value system evaluation, according to Article 39 of the Presidential Regulation (No.
16/2018), using a Cost-Utility Analysis (CUA), leads to the result that offer 2 earns 86 points
whereas offer 1 only earns 83 points. Hence, offer 2 would win the bid.

In this example, it was shown how the inclusion of other values (e.g. quality, recycled content on
paper) apart from the purchase price alone may lead to a totally different procurement decision.

Case Study: Application of value system evaluation for the procurement of green and
healthy cleaning services in Tuscany, Italy®>*

European Commission’s Buying Green handbook on green public procurement (3rd Edition) pro-
vides the example of a tender for cleaning services of the Environmental Protection Agency of
Tuscany (ARPAT) in Italy. The agency assessed the tenders according to the most economically
and environmentally advantageous (MEAT) offer as follows: 40 points were allocated to the pur-
chase price whereas another 60 points were assigned for quality. Quality criteria included the ap-
plication of green cleaning techniques, reduced packaging, environmental product performance
and the quality of environmental training programmes.

4.5.2 Integration of LCC into value system evaluation®

Tender evaluation as it is stated in Article 39 of the Presidential Regulation (No. 16/2018) also al-
lows for the integration of LCC considerations into the Value System Evaluation. In order to illus-
trate this, a second example of the procurement of office furniture shall be given. Here, besides the
offer price (75%), the aspects durability (5%) and LCC (20%) are considered within the value sys-
tem evaluation and respective weights are assigned. Offer 1, again is less expensive in terms of

54 European Union (2016): Buying Green Handbook: A handbook on green public procurement, 3rd Edition,
https://ec.europa.eu/environment/gpp/buying_handbook en.htm, last accessed 29.06.2020

5 According to Article 39 (2) of the Presidential Regulation (No. 16/2018) explicitly calls upon the use of the LCC-
method.
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the offer price alone (Offer 1: 2,000,000,000 Rp / Offer 2: 2,400,000,000 Rp). However, as soon as
LCCs are calculated and considered, it becomes obvious (see red box) that the office furniture in
offer 1 is related to significantly higher Life-Cycle Costs (e.g. such as refurbishment, repair etc.).
Whereas it is estimated, e.g. in the Owners Estimate (OE), that the products in offer 2 are related
to total LCC of 1,000,000 Rp, it is assumed in this example that offer 1 is related to 9,000,000 Rp.

Table 4-2: Integration of LCC in Cost-Utility Analysis (CUA) for the practical imple-
mentation of a value system evaluation for the procurement of office fur-
niture

Award Calculation alue system| Tender Awarded points Weighted
Criterion Formula evaluation bid values (per criterion) points
Offer 1 Offer2 Offer 1 Offer2 Offer1 Offer2

Offer price “’EI’L‘E‘“'”E x 100/ bid 75%  |2.000.000.000/2.400.000.000| 100 83 75 63

Durabilit yes: 100 5% 100 0 5 0

urability o b yes no

Life Cycle Costs (mostly  [min value x 100/ bid. 50% 9.000.000 1.000.000 11 100 5 50

Refurbishment, repair etc.) [Value ¢ ' ' T

[S0M 700% 82 83

Source: Own calculations

Also, LCC values can relate to a score of points from 0-100. For example, the lowest LCC value
can lead to 100 points (full score). In turn, the higher the LCC, the fewer points can be assigned
(e.g. via a percentage linkage): As LCC of the products in offer 1 are estimated to be 9 times high-
er than in offer 2, offer 1 only receives 1/9 (11%) of the maximum score of offer 2. As LCC consid-
erations are weighted by 20% within the value system evaluation, offer 1 earns 2 points (20% of 11
points) and offer 2 earns 20 points (20% of 100 points).

Hence, the example shows how the inclusion of LCC considerations into the value system of ten-
der evaluation can significantly influence its result. As offer 2 receives many points for comparably
low LCCs, in total, offer 2 wins the tender with 83 instead of 82 points for tender 1.

45.3 Preference for domestic products

Article 67 of the Presidential Regulation (No. 16/2018) also provides for the possibility to grant a
price preference to domestic products (as compared to imported products). Besides, it is important
to stress in this context that also the Presidential Regulation (No. 9/2018)°¢ governs aspects of
price preferences for domestic products as compared to imported products as far as fisheries,
commodities, salt and raw materials are affected. It is therefore recommended to also compare the
provisions of the Presidential Regulation (No. 9/2018) in the course of the implementation of the
provisions of the Presidential Regulation (No. 16/2018).

In the following, however, only the provisions of the Presidential Regulation (No. 16/2018) are con-
sidered. Accordingly, the following provisions are applicable®’:

56 Presidential Regulation Nr. 9/2018,
https://www.informea.org/sites/default/files/legislation/Pres%20Reg%209%202018%20%28Procedures%20Controllin
0%20Imports%20Fisheries%20Commodities%20Salt%20Raw%20Materials%29.pdf (in Indonesian language)

57 Refer to Article 67 of the Presidential Regulation (No. 16/2018)
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« Price preference is an incentive for domestic products in the selection of Supplier in the form of
an acceptable price excess.

« Price preference shall apply to the Procurement of Goods / Services with a minimum value of
above IDR 1,000,000,000.00

o Price preference is given to goods / services with TKDN [=domestic content] of at least 25%
(twenty-five percent).

« Price preference for goods / services shall be no higher than 25% (twenty-five percent).

« Price preference for construction work carried out by national business entities shall be no high-
er than 7.5% above the lowest bid price from foreign business entities.

Finally, the winner of a bid can be determined “based on the order of lowest price from Final Eval-
uation Result (HEA)".5® Furthermore, HEA is defined as the product of (arithmetically corrected)
price bid (HP) and an inverse preference coefficient (1-KP). The following illustration provides in-
sights into the calculation of the final evaluation result KEA.

Figure 4-6: Determination of the Final Evaluation Result (HEA) in Article 67

HEA = (1- KP) x HP

=

KP= TKDN x highest preference = HP = (Arithmetically

preference coefficient Corrected) Price Bid
“The higher the KP, the lower the “The lower the price bid,

Evaluation Result (HEA).” the lower the HEA”

Source: Own illustration based on Article 67, Presidential Regulation (No. 16/2018).

As illustrated above, the final evaluation result (HEA) is determined by the (arithmetically correct-
ed) price bid (HP). The lower the price bid, the lower the HEA and, hence, the higher the probabil-
ity that a tender wins the bid. Secondly, HEA is determined by the preference coefficient KP (in-
versely, by 1-KP). The higher the KP, the lower the HEA and hence, also the higher the probability
that a tender wins the bid.

It is noteworthy that the KP is defined as the product of the local content (TKDN) and the highest
preference in the tender process. Hence, the higher the local content (TKDN), the higher the prob-
ability to win the bid. In the following, an example shall illustrate this evaluation method.

58 Refer to Article 67 of the Presidential Regulation (No. 16/2018)
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Table 4-3: Example of the Final Evaluation Result (HEA) including price correction
due to local content (TKDN)

Award Calculation Value Tender
Criterion Formula System bid values
Offer 1 Offer 2
Offer price Min. value x 100 / bid value 5% 2.000.000.000|2.400.000.000
Share of local content o o
TKDN) 5% 50%
Preference Coefficient o
KP) if local content >25% No Yes 10%
Corrected Price according
to Preference Coefficient 2.000.000.000| 2.160.000.000
KP (=HEA)

Source: Own example and calculations

Again, two fictional tenders for office furniture are received by a procurement agency. Offer 1 in-
cludes an offer price of 2,000,000,000 Rp whereas Offer 2 comes with an offer price of
2,400,000,000 Rp. However, the furniture of tender 2 consist of 50% of local content (TKDN) and
the highest preference among the tenders is 20% (price for offer 2 is 20% more expensive than
price for offer 1), the resulting preference coefficient (KP) for offer 2 is 10%. The preference coeffi-
cient only applies to offer 2 as its local content (TKDN > 25%) is higher than 25%. As offer 1 only
consist of 5% of local content, a price preference correction is not applicable.>®

Summarizing, it is allowed to correct the price bid (HP) of offer 2 by 10%. This, however, only leads
to a corrected final evaluation result of the price bids of 2,160,000,000 Rp for offer 2 (HEA=(1-
KP)*HP). Offer 1 (HP=2,000,000,000 Rp) still results in the lowest HEA and wins the bid.®°

Company Benefit Weight (BMP)®?

It shall be mentioned, that the Presidential Regulation (No. 16/2018) also introduces an obligation
to use domestic products from “participants offering goods/services with a Local Content (TKDN)
plus Company Benefit Weight (BMP)®? value of at least 40%”. Thus, the BMP mechanism is a part
of the TKDN scheme. The purpose is to provide an added value of maximum 15% to the overall
TKDN value (i.e. maximum BMP value is 15%). Example: A product that has a TKDN value of
30%. To achieve a BMP value of at least 40%, the producer of this product can apply for BMP cer-
tification to catch up with the TKDN value deficiency.

The criteria for the assessment of BMP score include: (1) The weight of empowerment of Micro
and Small Businesses and small cooperatives through partnerships; (2) Maintain occupational
health, safety and the environment; (3) Empowering the environment (community development);

59 Refer to Article 67 of the Presidential Regulation 16/2018

60 |t is noteworthy that a TKDN of 100% of Offer 2 would lead to a price correction of 20% and result in a HEA of
1,920,000,000 Rp. In such a case, offer 2 would win the bid as the corrected HEA is lower than 2,000,000,000 Rp
(HP=HEA of offer 1).

61 Peraturan Menteri Perindustrian 02/M-IND/PER/1/2014, Tentang Pedoman Peningkatan Penggunaan Produk Dalam
Negeri Dalam Pengadaan Barang/Jasa Pemerintah

62 Refer to Article 66 of the Presidential Regulation 16/2018
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and (4) Provide after-sales service facilitation. Thus, the use of BMP can drive attention to the so-
cial, economic and environmental elements that are not a priority when the product already fulfils
the minimum requirements of 25% TKDN. For instance, procurement authorities can include the
BMP mechanism as an award criterion in the tender evaluation and provide higher rating with re-
spect to increasing BMP value.

In Indonesia, the BMP certification can be issued by the Ministry of Industry or by selected inde-
pendent surveyors appointed by the Ministry of Industry (currently PT Sucofindo and PT Surveyor
Indonesia).

4.5.4 Value System Evaluation including price correction due to local content (TKDN)

As the Presidential Regulation (No. 16/2018) explicitly calls upon the possibility to use a value sys-
tem evaluation, in the following, a possibility to include the price preference method for local prod-
ucts into the above-introduced tender evaluation process using a Cost-Utility Analysis (CUA) is
considered. Therefore, it is proposed to insert the corrected offer price into the value system eval-
uation directly as illustrated below.

Table 4-4: Example for Value System Evaluation including price correction due to
local content (TKDN)

Award Calculation Value system Tender Awarded points (per Weighted
Criterion Formula evaluation bid values criterion) points
Offer1 Offer2 Offer1 Offer2 Offer1 Offer2
Offer price Min. value x 100/ bid 75%  |2.000.000.000}2.160.000.000] 100 93 75 69

value

100
Durability ﬁs - 5% Yes No 100 0 5

Life Cycle Costs (mostly  [Bid value x 100/ Max.
Refurbishment, repair etc.) palue

0
20
e
SUM 100% 82 C 89 )
T —

Source: Own illustrative example. Based on Articles 39 and 67 of Presidential Regulation 16/2018.

20% 9.000.000 1.000.000 11 100 2

Accordingly, if the corrected price is included into the overall value system evaluation, the inclusion
of other aspects such as durability and LCC considerations will mean that tender 2 will be success-
ful again.

455 Evaluation of Consultancy Services

Besides the evaluation of tenders for products or other services, Presidential Regulation 16/2018
lays down provisions concerning the evaluation of consultancy services. Articles 1, 27, 41 (1) and
(2) refer to the consultancy services in the following manner. First, consultancy services are defi-
ned as follows:

« Art. 1: “Consultancy Service is a professional service that requires certain expertise in various
scientific and prioritizes sound reasoning.”

Furthermore, the necessary types and elements of contracts for consultancy services are speci-
fied:

o Art. 27: “Types of Contract for Procurement of Consultancy Service consist of:

a) Lump Sum [where the service is remunerated by a fix amount of money];
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b) Assignment time [defining clear time responsibilities and deadlines for the service] and

c) Umbrella contract [that allows for several sub-contracts, e.g. in case that the service is
divided in several work packages: in such a case an umbrella contract would allow for di-
rect assignments under the umbrella contract instead of several contracts].

Moreover, Presidential Regulation 16/2018 defines several methods for the selection of consultan-
cy service providers®::

a) Method of selection (Definition Art. 41, (2): “Selection” as referred to in paragraph (1) let-
ter a is carried out for Consultancy Service with a minimum value of above IDR
100,000,000.00 (one hundred million rupiah).

b) Method of direct procurement (Definition Art. 1, (41): “Direct Procurement of Consultancy
Services is a selection method for Consultancy Service Providers with a maximum value
of IDR 100,000,000.00 (one hundred million rupiah).

c) Method of direct appointment (“by inviting 1 (one) selected business, followed by tech-
nical and price negotiations” (Art. 50, (6); this method can only be applied two times (Art.
41, (6).

Furthermore, selection methods are specified in Article 42.

Figure 4-7: Selection methods for consultancy services

\

Source: Own illustration based on Presidential Regulation 16/2018 (Article 42)

As illustrated in Figure 4-7, the following four evaluation methods can be used in line with Presi-
dential Regulation 16/2018:

a) A comparison of the quality and costs of a bid based on Terms of References, ToRs®,
b) Evaluation of the quality only (if the work cannot be specified within ToRs)®,

63 Refer to Article 41 (1) of the Presidential Regulation (No. 16/2018)
64 Refer to Article 42 (2) of the Presidential Regulation (No. 16/2018)
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c) Budget ceiling method if the scope of work “is simple” and can be specified by ToRs*®®,
and
d) Lowest cost evaluation method (for routine and standard work)®’.

Finally, it is important to consider how qualifications for consultancy service are to be evaluated
according to Presidential Regulation 16/2018%. Therefore, it is necessary to distinguish between
cases where the qualification is evaluated before tender evaluation (as mandatory requirements,
called “pre-qualification”) or within the tender selection process itself (“post qualification”).

Figure 4-8: Pre-qualification vs. Post-qualification

Consultancy Services
[Article 44 ]

7/~ Pre-qualificationis carried out in the following N\

selection: Post-qualification is carried out in the following
selection:
a. Tender for Procurement of
Goods/Construction Work/Other Services that a. Tender for Procurement of Goods/Construction
is complex in nature; Work/Other Services that is not complex in nature;

or

b. Selection of Corporate Consultancy Service
(Consultant Company); or b. Selection of Individual Consultancy Service
(Individual Consultant).

c. Direct Appointment for Procurement of

Goods/Construction Work/Corporate Consultancy Post-qualification as referred to in paragraph (3) is
Service (Consultant Company)/Individual carried out simultaneously with the evaluation of
Consultancy Service (Individual Consultant)lOther/ st by using knock-out method.

Services.

Pre-qualificationis carried out before submission of bids using:

a. knock-out method for Supplier of Goods/Construction Work/Other Services; or
b. weighting system with a threshold for Consultancy Service Provider

Source: Own illustration based on Presidential Regulation 16/2018 (Article 44).

Figure 4-5 summarizes the two possibilities for qualification of tenders, either before the evalua-
tions (pre-qualification) or within tender evaluation (e.g. in case of individual consultancy services
or using the so called “knock out method” based on mandatory requirements).

As Article 44, (6) also allows for a weighting system for tender evaluation including threshold
gualification levels for a consultancy service provider (pre-qualification), the following simplified
example shall illustrate, how such an evaluation method could look like in practice.

65 Refer to Article 42 (3) of the Presidential Regulation (No. 16/2018)
66 Refer to Article 42 (4) of the Presidential Regulation (No. 16/2018)
67 Refer to Article 42 (5) of the Presidential Regulation (No. 16/2018)
68 Refer to Article 44 of the Presidential Regulation (No. 16/2018)
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Example: Example of a simplified tender evaluation for consultancy services according to
ToRs, a project proposal and qualification requirements (pre-qualification) including a
transparent weighting system®®

The simplified example below differentiates between mandatory pre-selection criteria that must
be fulfilled in a first step (pre-qualification/Knock-out method) and award criteria for tender evalua-

tion using a weighting system.

Example: Simplified Consultancy Tender

Mandatory Critera

Tender 1

Tender 2

Tender 3

1 Work experience in the field >10 years
2 At least 3 projects in the last 5 years

yes
yes

yes
yes

no
yes

Knock-out method
evaluation of pre-
qualification of a tender

Award Criteria

Weight

Absolute Points

Weighted Points

1 Quality of the Proposal (max 100 points)
2 Price (max 100 points)
3 Gender proportion (max 20 points)

45%
45%
10%

Tender 1

Tender 2

Tender 3

Tender 1

Tender 2

Tender 3

80
100
0

95
85
20

does not qualify

36
45
0

42,75
38,25
2

does not qualify

Sum

180

200

81

83

Weighting system with a threshold for Consultancy Service Provider
(e.g. min 80 points)

The example assumes that three tenders are received. However, as the first mandatory criteria
requires work experience of min. 10 years in the field of work that cannot be fulfilled by tender 3,
this tender does not qualify for further consideration (and is “knocked out”). This even holds when
all tenders fulfil the second mandatory pre-qualification criteria of at least 3 proven projects in the
field in question during the past five years.

Accordingly, only tender 1 and 2 qualify for tender evaluation based on the award criteria (quality of
a project proposal based on the ToRs, price and gender proportion). The exemplary weighting sys-
tem assigns a weight of 45% to the first award criterion (quality of the proposal), another 45% to
the price of the consultancy services and finally, another 10% to gender proportion. If tender 2 re-
ceives 95 of 100 points for the quality of the proposal (award criterion 1) whereas tender 1 (slightly
worse proposal) only receives 80 points of 100, the relative weight of 45% leads to 36 points for
tender 1 and 42,74 points for tender 2. Assuming, furthermore, that the offer price of tender 1 is
15% cheaper than tender 2, tender 2 only receives 85 points whereas tender 1 receives full points
(100, based on the least expansive bid). By weighting the received points based on the offer price,
tender 1 receives 45 points and tender 2 receives 38,25 points. Finally, it is assumed that if gender
proportion of the consultants is reached, another 20 points can be assigned. As tender 1 does not
fulfil this criterion, O points are given. Tender 2, however, reaches gender proportion and earns
another 20 points. However, as the relative weight of the award criterion itself is only 10%, only 2
additional points are assigned to tender 2.

The final evaluation result, however, shows that even two points can make a difference, as tender
2 wins the competitive tender with 83 points as compared to tender 1 that only received 81 points.
Also, a necessary minimum threshold could be set on the total amount of points (e.g. min. 80
points, a case where both, tender 1 and 2 would have received enough points).

69 Source: Own example based on the provisions of the Presidential Regulation 16/2018, Art. 1, 27, 41
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4.6 Practical LCC-Tools for the application in Owners Estimate (OE) and tender
evaluation

In order to calculate or estimate Life-Cycle Costs (LCC) in practice and for the implementation of
the Owners Estimate (OE) (see section 4.4) and application in tender evaluation (see section 4.5),
so-called LCC-Tools can be used. They are suitable instruments to specify and calculate Life-
Cycle Costs for products of different suppliers. A commonly used template in Europe is the “Smart
SPP-LCC Tool"’°. Besides, other tools were developed for specific countries and specific purposes
such as:

« An LCC tool produced by the Swedish National Agency for Public Procurement:
https://www.upphandlingsmyndigheten.se/en/subject-areas/lcc-tools/

o LCC tool by the OnePlanet-Network:
https://www.oneplanetnetwork.org/initiative/life-cycle-cost-tool-lcc-tool

« Overview on LCC tools in the European Union:
https://ec.europa.eu/regional policy/sources/qood practices/GP_fiche 28.pdf

« An LCC tool developed within the BUY SMART project:
https://ec.europa.eu/enerqgy/intelligent/projects/en/projects/buy-smart#results

LCC tools typically capture important cost elements and parameters. All costs elements and pa-
rameters need to be clearly defined to ensure a meaningful and transparent comparison of offers.

An LCC tool typically includes the following elements:

« General information and basic parameters (number of products, life-span of procurement, dis-
count rates)

o Cost
— Initial cost of acquisition
— Recurring and one-off costs during life-time (operating costs, maintenance costs, ...)
— End-of-life-costs

Some of these parameters and costs relate to all products from potential suppliers (e.g. considered
planning horizon, possibly handling or transaction costs) and some are specific to each prod-
uct / supplier (e.g. expected life-span / durability of a product, cost of consumables).

In general, products and services can be categorized as (1) energy-using products (e.g. devices
that need electricity for the operation) and (2) non-energy using products. Whereas the first are
related to direct operation costs, i.e. due to electricity consumption, the latter are not associated
with comparable running costs. However, also for this product category, life-cycles costs can be
estimated. The most relevant factor determining the LCCs of non-energy using product is its life-
time. Accordingly, criteria can be set in such a way as to make sure that low LCCs are considered.

70 The latest version is available at https://smart-spp.eu/index.php?id=6988
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4.6.1 Application of LCC tools for energy-using products

Generally, the LCC tools are better suited for energy-using products. In the following, a calculation
example for the procurement of new lamps for a public theatre hall shall provide insights into the
application of LCC tools for energy-using products.

Example: Procurement of new lamps and application of an LCC Tool for energy-using prod-
ucts’

A procurement officer who is responsible for a public theatre hall is entrusted with the replacement
of 100 outdated very inefficient filament lamps. In general, she has the choice among three differ-
ent technologies: (1) Fluorescent lamps, (2) LED-lamps and (3) Halogen lamps. After a market
consultation, the officer has received the following information: For the purpose of lighting the thea-
tre hall, 100 lamps are needed, each with a luminous flux of 800 lumen. Fluorescent lamps have a
typical purchase price of 10’000 Rp/piece, a high-quality LED-lamp has a purchase price of 20’000
Rp/piece and Halogen lamps cost 4’000 Rp per per piece. A typical life-time of a fluorescent lamp
is 10 years, for a LED lamp it is 20 years and for a halogen lamp it is 2 years. The most energy
efficient option is the LED lamp at 100 Im/W, the fluorescent lamp is related with an efficiency of 80
Im/W and the halogen lamp reaches 13 Im/W.

Furthermore, an exchange of all lamps once is related to maintenance costs of 800°000 Rp.

Price per piece | Lifetime [Energy Costs per | Maintenance Costs | LCC [10 years] | Total LCC [100
[IDR] [yl year [IDR] per year [IDR] per unit units]
Fluorescent Lamp 10,000 10 1,012,043 80,000 10,930,428 1,093,042,800
LED-Lamp 20,000 20 809,634 40,000 8,516,342 851,634,240
Halogen Lamp 4,000 2 6,072,257 400,000 64,726,568 6,472,656,800

All information gathered can be inserted into the LCC Tool that calculates total LCC of each option
over the defined planning horizon (here 10 years). It considers (repeating) acquisition costs (due to
different life-times), operating costs (according to specific electricity costs) and maintenance costs
(exchange of lamps according to different life-times). End-of life costs or other costs are not con-
sidered in this example.

Results: The results of the LCC tool show that within a planning horizon of 10 years, option 2, the
LED-Lamps are the most cost-effective choice. All related costs of the 100 LED-Lamps amount up
to 851'634'240 IDR, whereas option 1, fluorescent lamps, are related with LCC [10 years] of
1'093'042'800 IDR. By far the most expensive option is option 3. The 100 halogen lamps are relat-
ed to LCC [10 years] of 6'472'656'000 IDR. The Smart-SPP Tool also provides the results graph-
ically as illustrated below.

71 Source: Own example based on the Smart-SPP Tool adapted for Indonesia in 2014. The example does not consider
current electricity prices.
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The upper graph shows that the higher purchase prices of LED-lamps (blue line) and fluorescent
lamps (red line) are relativized by the higher operating and maintenance costs of halogen lamps
within a period of less than 1 year. Almost from the very beginning of the planning horizon, halogen
lamps (yellow line) are the most expensive option (Option 3).

The lower graph shows the distribution of costs over the planning horizon of 10 years: For all op-
tions, operating costs are the highest share of the total LCC (green bars). Also, the share of
maintenance costs is highest for halogen lamps as their life-times are very short and, hence, they
need to be exchanged very often (grey bars).

4.6.2 Application of LCC tools for non-energy-using products

Whereas the use calculation of LCC data for energy-using products can be relatively straightfor-
ward, the case of non-energy using products is more complicated and related to some challenges.
Therefore, the following case study from the UK in the context of furniture procurement shall be
used for illustration.
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Case-Study: Integration of LCC for office furniture in EU GPP"2

Generally, operating costs are not associated directly with furniture items. Subsequently, the most
important factor for Life-Cycle Costs (LCC) is the life-time of the furniture item. Accordingly, it is the
choice of durable and resistant materials that matters. Beyond, component parts and how materi-
als are combined are particularly important. If these two aspects are of high quality, products can
be regarded as robust while at the same time permitting easy repair or refurbishment. As special
role for the calculation of LCC in this context are foreseeable costs of spare parts.

In the EU, the easiest way to ensure purchase of such a product is to require compliance with rele-
vant EN technical standards that also include a minimum warranty. However, due to the increased
risk and responsibility, extended warranties might be associated with price increases. Whether an
extended warranty is attractive or not will depend on the nature of the product itself and what it is to
be used for, i.e. moving parts, outdoor use etc.

For example, the typical life-time of office furniture in the UK is estimated to be 9-12 years — even if
furniture might be designed for much longer function life-times. The premature End-of-Life (EoL) of
office furniture is often determined by corporate decisions to redecorate or relocate offices resulting
in perfectly functional furniture being disposed of for aesthetic reasons for example. In general, the
need for new furniture stock in a public organisation may be due to:

(2) New premises / staff or expansion of existing premises,

(2) Existing furniture is not adequate after renovation of existing public buildings (for example the
wrong colour, shape or size),

(3) Existing furniture falls into disrepair (damaged furniture that is no longer safe and/or fully func-
tional).

In the latter two cases, it would be possible to refurbish existing furniture instead of buying new
products. In June 2014, the UK government published the latest version of a guidance document
for furniture procurement. Anecdotal evidence states that the refurbishment of existing furniture
has clear and substantial economic savings compared to the purchasing of equivalent new furni-
ture. Concrete data is difficult to find on the actual cost savings associated with choosing furniture
refurbishment. Estimated savings are 25-50% and the UK government has published the following
data as an indicative guide:

Estimated average unit prices for furniture items as new, reused or refurbished:

Desks (£) Chairs (£) Shelving (£) Pedestal (£)

New Recommended Retail Price 209 122 100 107
Reused Recommended Retail Price (proxy) 105 86 50 53
Refurbished Recommended Retail Price 84 49 40 43
(proxy)

Markets for good quality second-hand office furniture in the EU generally involve dealers and auc-
tioneers while non-profit organisations are strongly involved with lower quality second-hand furni-
ture. Neither of these types of suppliers is well set up to respond to invitations to tender.

72 Commission Staff Working Document: EU Green Public Procurement criteria for furniture,
https://ec.europa.eu/environment/gpp/pdf/toolkit/furniture gpp.pdf , last accessed 01.07.2020
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Based on the indicative guide costs above, cost savings of up to 50% can be achieved. Finally, the
biggest obstacle to growth in the furniture refurbishment sector in the EU appears to be a lack of
demand. It must be borne in mind that furniture refurbishment is most attractive for high quality and
expensive furniture items, such as professional office furniture, and that simple refurbishment tasks
can even be carried out onsite by technicians.

Based insights in this EU case study on furniture, data on life-time, fix annual maintenance
costs, costs for spare parts, fix refurbishment costs, and/or prices for refurbished furniture
as compared to new furniture can be integrated into LCC tools. This allows for a comparison of all
relevant costs and can reveal substantial cost savings. However, in practice it might be difficult to
receive suitable data or estimate retail prices of re-used or refurbished products. Also, the case
study from the EU shows that markets might not be ready to react to tenders for second-hand
products.

This illustrates the importance of the first procurement steps of procurement planning (see section
3.1) and procurement preparation (see section 3.2) with its special focus on market consultation
and the determination of the Owners Estimate (OE). In case the relevant data is available (e.g.
costs for spare parts) also for non-energy using products, LCC considerations can be considered
and estimated by suitable LCC tools.

4.6.3 Further parameters for more detailed LCC calculations

Ideally, LCC tools are developed and available for the specific Indonesian context and the typically
procured product groups. For a more sophisticated comparison of the Life-Cycle Costs of different
products, typical parameters listed in Table 4-5 can be considered. For parameters provided by
suppliers, necessary means of proof need to be clearly defined as well.

Table 4-5: Core parameters for practical Life-Cycle Cost comparisons’®

Parameter Definition / description Provided by? Means of Proof

Planning Time period over which offers shall be compared This is specified by -
horizon (typically 1-25 years). This corresponds to the  the procurer

overall time for which a product or service shall

be used (could be longer than the expected life-

time of a product). The longer the planning hori-

zon the more emphasis is placed on product

durability.

Currency Currency related to the country in which the pro- This is specified by -
curement takes place or the currency in which  the procurer
the procurement shall be administered.

Discount rateThe factor at which future cash flows are recal- Procurer National statistics
(nominal)  culated to a “net present value”. This can be

incurred from applicable interest rates (e.g. for

government bonds).

73 For a comprehensive list of terms and definitions, please consult the glossary in the Smart SPP LCC tool, available at
https://smart-spp.eu/index.php?id=6988
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Parameter

Inflation rate

Definition / description

Country-specific inflation rate to account for de-

valuation of future money flows. The inflation
rate is used to calculate the real discount rate
(nominal discount rate minus inflation rate).

Provided by? Means of Proof

National statistics, typi-
cally yearly change in
consumer price index

Procurer

Number of  The specific amount of a good, service or work Procurer or supplier -
units to be  to be procured (e.g. 10,000 pieces, 3 million
purchased kwWh, 300 hours).
Life-span/ The expected life-time of a product during which Supplier (based on e.g. through warranties
durability of a specified performance is ensured. performance re- provided by the supplier
products quirements and
operational parame-
ters / usage intensity
provided by procur-
er)
Acquisition Purchase price, net present value of future in-  Supplier based on  contractual obligations
costs vestment costs, installation costs, other one-off specifications by
costs (e.g. training). procurer
Operation  Costs for energy, water, consumables. Procurer or supplier e.g. contractual obliga-
costs (unit costs are pro- tions

vided by procurer or
supplier, usage in-
tensity by supplier)

Maintenance Costs for regular or expected maintenance

costs

checks, spare parts.

Supplier

Resale value Expected resale value if product still has a value Supplier or procurer Supplier could guarantee
and disposal at end-of-life.

costs

Disposal costs if product needs to be discarded,

incurring costs.

take back of products at
end-of-life at a guaran-
teed cost / price. This
cost / price could be
agreed in the contract.

Other costs

e.g. taxes

Source: Oeko-Institut; based on User Guide for the Smart LCC Tool

In order to gather information from suppliers, two general options can be distinguished:

1. Suppliers are asked to provide very specific and clearly defined information/ costs (see
section 4.4 on Procurement preparation and the determination of Owners Estimate). The
information gathered from different suppliers is then entered into an LCC tool / calculation
by the procurer as the basis for determining Life-Cycle Costs, and together with the other
criteria for identifying the most economically advantageous tender (MEAT).

2. The LCC tool can be sent directly to potential suppliers (see section 4.3 Procurement
Planning) participating in the tender process. By this, they can fill in their information di-
rectly as part of their offer. This information can then be copied from all suppliers into the
common tool for the assessment.

58



SPP Guidance Indonesia: Economic, Social and Environment Criteria Oko-Institut eV.

4.6.4 Implications for an e-procurement system

As introduced in section 3.1.4, the Presidential Regulation (No. 16/2018) also provides the legal
framework for an e-procurement system (SPSE).”* Accordingly, practical implementation shall con-
tain (1) an Electronic Catalogue, (2) an Online Store and (3) Supplier Selection.” Furthermore, the
SPSE shall include a stepwise approach including inter alia (a) procurement planning, (b) pro-
curement preparation, (c) supplier selection, (d) contract implementation, (e) handover of work, (f)
supplier management and (g) an electronic catalogue.

Based on the elaborations on economic criteria (sections 4.1- 4.6.2), the following implications and
considerations for an e-procurement system (SPSE) are derived:

« Procurement planning (as introduced in sections 3.1, 4.3 and 5.2.1) can be considered in an
SPSE with regard to the definition and communication of clear procurement needs to the mar-
ket. Furthermore, an electronic system could also be used for market consultation, e.g. within
an online based guestionnaire for companies.

« Regarding procurement preparation, from an economic point of view, an e-procurement system
could also include tools for the calculation of Life-Cycle Cost (LCC) in order to determine the
Owner’s Estimate (OE) as illustrated in sections 3.2.1 and 4.4. For example, suppliers could be
asked to upload information on parameters that are necessary for the calculation of LCC of
goods and services (see section 4.6).

« Regarding supplier selection, award criteria can be included and communicated in an e-
procurement system with regard to LCC in order to make sure that all applying companies have
access in a transparent manner (see also sections 3.3 and 4.5). It is conceivable that suppliers
would have to calculate LCCs of their good / service according to an online tool following precise
instructions and hand in or upload the completed tool as means of proof for the award crite-
rion.

« Regarding an electronic catalogue for procurement officers, the lists of suppliers and their
goods / services could not only contain purchase prices, but also transparent information on the
LCC of the several goods and services. LCC tools can be used to calculate the respecting
LCCs, for display in the catalogue, but also to provide related background information such as
life-times, economic break-even points in cost-effectiveness comparison (point of time when one
good starts to be less expensive as compared to another) or even graphical illustrations. The in-
clusion of LCC graphs into an electronic catalogue can support the process of getting familiar
with LCC considerations from the perspective of a procurement officer.

74 Refer to Articles 69-73 of the Presidential Regulation (No. 16/2018)
75 Refer to Atrticle 70 of the Presidential Regulation (No. 16/2018)
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4.7 Further reading

European Commission Buying Green Handbook (3 edition), in particular Chapter 5.3:
https://ec.europa.eu/environment/gpp/pdf/Buying-Green-Handbook-3rd-Edition. pdf

User Guide for the Smart LCC Tool:

https://smart-

spp.eu/fileadmin/template/projects/smart_spp/files/Guidance/Final versions/EN_SMART SPP_To
ol User Guide 2011 FINAL.pdf

Smart LCC Excel Tool:

https://smart-
spp.eu/fileadmin/template/projects/smart spp/files/Guidance/Final versions/ENG SMART SPP L
CC CO2 tool v2.1.xls

Toolbox Sustainable Procurement - A guide on how to include aspects of sustainability in public
procurement procedures for Financial Cooperation projects, published by KfW: https://www.kfw-
entwicklungsbank.de/PDF/Download-Center/PDF-Dokumente-Richtlinien/Toolbox-zur-
Nachhaltigen-Auftragsvergabe-EN.pdf

A Guidelines for sustainable public procurement by UNEP:
https://www.un-page.org/files/public/3.1 spp guidelines .pdf
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5 Social criteriain Indonesian Public Procurement

The Presidential Regulation (No. 16/2018) directly addresses social impacts of public procurement
and indicates which impacts shall be supported by Indonesian public procurement, including

« Guarantee of fair working conditions

« Empowerment of small businesses

« Empowerment of local communities / businesses,
« Equality

« Diversity®

Thereby, the Presidential Regulation (No. 16/2018) acknowledges the important role of public pro-
curement regarding social impacts of goods / services. It sets a strong focus on business devel-
opment in Indonesia and intends to increase the demand for products and services with a positive
social impact.

5.1 Translating social impacts in procurement criteria

The following sections provide an overview of how the social impacts referenced in the Presidential
Regulation (No. 16/2018) could be translated into criteria in public procurement. Furthermore, it
offers guidance on how to identify additional relevant social criteria.

5.1.1 Guarantee of fair working conditions

The core conventions of the International Labour Organization (ILO) can be used to guarantee fair
working conditions. The eight ILO core conventions (see Table 5-1) serve as a guiding principle
to avoid the most adverse abuses of human rights along the value chain. Indonesia has rati-
fied all eight core conventions’’, and thereby has paved the ground to abolish child and forced
labour and discrimination, and to support freedom of association and collective bargaining.

76 Refer to Article 68 (2) of the Presidential Regulation (N0.16/2018)

7 |ILO Website: https://www.ilo.org/dyn/normlex/en/f2p=NORMLEXPUB:11200:0::NO::P11200 COUNTRY 1D:102938,
last accessed 19.05.2020
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Table 5-1: The eight ILO core conventions

Number Title

ILO No. 138 Minimum Age Convention

ILO No. 182 Worst Forms of Child Labour Convention

ILO No. 29 Forced Labour Convention

ILO No. 105 Abolition of Forced Labour Convention

ILO No. 87 Freedom of Association and Protection of the Right to Organise Convention
ILO No. 98 Right to Organise and Collective Bargaining Convention

ILO No. 111 Discrimination (Employment and Occupation) Convention

ILO No. 100 Equal Remuneration Convention

Source: International Labour Organization

Example: Practical integration of ILO core conventions™

In all tender documents, requirements regarding fair working conditions should be defined precise-
ly, including a direct reference to relevant ILO conventions. It is also advisable to include at least a
link to the ILO website (www.ilo.org).

There are additional ILO conventions with high relevance for fair working conditions, which can be
included as well (some relevant conventions are listed in Table 5-2). Depending on the product
group, market readiness (see chapter 3.1.2) and priorities of the Indonesian government, compli-
ance with additional ILO conventions can be requested right from the beginning or added at a later
stage. In any case, it should be made sure that added value is provided continuously, and that re-
evaluation and regular development of social criteria are co-planned from the outset.

Table 5-2: Additional ILO conventions with high relevance for social hotspots
Number Title

ILO No. 1 Hours of Work (Industry) Convention

ILO No. 30 Hours of Work (Commerce and Offices) Convention
ILO No. 102 Social Security (Minimum Standards) Convention
ILO No. 131 Minimum Wage Fixing Convention

ILO No. 135 Workers' Representatives Convention

ILO No. 155 Occupational Safety and Health Convention

ILO No. 158 Termination of Employment Convention

ILO No. 169 Indigenous and Tribal Peoples Convention

ILO No. 170 Chemicals Convention

Source: Own compilation based on International Labour Organization

78 WEED e.V. 2009, Buy it fair, https://www2.weed-online.org/uploads/leitfaden.pdf, last accessed 01.04.2020

62



http://www.ilo.org/
https://www2.weed-online.org/uploads/leitfaden.pdf

SPP Guidance Indonesia: Economic, Social and Environment Criteria Oko-Institut eV.

Higher impact can be reached by not only requesting proof of fair working conditions by the com-
pany offering the products or services, but also by upstream suppliers.

Case Study: Integration of ILO conventions in Sweden’s Public Procurement processes ’°:

Since 2017, a Swedish law stipulates that ILO core conventions must be included in public con-
tracts whenever there is a risk of violation in the supply chain.

In this context, a sustainability clause is provided to be integrated into tender documents:

“The supplier shall have procedures to ensure that offered products are produced under conditions
that are compatible with:

The United Nations Universal Declaration of Human Rights (1948);

- ILO Nuclear Conventions on Forced Labor, Child Labor, Discrimination, Association
- Freedom and Organizational Law (Nos. 29, 87, 98, 100, 105, 111, 138 and 182);

- The United Nations Convention on the Rights of the Child (Article 32);

- The occupational safety and occupational health and safety legislation in the country of manu-
facture;

- Labor law, including minimum wage legislation, and social security protection in the country of
production;

- Environmental protection legislation in the country of manufacture;
- United Nations Declaration Against Corruption.

In cases where there is a difference between national and international regulations, the highest
standard applies.

The supplier is obliged to report upon request from the customer how these requirements are met
by reporting according to the attached response form. The supplier is obliged to allow the buyer to
carry out on-site inspections or on-site inspections by the supplier and / or any supplier's subcon-
tractors to ensure that the requirements are met.”

5.1.2 Empowerment of small businesses

Within the Presidential Regulation (No. 16/2018), the Indonesian government sets a strong focus
on the empowerment of small businesses®. Several Articles contain specific requirements which
support the participation of small businesses in practices.

Procurement packaging shall be done by setting as many packages as possible for small busi-
nesses®, and procurement packages with a certain maximum value shall be reserved for small
businesses as well®2. Furthermore, it is prohibited to centralize packages which could be offered by

79 Ecovadis 2019, Toward Sustainable Public Procurement, https://www.oneplanetnetwork.org/case-studies, last ac-
cessed 19.05.2020

80 Refer to Article 65 of the Presidential Regulation (No.16/2018)

81 Small Businesses are defined as Micro and Small Enterprises in Article 65 81. Definitions of Micro and Small Enter-
prises can be found in the Presidential Regulation No 16/2018 Article 1 845 and §46.

82 Refer to Article 65 (3) and (4) of the Presidential Regulation (N0.16/2018)
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small businesses considering their value®®. Moreover, the reservation and allotment of packages
for small businesses is listed as one specific focus for the internal supervision of procurement pro-
cesses® (also see chapter 3.1.3).

The focus on empowerment of small businesses offers the chance to inter alia contribute to eco-
nomic development, increase local employment, access to resources and secure living conditions.
Furthermore, an increased involvement of small businesses in public procurement is an important
step towards market transformation. With a suitable design, future tenders can set incentives to
support micro-, small- and medium-scale enterprises (MSMESs) to develop environmentally, eco-
nomically and socially advantageous products and services and potentially make use of their inno-
vation power, flexibility and growth prospects.

The targeted demand and purchase support the companies in buffering possible additional up-front
costs arising from the transformation. As MSMEs make up around 99% of existing business enter-
prises in Indonesia, and 56 % of the GDP?®3, they are key to this market transformation.

Example:

A public agency wants to pursue the strengthening of capacity of small local suppliers in providing
durable furniture for their offices, in correspondence with the overall government objectives. They
are establishing several elements in their procurement process to achieve this objective by specify-

ing:

... the subject matter as: “provision of durable furniture from sustainably harvested wood” or “provi-
sion of durable furniture from locally retrieved secondary materials”.

... exclusion criteria: No specific emphasis is placed on previous experience managing large con-
tracts.

. award criteria: a concept must be included in the tender for reuse/repurposing/upcycling of
product at end-of-life in the local community, weighted at 10 %.

... cost elements: Owners Estimate is given for local servicing / maintenance.

...tender evaluation: a price preference is given to goods/services with a domestic content
(TKDN) of at least 25 %.

... contract performance clauses: availability of local servicing / maintenance on demand.

... a limited size in value of each contract not exceeding capacity of very small suppliers. Contract
is awarded in several independently published invitations for tenders to fulfil overall demand.

Additionally, the agency decides to ensure that a range of potential small local suppliers is aware
of the tendering opportunity and that ample time is provided to prepare a formal quotation.

Before specifying these criteria and requirements, they could enter into a market dialogue (as part
of procurement planning — see chapter 3.1.2) to assess the existing capacity of local suppliers.

83 Refer to Article 20 (2) of the Presidential Regulation (N0.16/2018)
84 Refer to Article 76 (4) of the Presidential Regulation (N0.16/2018)

85 Global Business Guide 2016, Indonesia SMEs: Increased Government Support to Overcome Challenges,
http://www.gbgindonesia.com/en/main/why _indonesia/2016/indonesia_smes_increased government_support to ov
ercome challenges 11603.php, last accessed 02.07.2020
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In the context of small businesses participation, the Presidential Regulation (No. 16/2018) specifi-
cally supports the encouragement of creative industries®®. Creative industries are defined as those
industries which produce tangible or intangible artistic and creative output, and which have a po-
tential for income generation through the exploitation of cultural assets and the production of
knowledge-based goods and services (both traditional and contemporary)®’. As most of those in-
dustries are community- or family-based, they are often small businesses as well.

5.1.3 Empowerment of local communities and businesses

The empowerment of local communities and businesses is anchored in various sections of the
Presidential Regulation (No. 16/2018). In this context, the regulation makes the use of domestic
products obligatory®®, defining domestic products to be designed, built and engineered in Indone-
sia®. In practice, compliance can be verified by a local content (TKDN) plus Company Benefit
Weight (BMP) of at least 40%%° (see chapter 4.5.4).

Additionally, a price preference is given as incentive for the use of domestic products. Those
goods / services, which have a local content (TKDN) of at least 25%, can receive a price prefer-
ence of up to 25% in tender evaluation®:.The price preference for construction work carried out by
national businesses can be considered with up to 7.5% in tender evaluation® (see chapter 4.5.4).

Additionally, foreign businesses that participate in International Tender / Selection are requested to
carry out business cooperation with national businesses. Cooperation can be implemented “[...] in
the form of consortium, subcontract or other forms of cooperation.”® . Furthermore, foreign busi-
nesses “[...] must cooperate with domestic industries that manufacture spare parts and provide
after-sales services.”®*

The empowerment of local communities and businesses is not only intended to be anchored in
tender evaluation (see chapter 3.3.1), but also in pre-qualification based on the Electronic Pro-
curement System (SPSE). The Electronic Procurement System is requested to include the man-
agement of community participation®®, thus containing another important instrument to strengthen
local institutions.

5.1.4 Equality and Diversity

The request to support equality and diversity is not further specified in the Presidential Regulation
(No. 16/2018). Equality could address economic or gender equality within Indonesia. Diversity
could address the respect of indigenous rights. Respective criteria could aim to support local em-
ployment, reduce the risk for land conflicts and in this context request sustainably managed forest.
The request for economic and gender equality is also anchored in the ILO core conventions No.

86 Refer to Article (4) of the Presidential Regulation (N0.16/2018)

87 Definition provided by KLHK in May 2020

88 Refer to Article 4 of the Presidential Regulation (No.16/2018)

89 Refer to Article 66 (1) of the Presidential Regulation (N0.16/2018)

9% Refer to Article 66 (2) of the Presidential Regulation (N0.16/2018)

%1 Refer to Article 67 (1-4) and (6) of the Presidential Regulation (N0.16/2018)
92 Refer to Article 67 (5), (6) of the Presidential Regulation (N0.16/2018)

93 Refer to Article 63 (3) of the Presidential Regulation (N0.16/2018)

%4 Refer to Article 63 (4) of the Presidential Regulation (N0.16/2018)

9 Refer to Article 71 (3) of the Presidential Regulation (N0.16/2018)

65



Oko-Institut eV. SPP Guidance Indonesia: Economic, Social and Environment Criteria

87,98,100 and 111 (see chapter 5.1). The freedom of association, protection of the right to organ-
ise and collective bargaining as well as equal remuneration support equality and are addressed in
the ILO core conventions.

The criteria listed above constitute examples. Depending on priorities of the Indonesian govern-
ment, different aspects of equality and diversity might be addressed.

Case Study: Social criteria on diversity®

The Yvelines Department in France makes use of public procurement processes to support inte-
gration in the labour market of formerly unemployed people. A respective template for the contract
performance clauses was developed, which sets a number of working hours for the duration of the
contract that must be worked by the long-term unemployed. The department aims to make it com-
pulsory to integrate formerly unemployed people in half of its public contracts by 2020.

5.1.5 Other social criteria

There are additional social impacts of products and services besides those social impacts refer-
enced in the Presidential Regulation (No. 16/2018), such as consumer privacy, end-of-life respon-
sibility or respect of intellectual property rights. Table 5-3 provides an overview of social aspects

which could possibly be addressed in Indonesian procurement.

Table 5-3:

Freedom of Association and Collective Bargaining
Child Labour

Fair Salary

Working Hours

Forced Labour

Equal opportunities/Discrimination
Health and Safety

Social Benefits/Social Security
Health & Safety

Feedback Mechanism

Consumer Privacy

Transparency

End of life responsibility

Access to material resources
Access to immaterial resources

Delocalization and Migration

Social impacts addressed in the Social-LCA guideline by UNEP

Cultural Heritage

Safe & healthy living conditions

Respect of indigenous rights

Community engagement

Local employment

Secure living conditions

Public commitments to sustainability issues
Contribution to economic development
Prevention & mitigation of armed conflicts
Technology development

Corruption

Fair competition

Promoting social responsibility

Supplier relationships

Respect of intellectual property rights

Source: UNEP 2009; GUIDELINES FOR SOCIAL LIFE CYCLE ASSESSMENT OF PRODUCTS

http://wedocs.unep.org/bitstream/handle/20.500.11822/7912/-

9% Ecovadis 2019, Toward Sustainable Public Procurement, https://www.oneplanetnetwork.org/case-studies, last ac-

cessed 19.05.2020
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Guidelines%20for%20Social%20Life%20Cycle%20Assessment%200f%20Products-20094102.pdf?sequence=3&isAllowed=y

Defining and verifying social criteria can be very complicated. The United Nations Environment
Programme (UNEP) has developed the so-called methodological sheets for defining, measuring
and verifying life-cycle based social criteria (social life-cycle assessment, s-LCA). These methodo-
logical sheets could be used especially for interpreting criteria such as equality and diversity, which
are not clearly defined®’.

5.1.6 Hotspot identification

As global value chains are comple, it is not possible to address all social issues in all input mate-
rials and production steps of a product. Instead, it is recommended to initially focus on criteria for
the worst social impacts (hotspots). In most cases, the hotspots of a product group can be ex-
tracted from the criteria sets of labels and publications of NGOs and academic institutions working
in the field of human rights. Experiences from other countries in dealing with social criteria in the
procurement process can also be helpful. If those sources fail to deliver starting points for criteria
development, a social hotspot analysis can be commissioned.

Example: Possible negative social impacts (hotspots) of the supply chain of wooden furni-
ture

- lllegal logging might threaten the livelihood of indigenous people or communities

- Insufficient occupational health and safety measures might expose workers in the mill to severe
risks

- Toxic chemicals might have been used, thus having negative health impacts on workers and end
consumers

Aiming to include social criteria, it should be kept in mind that social hotspots, and thereby effective
criteria, vary among different product groups and services. Therefore, it is important to identify
and formulate social criteria according to the specific value chains. Although some aspects
are common for numerous products and services, an individual adjustment is necessary.

Example: Products group specific hotspots

Child labour is a social hotspot in many product groups. As it is part of the ILO core conventions,
abolition of child labour should be included as minimum criteria for all product groups.

On the other hand, the ILO chemicals convention No 170 is only relevant for product groups where
the unsound use of chemicals represents a social risk. If unsound use of chemicals represents a
social hotspot in furniture and paper production in Indonesia, this ILO convention should be re-
ferred to.

5.2 Including social criteriain the Indonesian procurement process

In principle, social criteria can be included in all five steps of the Indonesian procurement process
(see chapter 3). The final choice where to include them mainly depends on (1) identified hotspots,
(2) market readiness and (3) priorities.

97 UNEP 2013, The methodological sheets for sub-categories in Social Life-cycle Assessment (s-LCA),
https://www.lifecycleinitiative.org/wp-content/uploads/2013/11/S-LCA_methodological sheets 11.11.13.pdf, last ac-
cessed 01.07.2020
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Priorities are especially important to solve conflicts of interests. Conflicting objectives can exist
between different social aspects (see example below).

Example: Priorities are needed to solve the conflict of interest between different social cri-
teria

The Presidential Regulation (No. 16/2018) explicitly supports the empowerment of small business-
es. If a criterion is included for suppliers to verify compliance with ILO convention No. 155 on oc-
cupational health and safety; a conflict of interests could arise if there are no small businesses
which are able to verify compliance. Clear priorities are necessary to solve the conflicting objec-
tives. Publishing the weighting in tender evaluation at the beginning can be used to communicate
those priorities to suppliers in advance.

5.2.1 Procurement Planning

Social criteria should be considered from the beginning of the procurement process, including pro-
curement planning (see chapter 3.1). It is important to take social aspects already into account
throughout the following activities:

« ldentification of procurement needs: Embed social impacts already in procurement needs, e.g.
“Need for furniture which protects the rights of indigenous communities”

« Market consultation: Integrate social criteria in market consultation if compliance with targeted
requirements is not known, e.g. “Are suppliers capable of verifying compliance with additional
ILO conventions exceeding core conventions?”. Market consultation should also be used to in-
form suppliers about foreseen priorities of future tenders, which is why those social criteria that
are planned to be included should be addressed in market consultation.

« Procurement packages: Define packages in order to support positive social impact, e.g. in suita-
ble sizes for MSME patrticipation (see chapter 5.1). It is also important to consider a timeframe
which allows fair working conditions and hours for (small) suppliers, meaning the delivery date
should allow for enough working weeks to provide the goods/services. A tight timeframe in-
creases the risk of unfair working conditions (especially in small businesses).

« Deciding which type of procurement to use: Select a procurement procedure which allows for the
consideration of social aspects, e.g. national tenders for the empowerment of local businesses.
Express tenders should only be used if suppliers with suitable pre-qualifications regarding social
aspects are already listed.

5.2.2 Procurement Preparation

Throughout procurement preparation (see chapter 3.2), social criteria can be integrated into the
technical specifications or Terms of Reference (ToRs) of a tender:

« Subject matter: The subject matter of the tender can be used to emphasize a social focus, e.g.
“Furniture free from child labour”. As criteria and contract performances clauses must relate to
the subject matter, it is very important to include social criteria already at this stage.
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Examples: Further options to integrate social criteria in the subject matter

There is evidence about highly toxic chemicals in furniture, which pose a health hazard to both
industrial workers and furniture users. The following subject matter could be used to address this
issue:

“Furniture free of toxic chemicals”

Furthermore, there are reports about missing occupational health and safety measures for workers
on different process steps of furniture production (e.g. during logging, in the sawmill, during leather
tanning). The following subject matter considers such potential unsound working conditions in the
value chain and excludes them pre-emptively:

“Furniture produced under occupational health and safety standards”

Here, the ILO convention No. 155 (Occupational Safety and Health Convention) could be used as
the reference in the tender document.

The exclusion or award criteria and / or contract performance clauses would then specify how the
subject matter is operationalised.

« Criteria for supplier selection — exclusion and award criteria: Further social criteria can be in-
cluded as minimum or exclusion criteria in pre-qualification or as award criteria resulting in extra
points in tender evaluation (see chapter 4.5). Applying more ambitious social criteria as award
criteria makes sense, if the market availability of respective products or services is not known. In
this case, a minimum level of performance can be set in pre-qualification, and extra points for
even better performance be allocated at the award stage. If it is known that labour rights or other
social impacts are insufficiently guaranteed by available operators, a step-by-step implementa-
tion is recommended. In this case, very basic approaches to include social objectives can be
formulated initially. These can then be expanded, specified and formulated as minimum re-
guirements in the course of future tenders®,

Defining social criteria for Goods and Services

Suitable exclusion and award criteria can be derived from reliable standards such as Fairtrade
Standards, the SA8000 Standard or other national or international standards (see box below for
few examples). In order to identify suitable criteria for the Indonesian context, it is recommended to
give preference to reliable national standards or labels from comparative markets, e.g. in neigh-
bouring countries or regions. If criteria are found to be suitable for Indonesia, international stand-
ards might be used as well. Existing social hotspot analyses might be used for prioritization and in
order to decide on which social criteria should be included as minimum requirement (knock-out
criteria) and which ones as award criteria (extra points). One approach could be to use certain eco-
label or fair-trade criteria as minimum requirements in the technical specifications, and then award
extra points for fulfilling more ambitious ecolabel and/or fair-trade criteria. To ensure compliance
with social minimum standards, effective exclusion criteria could require potential suppliers to
demonstrate compliance with all applicable laws and conventions. Any information on past non-
compliance could keep them from successfully bid on a public contract for a certain time.

9% WEED e.V. 2009, Buy it fair, https://www2.weed-online.org/uploads/leitfaden.pdf, last accessed 01.04.2020
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Example: Reliable standards, initiatives and guidelines for deriving social criteria

Product-Groups Product-group-specific-standards,-initiatives-
and-guidelineso

Textilesm Fair-Wear-Foundation -Fairtrade-Cotton, -
Fairtrade Textiles, -Global-Organic-Textile-
Standard-(GOTS), IVN-BEST=

Furniturex= Forest-Stewardships-Council-(FSC),-Programme-
for-the-Endorsement-of-Forest-Certification-
(PEFC),-Level®, -IVN-Natural-Leather=

ICT-products= Solutions-for-Hope-(SfH),-ITRI-Tin-Supply-Chain-
Initiative-(ITSCi),-OECD-Guideleins-for-Conflict-
Minerals-&-other-Resources, - TCO-Certified, -
EPEAT label=

Toys= ICTI-Ethical Toy-Program,-FSC—SLIMF-
Standard-(Small-or-Low-Intensity-Management-
Forests), -Fairtrade-Sport-Balls,-Global-Organic-
Latex-Standard-{(GOLS),-Rainforest-Alliance-
CertifiedTM=

Source: Own compilation

Example:

lllegal logging not only has severe environmental impacts, but also threatens the livelihood of in-
digenous groups. For the procurement of wood-based furniture, an exclusion criterion could be
established as

“The supplier must demonstrate that all wood used in the production of the furniture is or will be
derived from legally managed plantations or forests and specified the source planta-
tion(s) / forest(s).”

This could be verified during tender evaluation as a pass / fail criterion:

“Has the supplier submitted sufficient proof or assurance that all wood used in the production of the
furniture is or will be derived from legally managed plantations or forests and has he specified the
source plantation(s) / forest(s).” Yes|[ ] No | ]

Such criterion could be further underpinned by “contract performance clauses” through which the
supplier is obliged to ensure that all wood is derived from legally managed plantations or forests
and that the customer (the procuring agency) has the right to undertake an independent audit at
any time.

In the Indonesian context, procurement agencies can also directly use the criteria of the SVLK
(Sistem Verifikasi Legalitas Kayu) certification system in the technical specifications for wood-
based products, such as furniture, paper etc. SVLK represents Indonesia’s national timber legality
assurance system, which is a mandatory legality and sustainability certification system. Apart from
the legality assurance, SVLK incorporates criteria on sustainable forest management and for sup-
porting low-risk, community-based forests. Thus, the SVLK mechanism, similar to the FSC*° certi-
fication, includes socio-economic requirements pertaining to indigenous rights, community em-
ployment, labour rights etc.

99 Forest Stewardship Council, https://fsc.org/en, last accessed 11.06.2020
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A possible formulation using the SVLK mechanism in the public procurement could be:

“All timber used in furniture to be supplied under the contract must comply with the requirements of
the SVLK (Sistem Verifikasi Legalitas Kayu) certification system”. (refer to the Annex for detailed
examples of using the SVLK mechanism and various possibilities of means of verification).

The procuring agency can also use the criteria of the SVLK scheme as an award criterion and
must decide on an appropriate weighting factor to be applied to each criterion, e.g. 20% of the
overall possible score (or more to emphasise the criterion even further).

Case Study: Responsible Timber Procurement in Madrid °°;

In 2010, Madrid adopted a new Timber Decree for implementing procurement policies that give
preference to suppliers of certified wood and at the same time a guarantee to consider social and
environmental criteria. The respective technical specifications for timber-based products include
environmental and social aspects:

« “Source of forest products and use of a specific production process: Products, constructions or
services that use in total or in part timber, paper or wood-based products must originate from
sustainably managed forests or must come from clean production processes (reduced environ-
mental impact related to resource consumption, emissions and waste production). For paper in-
dustry [the production process must be] ECF (Elementary Chlorine Free) or TCF (Totally Chlo-
rine Free).

« Compliance with the CITES Convention on International Trade in Endangered Species of Wild
Fauna and Flora.

« Compliance with ILO core conventions. If forest products come from non-EU countries, compli-
ance with decent working conditions throughout the whole supply chain must be proven. This
means that the eight core ILO conventions must be fulfilled.”

Instruments to verify performance in the supply chain / means of proof

Social impacts can typically not be measured in the final product itself but relate to processes fur-
ther up in the supply chain. Therefore, special attention should be paid to how tenderers’ compli-
ance claims can be verified.

In order to verify compliance with process-based social criteria, such as the payment of minimum
wages, instruments like membership in reliable multi-stakeholder initiatives, independent audit re-
ports or available certification with reliable labels can be used (see Table 5-4). Unverified self-
declarations and industry self-regulatory systems should be avoided.

Respective instruments may be referenced in the technical specifications or in contract perfor-
mance clauses for a procurement contract. Consumer-related impacts such as the presence of
certain chemicals in the final product to which a user may be exposed may be verified by test pro-
tocols and reports from independent laboratories.

100 Systainable Timber Action, Case study series, https://sustainable-procurement.org/case-studies/, last accessed
19.05.2020
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Table 5-4:
Instrument

Due dili-
gence

Code of
conducts

Multi-
Stakeholder
Initiatives

Certificates
and Labels

Independent
audits

Test proto-
cols

Self-
declarations

Compilation of verification instruments
Description

Due diligence can be used by companies to reach a higher transparency in their supply
chains and to know where risks of human rights violations are the highest. According to the
OECD Guidance for Responsible Business Conduct!?, it encompasses the process steps: (1)
embed responsible business conduct into policies & management systems, (2) identify & as-
sess risks, (3) cease, prevent or mitigate risks, (4) track, (5) communicate how impacts are
addressed and (6) remediation when appropriate.

It does not contain fixed targets for individual companies, but rather aims to create transpar-
ency in international supply chains for the companies themselves and the public.

Companies can be required to submit evidence of appropriate due diligence and remedy pro-
cesses in their supply chain.

Code of Conducts can be either developed by industry (by individual companies or sector
associations) or by a third party (by a civil society organization, government or a multi-
stakeholder initiative), to which the company then subscribes. They represent a public com-
mitment for complying with international standards. They cannot substitute for adequately
enforced protection under national law but could be a first step towards eliminating abuses in
production processes.

Multi-Stakeholder Initiatives (MSIs) comprise representatives of different interest groups, usu-
ally including businesses, trade unions, and civil society. MSIs could develop an own certifica-
tion scheme, offer a support scheme including continued performance monitoring, and pro-
vide access to complaint systems for workers and verification audits (sometime for certifica-
tion schemes developed by those MSIs).

Certificates and Labels are typically used as third-party verification for identified hotspots. It is
important to use only those schemes which are neutral and independent of the manufacturer.
They should be endorsed by civil society organizations or multi-stakeholder initiatives (see
above). Besides product-specific certifications such as FSC (wood) and GOTS (textiles), there
are schemes which can be used for different product groups, as for example the SA8000
Standard or Fairtrade Standards. In Indonesia, the national standard SNI can be used as
reference standard®?.

Independent audits can be used if no suitable certificates and labels exist for the integrated
social criteria. In such a case, appropriate standards and requirements for independent audi-
tors shall be defined. For instance, a requirement could be that independent audits are per-
formed by organizations accredited to ISO 17021 and conducted by SA8000, Responsible
Business Alliance (RBA) or BSCI'% certified auditors.

Test protocols can be used for product based social criteria, such as for the exclusion of cer-
tain chemicals in the end product. In this case, it is important to define which test
methods are accepted, and in which format the result has to be presented.

Industry self-regulatory systems have limitations in terms of their acceptance in civil society
organizations. In general, third party verifications should be preferred over self-declarations.

Source: Oeko-Institut

101 OECD 2018, OECD Due Diligence Guidance for Responsible Business Conduct,
https://mnequidelines.oecd.org/OECD-Due-Diligence-Guidance-for-Responsible-Business-Conduct.pdf, last ac-

cessed 05.06.2020

102 |n principle, the social criteria could be added to the SNI standards for relevant products. This process can be done
through SNI revision in a multi-stakeholder consultation.

103 |1SO 17021: Conformity assessment — Requirements for bodies providing audit and certification of management

systems

104 Business Social Compliance Initiative, https://www.amfori.org/content/what-we-do-0, last accessed 05.06.2020
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Case study: Use of a shared supplier code of conduct in Sweden 1%

Code of conducts are one suitable instrument to verify compliance with process-based criteria, as
working conditions throughout contract execution. Since 2010, the Swedish procurement network
has been using a shared code of conduct, thus supporting procurement institutions with insufficient
capacities to develop individual templates.

Case study: TCO Certified Label or Electronic Industry Citizenship Coalition (EICC) mem-
bership as means of proof for socially responsible public procurement of ICT-hardware 1%

The German Federal Ministry for Economic Cooperation and Development (BMZ) used a two-step
approach in order to procure socially responsible ICT hardware. The tender included binding mini-
mum criteria (technical specifications) and advanced criteria (award criteria). Compliance with ILO
conventions and other core labour standards could be verified by:

« “Alabel, for example a TCO Certified label or equivalent

« An equivalent inspection report issued by an independent third party (product-specific examina-
tion of the manufacturing conditions on the basis of the required labour and social standards)

« Membership of the manufacturer in the Electronic Industry Citizenship Coalition (EICC), includ-
ing the submission of all current audit reports (related to the goods to be delivered) from an in-
dependent third party in accordance with the ‘EICC Validated Audit Programme Quality Re-

(1]

quirements’.

Case Study: Membership in a Multi-Stakeholder Initiative as means of proof for the compli-
ance with the ILO core conventions??’;

The Ministry of Labour and Social Affairs in the Czech Republic requested bidders to comply with
the ILO core conventions in textile tenders. Compliances could be verified “[...] through member-
ship of the Fair Wear Foundation (FWF) or another system for controlling working conditions along
their supply chain. When an organisation joins FWF, it expresses a commitment to implementing
the eight FWF labour standards in their supply chain:

« Employment is freely chosen

« There is no discrimination in employment

« No exploitation of child labour

« Freedom of association and the right to collective bargaining
« Payment of a living wage

« No excessive working hours

« Safe and healthy working conditions

« Legally binding employment relationship

105 Ecovadis 2019, Toward Sustainable Public Procurement,
https://www.oneplanetnetwork.org/sites/default/files/ecovadis-public-procurement-guidelines-v6.pdf, last accessed
19.05.2020

106 European Commission 2020, Making Socially Responsible Public Procurement Work: 71 Good Practice Cases:

https://op.europa.eu/en/publication-detail/-/publication/69fc6007-a970-11ea-bb7a-01aa75ed71al, Accessed
02.07.2020

107 European Commission 2020, Making Socially Responsible Public Procurement Work: 71 Good Practice Cases:
https://op.europa.eu/en/publication-detail/-/publication/69fc6007-a970-11ea-bb7a-0laa75ed71al, Accessed
02.07.2020
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Bidders also had to identify the manufacturer, the brand and the place of manufacturing of each
type of product. This is to allow the procurer to have some level of visibility and control over work-

ing conditions in the supply chain.”

5.2.3 Selection Process

Different methods can be used for tender evaluation (see chapter 3.3.1). A value system evalua-
tion allows to integrate social criteria. The examples below show three scenarios of the integra-
tion of a social award criterion (compliance with ILO convention No 155) in a Cost-Utility Analysis.

Scenario 1: The two offers have a different price, a different quality. While offer 1 verified compli-
ance with ILO convention No 155, offer 2 is not compliant. In this scenario, the more expensive
offer with a higher quality and ILO No 155 compliance wins the bid.

Table 5-5: Social criterion included in a Cost-Utility Analysis: Scenario 1
Award Calculation | Value Tender Awarded Weighted
Criterion Formula system  bid values points (per | points
evalua- criterion)
tion
Offer 1 Offer 2 Offer  Offer2 Offer1 Offer 2
1
Offer price Min. value x 60% 2,400,000 2,000,000 83 100 50 60
100 / bid Rp Rp
value
Quality Very good: 20% very good good 100 80 20 16
100
Good: 80
Compliance with Yes: 100 20% Yes No 100 0 20 0
additional  ILO pNg: 0
Convention No.
155
SUM 100 % 90 76

Source: Own calculations
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Scenario 2: In contrast to the first scenario, both offers have the same quality. In this scenario, the
more expensive offer with additional ILO compliance again wins the bid.

Table 5-6: Social criterion included in a Cost-Utility Analysis: Scenario 2
Award Calculation Value Tender Awarded Weighted
Criterion Formula system  bid values points (per | points
evalua- criterion)
tion
Offer 1 Offer 2 Offer | Offer Offer Offer
1 2 1 2
Offer price Min. value x 60% 2,400,000 2,000,000 83 100 50 60
100 / bid Rp Rp
value
Quality Very good: 20% very very 100 100 20 20
100 good good
Good: 80
Compliance with Yes: 100 20% Yes No 100 0 20 0
additional ILO No: 0
Convention  No.
155
SUM 100 % 90 80

Source: Own calculations
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Scenario 3: Compared to the first two scenarios, the weighting of the different criteria has been
changed. Whereas before the offer price accounted for 60%, this share now increased to 70%. At
the same time, the weighting for the social award criterion is reduced from 20% to 10%. In this
scenario, the cheaper offer with no additional ILO compliance wins the bid

Table 5-7: Social criterion included in a Cost-Utility Analysis: Scenario 3
Award Calculation Value Tender Awarded Weighted
Criterion Formula system | bid values points (per | points
evalua- criterion)
tion

Offer 1 Offer 2 Offer | Offer Offer Offer

1 2 1 2
Offer price Min. value x 70% 2,400,000 | 2,000,000 @83 100 58 70
100 / bid val- Rp Rp
ue
Quality Very good: 20% very very 100 100 20 20
100 good good
Good: 80
Compliance with Yes: 100 10% Yes No 100 0 10 0
additional  ILO Ng: 0
Convention No.
155
SUM 100 % 88 90

Source: Own calculations

The weighting system and social criteria has an enormous influence on the tender results and
hence, should be carefully chosen. As long as the foreseen weighting is communicated transpar-
ently and in advance, tender evaluation can follow the chosen priorities and support the govern-
ment’s strategy.

In order to ensure equal treatment of tenderers and to avoid the submission of own vague declara-
tions, standard templates for a tenderer's declaration should be made available. Such templates
also have the advantage that they are available to potential contractors at any time as a standard
document.

Example: Providing standard templates for the selection of tenderers 1%

The tenderer commits to carry out work under decent working conditions. Furthermore, the bidder
undertakes to ensure decent working conditions in his supply chain, i.e. in compliance with ILO
Core Conventions 87 and 98; 29 and 105; 138 and 182; 100 and 111 and the additional ILO con-
ventions 1 and 155 (www.ilo.org). The enclosed form must be completed as proof (see Annex).

108 WEED e.V. 2009, Buy it fair, https://www?2.weed-online.org/uploads/leitfaden.pdf, as of 01.04.2020
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5.2.4 Contract Implementation and Handover Procedures

The compliance with social criteria is often difficult to demonstrate through certificates, declara-
tions, code of conducts, management systems, membership in initiatives, etc. Including social cri-
teria in exclusion and award criteria may motivate suppliers to produce a range of paperwork as
evidence for compliance. However, this may still not ensure actual compliance with basic social
standards. Also, some of the work in providing a product or service may not have been undertaken
when a bid for a public contract is submitted.

If a risk of non-compliance with the purposes of the procurement is deemed possible, contract per-
formance clauses may be introduced in the contractual requirements. Thus, suppliers could be
contractually required to maintain specified social minimum standards, e.g. minimum wage, health
and safety procedures, child labour safeguards. In the contract, possibilities for scheduled and un-
scheduled audits could be included and sanctions could be defined. Suppliers that implement a
contract while not maintaining specified social safeguards, risk high fees, other sanctions and ex-
clusion from future contracts. In any case, requirements must be linked to the subject matter and
published in the tender call.

Case Study: Integration of social criteria in contract performance clauses in Sweden °:

In the open public tender for computer, server, printer and copier, the Swedish government inte-
grated a Code of Conduct regarding ILO core conventions and further social criteria in the contract
performance clauses.

Contractor Stockholm

Products Computer, server, printer, copier

Contract duration 2011-2014

Total volume ~ 1 Million €/ year

Type of tender Open public tender

Social criteria Requirements of the CoC covering ILO Core Conventions (29, 87, 98, 100, 105,

111, 138, 182), the Universal Declaration of Human Rights, Article 32 of the UN
Convention on the Rights of the Child, UN Convention against Corruption as well
as National legislation in the country of origin w.r t work safety and workers' rights

Realization in tender  Contract Performance Clauses
Verification (Questionnaire for progress controlling & monitoring and audit {on-site)
Winner Ricoh, Dell and Atea

109 WEED eV. 2016, Praxisbeispiele: =~ Sozial  verantwortliche  IT-Beschaffung, https://www2.weed-
online.org/uploads/praxisleitfaden it beschaffung 2 auflage web.pdf, last accessed 01.07.2020
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Example: Integration of social criteria in contract performance clauses

The bidder is obligated to ensure humane working conditions throughout the supply chain, i.e. in
compliance with the ILO Core Conventions 87 and 98; 29 and 105; 138 and 182; 100 and 111
(www.ilo.org).

The customer can perform unscheduled audits at any time.

If the supplier fails to comply with those standards defined in the contract, a fine of xy Rp. has to
be paid.

5.3 Creating the right framework conditions

As shown in the previous chapters, the Presidential Regulation (No. 16/2018) foresees the imple-
mentation of sustainable public procurement and has established appropriate framework condi-
tions for integrating social criteria in the procurement process. As the inclusion of social criteria is
just being established in Indonesia, it is necessary to minimize legal uncertainties, conduct market
analysis and to establish dialogues with manufacturers. These steps are necessary to clarify the
scope and feasibility of inclusion of social criteria''?. In Indonesia, the starting conditions are good,
as all eight ILO core conventions have been ratified, and aspects such as minimum wages, work-
ing hours and occupational health and safety are addressed in national laws and regulations. It is
important to ensure that uncertainty about recognition and inclusion of social criteria is not passed
on to suppliers. Government agencies and procurement officers should ensure that invitations to
tender are very clear and deliberate about all requirements and criteria they expect to be fulfilled by
a potential supplier.

5.4 Further reading

European Commission 2010, Buying Social — A Guide to taking into account of social considera-
tions in Public Procurement: https://op.europa.eu/en/publication-detail/-/publication/cb70c481-
0e29-4040-9be2-c408cddf081f/language-en/format-PDF/source-search

European Commission 2020, Making Socially Responsible Public Procurement Work: 71 Good
Practice Cases: https://op.europa.eu/en/publication-detail/-/publication/69fc6007-a970-11ea-bb7a-
Olaa75ed71al

ISO 260000 Social responsibility: https://www.iso.org/iso-26000-social-responsibility.html

Legality verification in timber supply chains, example from Indonesia: “Policy on Timber Legality
Verification System for Sustainable Public  Procurement and Green Products”
https://www.researchgate.net/publication/336848481 111

OECD Due Diligence Guideline: https://mneguidelines.oecd.org/OECD-Due-Diligence-Guidance-
for-Responsible-Business-Conduct.pdf

One Plante Network — Case studies on SPP: https://www.oneplanetnetwork.org/case-studies

110 WEED e.V. 2009, Buy it fair, https://www?2.weed-online.org/uploads/leitfaden.pdf, last accessed 01.04.2020

111 Timber Legality Verification is only suitable to prove that used wood is coming from legal sources. It is not suitable to
verify a sustainable origin of wood in the course of SPP and should always be complemented with additional sustain-
ability requirements as FSC certification.
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Social Accountability International - SA8000 Standard: http://www.sa-
intl.org/index.cfim?fuseaction=Page.ViewPage&PagelD=1689

TCO Certified for Notebooks (Version 8): https://tcocertified.com/files/certification/tco-certified-
generation-8-for-notebooks. pdf

UNEP 2009; GUIDELINES FOR SOCIAL LIFE CYCLE ASSESSMENT OF PRODUCTS
http://wedocs.unep.org/bitstream/handle/20.500.11822/7912/-
Guidelines%20for%20Social%20Life%20Cycle%20Assessment%200f%20Products-
20094102.pdf?sequence=3&isAllowed=y

UNEP 2012, Sustainable Public Procurement Implementation Guidelines:
https://www.oneplanetnetwork.org/sites/default/files/sustainable public procurement implementati
on _quidelines.pdf

UNEP 2013, The methodological sheets for sub-categories in Social Life-cycle Assessment (s-
LCA), https://www.lifecycleinitiative.org/wp-content/uploads/2013/11/S-
LCA methodological sheets 11.11.13.pdf

UN Guiding Principles in Business and Human Rights:
https://www.ohchr.org/documents/publications/quidingprinciplesbusinesshr en.pdf
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6 Environmental criteriain SPP

The Presidential Regulation (No. 16/2018) stipulates that public procurement shall contribute to
sustainable development, of which environmental sustainability is a major component. According to
the Presidential Regulation (No. 16/2018), the “reduction of negative impacts of health, air quality,
soil quality, water quality, and use of natural resources in accordance with the provisions of laws
and regulations” shall be pursued*!2.In this way, Presidential Regulation (No. 16/2018) can clearly
be seen as the instrument for supporting the Indonesian government in meeting its national and
international environmental goals and commitments, such as the Paris Agreement on climate
change and the Convention on Biodiversity to name a few.

Environment aspects in the public procurement are also regulated in the Ministry of Environment
and Forestry Regulation No. 5/2019 concerning Procedures for the Application of Ecolabel for Pro-
curement of Green Goods and Services (Bahasa: Pertaturan Menteri Lingkungan Hidup dan Kehu-
tanan Republik Indonesia Nomor P.5/MENLHK/SETJEN/KUM.1/2/2019 tentang Tata Cara Pen-
erapan Label Ramah Lingkungan Hidup Untuk Pengadaan Barang dan Jasa Ramah Lingkungan
Hidup). The Ministerial Regulation No. 5/2019 contains an appendix of the list of references for
green goods and services. Currently, six product groups are listed in the appendix: photocopy pa-
per, plastic stationery folder / file, wooden furniture, two types of medical waste processing equip-
ment (autoclave hybrid and microwave hybrid) and air-conditioning devices (inverter and non-
inverter).

6.1 Environmental impacts of procured goods and services

Goods and services may impact the environment and health in different ways along their full life-
cycle. For instance, greenhouse gases are emitted during the manufacturing, transportation and
use of products and components; hazardous substances and chemicals are used in products,
coatings etc.; deforestation, landscape destruction and biodiversity loss occur as a result of the
extraction of raw materials, such as wood, metals, cotton etc. Hence, the procurement and con-
sumption of products and services are associated with several environment impacts such as:

« Climate change

« Ozone depletion

« Ecotoxicity for aquatic fresh water

« Human toxicity

« Acidification

« Terrestrial and aquatic eutrophication

« Resource depletion

« Land transformation

« Biodiversity loss

« Photochemical ozone formation

Environmental criteria in public procurement address and mitigate environmental impacts typically
associated with the product or service to be procured. Criteria should be defined to implement en-

112 Refer to Article 1 (50) of the Presidential Regulation (No. 16/2018)
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vironmental policy objectives and address the environmental “hotspots” of the product or service to
be procured. Hotspots are the processes with the biggest environmental impact throughout the
product life-cycle. However, the magnitude of the above-mentioned environmental impacts may
vary significantly between the products and services. Some products might be highly relevant for
the climate change impact (e.g. building materials, vehicles), while others are key to ecotoxicity
(e.g. detergents). The environmental impacts can also be distributed evenly or unevenly over the
whole life-cycle of products. For instance, climate change could be a dominant environmental im-
pact during the manufacturing of a product (e.g. laptops), and photochemical ozone formation may
be more relevant in the use-phase (e.g. paints).

Thus, before deriving technical specifications for the procurement of environmental-friendly op-
tions, it is important to understand the specific environmental impacts associated with products and
services, their distribution over the life-cycle, and which materials and processes are responsible
for the respective impacts.

Figure 6-1: Example of environmental impacts and possible procurement criteria for
copying & graphic paper

Environmental impacts Environmental criteria

Procurement of paper based
on post-consumer recovered
paper fibres (recycled paper)
or paper based on legally

and/or sustainably harvested

Forest destruction and potential
loss of biodiversity

Emissions to air and water
during pulp and paper production

virgin fibre
Energy and water consumption Procurement of paper
during production produced through process

characterised by low energy

Chemical consumption during consumption and emissions

production

Avoidance of certain
substances in paper
production and bleaching

Waste generation during
production (rejects and sludge)

Source: Own lllustration ; Based on European Commission (2008): Copying & graphic paper - GPP Product Sheet;
https://ec.europa.eu/environment/gpp/pdf/toolkit/paper GPP_product sheet.pdf; last accessed: 22.06.2020
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Figure 6-2: Example of environmental impacts and possible procurement criteria for

computers & monitors

Environmental impacts

Energy consumption and resulting
Greenhouse Gas emissions from
production and use.

Air, soil and water pollution,

bioaccumulation and effects on

aquatic organisms due to raw
material extraction and processing,
and hazardous substances used in

Environmental criteria

Purchase energy efficient
models

Design for durability,
upgradeability and repairability

Product life extension upon the
end of its service life

products.

Design for dismantling and
End-of-life management to
maximize the recovery of
Resources

Consumption of finite resources and
critical raw materials to produce IT
products

Generation of potentially hazardous
waste electronic equipment upon its

final disposal restricted amount of
Hazardous constituents

Purchase products with a

Source: Own lllustration ; Based on European Commission (2008): EU GPP Criteria for Computers and Monitors,
https://ec.europa.eu/environment/gpp/pdf/toolkit/computers%20and%20monitors/EN.pdf; last accessed: 22.06.2020

Assessing the environmental impacts of products and services is a very complex task. Generally,
such assessments are conducted by experts on Life-Cycle Assessment (LCA) with a strong tech-
nical background. Subsequently, formulation of specific criteria to address the identified environ-
mental impacts is not trivial either. Therefore, it cannot be expected from the public procurement
agencies to be able to perform this task completely on their own. The public procurement agen-
cies, in general, lack technical resources for conducting such studies themselves. In most cases,
financial resources for commissioning consultancy services are not available as well.

Accordingly, the key questions from the perspective of public procurement agencies and consider-
ing the above-mentioned limitations are:

« How to integrate environmental considerations into tender procedures?

How to consider environmental criteria during tender evaluation?
« Where to find assistance in developing environmental criteria?

« How to assess and verify environmental claims made by tenderers?
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6.2 Translating environmental impacts in procurement criteria

Chapters 3, 4 and 5 have described in detail how sustainability-related considerations can be inte-
grated at different stages of the procurement procedure into the framework of Presidential Regula-
tion (No. 16/ 2018) in Indonesia. Therefore, the detailed explanation of a stepwise sustainable pro-
curement approach is not repeated in this chapter, and it is recommended to consult chapters 3, 4
and 5. Like economic and social considerations, environmental aspects can be integrated at all the
stages of a procurement cycle. For example, during the:

« market consultation for judging the capacity and capability of potentials suppliers to deliver prod-
ucts and services that fulfil certain environmental standards,

« definition of procurement packages to allow small and innovative businesses focussing on envi-
ronmental-friendly production technologies to participate in tenders,

« definition of the type of procurement, for instance, by applying direct procurement, express ten-
ders or e-purchasing for suppliers offering environmental-friendly products and services

« definition of the subject matter where the scope and message can be formulated at the very be-
ginning, for instance, by asking for the supply of ecological and recycled paper,

« formulation of exclusion criteria to exclude suppliers with professional misconduct in the past,
including cases of non-compliance with environmental legislation,

« formulation of selection criteria as minimum environmental requirement for pre-qualification to
the tendering process, for instance by asking for the evidence of environmental technical capaci-
ty, establishment of an Environment or Energy Management System etc.,

« formulation of award criteria for setting incentives for the best performers and providing extra
award points during the tender evaluation,

« provision of weightage to environmental aspects in the tender evaluation phase,

« phase of contract implementation & handover procedures to include certain environmental con-
siderations during the execution of the contract, in cases where the market does not seem to be
ready for certain environmental requirements at the time of publishing the tender, and

« definition of means of verification applied by the contracting authority to check compliance, and
adequate sanctions & penalties in cases of breach.

This chapter focusses on first two bullet points highlighted on the last page, i.e. where to find assis-
tance in developing environmental criteria and how to assess and verify environmental claims
made by tenderers.
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6.3 Identification of environmental criteria for technical specifications

6.3.1 Typelecolabels and other reliable environmental labels

The easiest way to define environmental criteria is to extract the criteria from reliable environ-
mental labels and standards available in Indonesia. Especially, type-I ecolabels!!® offer a very
good opportunity to use their criteria for the purpose of developing technical specifications in public
procurement. Type-I ecolabels develop science-based criteria considering the whole life-cycle of a
product or service, address multiple key environmental and health impacts, and are awarded by an
independent and unbiased third party.

Several ecolabels (not necessarily type-1 ecolabels) are already present in the Indonesian market.
Few examples of ecolabels in Indonesia are:

« Indonesian ecolabel (Ramah Lingkungan), managed by the Indonesian Ministry of Environment,
for forest products/ paper and furniture

« Forest Stewardship Council (FSC) for forest products / paper

« Global Organic Textile Standard for textiles

« EU-Ecolabel for appliances, building products, cleaning products, forest products / paper, elec-
tronics, textiles, tourism etc.

« Green Seal for many products and services

o TCO certified for IT products

More information on the availability of ecolabels in Indonesia can be found at
http://www.ecolabelindex.com/ecolabels/?st=country,id.

Furthermore, the list of references for green goods and services, as presented in the appendix of
the Ministerial Regulation Number 5 of 2019, is shown below (status August 2019):

113 According to ISO categorisation, environmental claims can be classified as:
Type |: Voluntary environmental labels based on a multi-criteria system which analyses the entire product life-cycle,
subject to external certification by an independent body (ref.: ISO 14024)
Type II: Environmental self-declarations by manufacturers, importers or product distributors without the intervention of
an independent certification board (self-declarations also include “Recyclable”, “Compostable” etc.) (ref.: ISO 14021)

Type lll: Include declarations based on pre-established parameters, and which contain a quantification of the envi-
ronmental impacts associated with the product life-cycle through an LCA (life-cycle assessment). They should be
subject to an independent check and presented in a clear and comparable format. The International EPD “Environ-
mental Product Declarations” system is among these (ref.:ISO 14025)
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Table 6-1:

No. | Product
category

1 Paper

2 Plastic

3 Wood

4 Medical
Waste Pro-
cessing
Equipment

5 Medical
Waste Pro-
cessing
Equipment

6 Air-
Conditioning
Devices (AC)

Appendix, The Minister of Environment and Forestry Regulation Number 5
of 2019 concerning procedures for the application of ecolabel for the pro-
curement of green goods and services

Product

Photocopy
paper

Stationary
(Folder/ File)

Wood for
Furniture

Autoclave
Hybrid

Microwave
Hybrid

Inverter and
Non-Inverter

Ecolabel
scheme

Ecolabel Type |
(MoEF)

Ecolabel Type
Il (MoEF)

Timber Verifi-
cation and
Legality Sys-
tem (SVLK)
(MoEF)

Green Techno-
logy Verificati-
on (MoEF)

Green Techno-
logy Verificati-
on (MoEF)

Energy Saving
Label for AC
(Ministry of
Energy and
Mineral Re-
sources)

Criteria

Ecolabel Criteria are stipulated in
SNI Ecolabel Criteria.

Ecolabel claim is declared by the
Manufacturer based on SNI ISO
14021:2017 Environmental label
and declaration - Self-declared envi-
ronmental claim (Ecolabel Type II).

SVLK criteria based on: Regulation
of the Director General of Sustaina-
ble Production Forest Management
Number P.14/PHPL/SET/ 4/2016 on
Standards and Guidelines for the
Implementation of Performance
Assessment of Sustainable Produc-
tion Forest Management (PHPL) and
Timber Legality Verification.

Green Technology Verification
based on: a. Green Technology Veri-
fication Scheme. b. SNI'ISO
14034:2017 Environmental Man-
agement - Environmental Technolo-
gy Verification.

Green Technology Verification
based on: a. Green Technology Veri-
fication Scheme. b. SNI'ISO
14034:2017 Environmental Man-
agement - Environmental Technolo-
gy Verification.

Minimum Energy Performance
Standard (SKEM) Criteria and Energy
Saving Label based on: a. MEMR
Regulation Number 57 of 2017 con-
cerning Application of Minimum
Energy Performance Standard and
Inclusion of Energy Saving Label for
Air Conditioning Devices. b. SNI 04
6958:2003 Household and similar
electrical appliances - Energy saving
label.

Source: EKONOMI HIJAU (Green Economy), August 2019 Edition, Jakarta

Logo

Ramah Lingkungan

(Claim on specific
environmental as-
pect)

L7

Indonasian

LEGAL
Wood

Green Technology
Registration Letter

Green Technology
Registration Letter
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It is important to know that many environmental labels and claims are present in the market. Even
in the Indonesian context, many such claims may exist in the form of labels, logos and campaigns.
Many companies and initiatives try to lure specific consumer groups with the projection of a green
image. In many cases, reliability and seriousness of such claims cannot be judged appropriately,
mostly due to a lack of transparency in the process. From the perspective of public procure-
ment, it is advisable not to include or accept such self-declaration claims or purely compa-
ny-specific labels in the tendering process. At the most, self-declaration can be used only in
special cases in order to reduce the barriers for market access, for instance, for community-based
small organizations, SMEs etc. On the other hand, self-declaration mechanism can be applied in a
multi-year umbrella contract only for few initial years of contract implementation, but then shall be
required to be substituted by reliable independent, third-party verification mechanisms.

As the criteria of ecolabels (especially type-l ecolabels) are based on a scientific analysis of all
environmental impacts over the whole life-cycle of products and services and certification process
is independent, they are ideal to be taken up completely in the technical specifications of a public
procurement procedure.

Case study: Use of ecolabels in public procurement!#

In 2015, the Korean National Health Insurance Service (NHIS) procured 3,697 indoor LED lights
that carried an ecolabel. This activity lead to substantial savings of electricity and costs for NHIS.
According to 2015 data, the total value of ecolabelled indoor LED lights procured by public agen-
cies in Korea amounted to 700,000 USD. The environmental benefits gained from the purchase of
ecolabelled LED lights by the National Health Insurance Service in 2015 were equivalent to a total
monetary value of about 50,000 USD.

According to the Green Purchasing Network Malaysia (2017), “key success factors for this pro-
curement were the legal mandate for all public organizations and institutions to purchase green
products, the establishment of internal green procurement guidelines by the National Health Insur-
ance Service, and the specific inclusion of LED lights in the NHIS’s energy saving action plan”.
GPP and Korea Eco-label were introduced in tandem under the Act on Development and Support
of Environmental Technology of 1994. State agencies were recommended to preferentially pur-
chase products with the Korea Eco-label. In 2005, the Act on Encouragement of Purchase of
Green Products was passed, which obliged the government institutions to submit an implementa-
tion plan on green purchases of the year and the performance records of the previous year. Thus,
usage of ecolabelled products was seen to be helpful in meeting this requirement.

The products and services applicable for green public procurement are defined by the Act of 2005
as:
- certified or meeting the underlying criteria set by the Korea Eco-label;

- certified or meeting the criteria of the quality certificate for recycled products (Good Recycled
Mark);

- complying with other environmental criteria set by the Ministry of Environment following consul-
tation with the relevant ministries.

According to the Act of 2005, state agencies should purchase green products and services for
which the eco-label criteria exist.

114 Green Purchasing Network Malaysia (2017): A sampling of succeses in green public procurement, Case Studies of
Green Public Procurement Implementation in Asia-Pacific Countries,
https://www.oneplanetnetwork.org/sites/default/files/case studies 140317 web.pdf, last accessed: 02.07.2020
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In case, criteria of the national type-l ecolabel do not exist for a certain product or service, it is rec-
ommended to derive the criteria from another type-I ecolabel, preferably from other countries in the
region (e.g. Thailand, Malaysia, China, Japan, Korea, Singapore, India etc.). The reason is the
similarity in the market conditions and consumer behaviour because of close inter-trade relation-
ships. As a second resort, type-l ecolabelling schemes of other world regions such as Europe can
be consulted as well. Even though criteria of ecolabelling schemes outside Indonesia may not be
specific to the national or local market context, the criteria would still serve as a good basis for
starting a supplier dialogue (market consultation) and adapt for the procurement technical specifi-
cations accordingly.

The website of the Global Ecolabelling Network (GEN) provides a list of (type-l) ecolabelling
schemes that can be considered to be reliable and robust: https://globalecolabelling.net/gen-
members/gen-full-members-list/

6.3.2 Focussing on most important life-cycle stages and environmental impacts

If market consultation shows that potential suppliers may not be able to fulfil all ecolabel criteria, it
may be appropriate to select only those ecolabel criteria that can be fulfilled by the best performing
suppliers. This means that only a part of the ecolabel criteria document can be used for deriving
technical specifications. For instance, if the market seems to be ready for fulfilling the criteria relat-
ed to the energy efficiency of appliances, but not yet for complying with the durability requirements,
ecolabel criteria addressing energy efficiency can be included in the technical specifications.

On the other hand, focussing on key environmental impacts of products and services, and / or tar-
geting key life-cycle stages, could also be an appropriate approach. As type-l ecolabel are multi-
criteria based, seeking to reduce the overall environmental impact of products and services, their
criteria generally address several environmental aspects and life-cycle stages.

Thus, depending upon the specific product or services, and on the objectives followed by the pro-
curement process (e.g. contribution to climate change mitigation or reducing negative health im-
pacts on human beings), it is absolutely justified to focus on one or few environmental impacts and
selected life-cycle stages for defining the technical specifications.

Case Study: Public Health Wales - Reuse and remanufacture of office furnishings**®

“When Public Health Wales (PHW) moved offices in 2016, it wanted the successful bidder to use
as much of its existing office equipment, furniture and flooring as possible, as well as supplying
remanufactured goods from other sources. The winning consortium of social enterprises supplied
over 2,500 items, with only 6% from new stock. The circular approach diverted 41 tonnes of waste
from landfill with a CO. saving of 134 tonnes.”

Ecolabel criteria can either be used as the minimum requirement and / or a preference (award cri-
teria). The approach could be to use certain ecolabel criteria as minimum requirements in the
specifications, and then award extra points for fulfilling more ecolabel criteria.

115 |CLEI Sustainable Procurement Platform, Case studies, https://sustainable-procurement.org/case-studies/, last ac-
cessed 19.05.2020
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Example: Durability requirements for laptops as award criteria

Manufacturing and use-phase represent the most dominant life-cycle phases in terms of overall
environmental impacts of a laptop. Only the manufacturing phase represents about 50 to 80% of
the total greenhouse gas emissions of a laptop, which means that prolonging the life-span of a
laptop would result in the reduction of greenhouse gas emissions!®. Prolongation of life-span of
laptops require standards and strategies for higher durability, repairability and re-use.

In the last few years, development of such strategies, often under the umbrella of a Circular Econ-
omy approach and as measures to counter planned obsolescence, have gathered pace worldwide.
For instance, the so-called resource efficiency requirements that targeted the improvement of con-
ditions for the independent repair sector in five product categories were passed in 2019 within the
framework of the European Ecodesign Directive.

On the other hand, standards to measure and verify energy consumption of laptops have been
widely available and developed. For instance, the Energy Star labelling scheme for energy efficient
appliances, including laptops, has been implemented worldwide. Many labels have harmonized
their standards with the Energy Star labelling scheme.

In case that most of the suppliers in the Indonesian context are not yet ready for implementing du-
rability standards in a short time, it may be appropriate to set energy efficiency requirements as
minimum criteria in the technical specifications, and award extra points for suppliers that can guar-
antee a longer life-span of laptops.

Furthermore, supplier dialogue can also be used to communicate to the market that increased du-
rability is the key measure for reducing the environmental impacts of a laptop. Therefore, durability
requirements may become minimum requirements in few years so that potential suppliers can start
developing their products accordingly.

Example: Public procurement for a circular economy

As mentioned in the example above, the Circular Economy approach seeks to reverse the wastage
of valuable materials and resources by breaking away from existing linear consumption and pro-
duction models. Public procurement can play an important role in promoting the principles of a cir-
cular economy. In this regard, Germany revised its Circular Economy Act (Kreis-
laufwirtschaftsgesetz, KrwG) in 2020 and introduced the obligation to prefer resource-efficient
products in the public procurement (8§ 45 KrwG)*’,

116 Prakash et al. (2016a): Influence of the service life of products in terms of their environmental impact: Establishing an
information base and developing policies against “obsolescence”, Oeko-Institut e.V. in cooperation with Friedrich-
Wilhelm-Universitat Bonn (2016), Commissioned by: German Federal Environment Agency (UBA), Dessau

Prakash et al. (2016b): Ecological and economical aspects in a comparison of desktop computers intended to be
used by public authorities, under consideration of the user behavior, Oeko-Institut e.V. in cooperation with Tech-
nische Universitat (TU) Berlin (2016), Commissioned by: German Federal Environment Agency (UBA), Dessau

Prakash et al. (2012): Timely replacement of a notebook under consideration of environmental aspects - life-cycle
analysis using the data basis of the EuP preparatory study, ProBas, and Ecoinvent, Oeko-Institut e.V. in cooperation
with Fraunhofer IZM (2011), Commissioned by: German Federal Environment Agency (UBA), Dessau

117 Federal Ministry for the Environment, Nature Conservation and Nuclear Safety (BMU): Neue Instrumente im Einsatz
gegen Vermillung und Ressourcenverschwendung, Website: https://www.bmu.de/pressemitteilung/neue-
instrumente-im-einsatz-gegen-vermuellung-und-ressourcenverschwendung/; Accessed: 01.12.2020
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Circular economy can also be promoted within the public procurement by using innovative ap-
proaches for reducing the number of products and amount of materials and resources purchased.
Examples include application of Product-Service-Systems (PSS) in the public procurement, as the
following examples shows?!18,

In 2012, the City of Zurich switched from buying (or leasing) multifunctional devices to procuring an
optimised Output Management Service. Accordingly, the city paid only as per page printed and did
not invest in hardware. As a result, the city was able to drastically reduce its costs as well as the
amount of printed materials produced. It was calculated that the city was able to save 34% energy
and 30 million pages per year.

In 2013, the City of Turin introduced a measure for its school catering contract by obliging the con-
tractors to shift from using plastic to reusable dishes. This requirement resulted in a reduction of
157 tonnes/year of plastic waste.

Case Study: EU GPP criteria for textiles products and services!!®

The EU GPP criteria for textile products and services defined the minimum specification for cotton
fibres as follows:

A minimum of 20% of the content of cotton goods used to fulfil the contract must be either:
- Organic: grown according to the requirements laid down in Regulation (EC) No 834/2007, the
US National Organic Programme (NOP) or equivalent legal obligations set by trade partners of the

EU; or

- Integrated Pest Management (IPM): grown according to IPM principles as defined by the UN
Food and Agricultural Organisation (FAO) IPM programme or EU Directive 2009/128/EC

For award criteria, it is foreseen that points will be awarded in proportion to each 10% improvement
upon the minimum technical specification of certified IPM or organic cotton.

Applying ecolabel criteria only as award criteria makes sense if market availability of such products
is not clear. In such a case, minimum level of performance in the technical specifications can be
defined and then extra points for meeting the ecolabel requirements at the award stage can be
allocated.

In case of energy-related products,*?° usually the use phase is the most important life-cycle stage
(e.g. refrigerators, heat pumps etc.), even though there are energy-related products where the en-
vironmental impacts of the production are equally or even more important (e.g. computers, televi-
sions, printers etc.).

118 European Commission (2017a): Public Procurement for a Circular Economy - Good practice and guidance,
https://ec.europa.eu/environment/gpp/pdf/CP_European Commission Brochure webversion _small.pdf, last ac-
cessed 01.12.2020

119 European Commission (2017b): EU green public procurement criteria for textiles products and services, Commission
Staff Working Document, SWD(2017) 231 final, https://ec.europa.eu/environment/gpp/pdf/criteria/textiles/EN.pdf, last
accessed 02.07.2020

120 According to the European Commission, an energy-related product is any energy-using product or energy-saving
product “having an impact on energy consumption during use." European Parliament and Council (2009)
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In case of non-energy products (e.g. paper products), it is often sufficient to consider the impacts
only in the production phase as the environmental impacts during the use phase are often not that
important or are rather assigned to other product groups. Of course, there are always exceptions,
as illustrated in the example below.

Example: Focusing on key life-cycle stages'#

In case of copy paper, the impacts of the ‘use phase’ should rather be assigned to printers or multi-
functional devices. However, there may be some exceptions, as for instance paints and varnishes
that can cause health hazards to human beings during the emissions in the use-phase.

In case of copy paper (non-energy product), it is usually sufficient to take the raw material acquisi-
tion and the production phase into account, as these are the main causes of the environmental
impacts. Regarding the distribution and use phase, there is almost no difference between the al-
ternatives (virgin and recycled paper), except in cases, where long-distance transportation of one
of the alternatives may play a certain role.

In case of lamps (energy-related product), it is necessary to include the use phase in any case, as
the differences in efficacy cause differences in energy consumption during use. Moreover, also the
pro-duction phase is relevant in this case, as lamp technologies have different durability. In case of
lamp technologies with a high durability, fewer lamps must be produced in the same period.

Likewise, depending on the product group and objectives, it is justified to focus on the most im-
portant impact categories and indicators. The climate crisis is surely one of the most important en-
vironmental challenges worldwide, therefore it is recommended to select the impact category ad-
dressing climate change (i.e. Global Warming Potential) in any case. In arid countries / regions,
water scarcity might be a crucial issue and therefore a corresponding indicator might be chosen for
the product groups.

121 Ruedenauer, I. and Prakash, S. (2019): Measuring the environmental performance of ecolabels - A guidance docu-
ment for the type-l ecolabelling schemes, commissioned by the German Environment Agency (Umweltbundesamt -
UBA) as part of the Environmental Research Plan (research code 3717 37 316 0)
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Example: Focusing on key environmental impacts??

The impact category ‘ecotoxicity’ is important for the assessment of detergents, however, less im-
portant when considering refrigerators. For refrigerators, Global Warming Potential, which ad-
dresses climate change, and cumulative energy demand, will be more appropriate.

A very good source of information is the website of the European Commission on Green Public
Procurement (GPP) which provides criteria for several products and services:
https://ec.europa.eu/environment/gpp/eu_gpp_criteria_en.htm.

6.4 Verifying compliance

Environmental requirements are often complex and assessing compliance requires technical ex-
pertise. A golden rule in the public procurement is to set only those requirements that can be
measured and verified in a reliable manner. There are several ways of ensuring the compliance
with the requirements of the technical specifications, as also described in chapter 5.2.2.

While using Ecolabel criteria, presence of an Ecolabel certificate or alternative equivalent forms of
evidence should be accepted (for instance, independent test report that criteria is fulfilled).

Case Study: Example of a verification system?*23

The EU GPP criteria used the following verification system for the minimum energy performance of
computers:

“The tenderer shall provide test reports carried out according to the test methods laid down in the
latest version of the Energy Star. These shall be provided upon award of the contract or prior to
that upon request.

Models that have qualified for EU Energy Star and are registered on the programme's database
shall be deemed to comply. Energy Star registrations under the latest version in the USA shall also
be accepted provided that testing according to European input power requirements has been car-
ried out.

Products holding the EU Ecolabel for personal, notebook and tablet computers or another
relevant Type | Ecolabel fulfilling the specified requirements will be deemed to comply.”

As it can be seen in the example above, products with type-I ecolabels can produce the ecolabel
certificate as means of compliance.

However, it may be important to accept alternative and comparable forms of evidence, as is the
case with the use of ecolabels in GPP in the EU. According to the European Commission
(2019)*?4, ecolabels may be used in public procurement, providing some conditions are met?°:

122 Ruedenauer, |. and Prakash, S. (2019): Measuring the environmental performance of ecolabels - A guidance docu-
ment for the type-l ecolabelling schemes, commissioned by the German Environment Agency (Umweltbundesamt -
UBA) as part of the Environmental Research Plan (research code 3717 37 316 0)

123 European Commission (2008): EU GPP Criteria for Computers and Monitors;
https://ec.europa.eu/environment/gpp/pdf/toolkit/computers%20and%20monitors/EN.pdf, last accessed 22.06.2020

124 European Commission (2019): Ecolabel and Green Public Procurement,
https://ec.europa.eu/environment/ecolabel/ecolabel-and-green-public-procurement.html, last accessed: 02.07.2020

91



https://ec.europa.eu/environment/gpp/eu_gpp_criteria_en.htm
https://ec.europa.eu/environment/gpp/pdf/toolkit/computers%20and%20monitors/EN.pdf
https://ec.europa.eu/environment/ecolabel/ecolabel-and-green-public-procurement.html

Oko-Institut eV. SPP Guidance Indonesia: Economic, Social and Environment Criteria

« Procurers are not allowed to demand that a product carries an ecolabel but may only indicate
that the criteria underpinning a certain ecolabel must be met and that the ecolabel may be used
as one form of proof of compliance.

« Procurers may only use ecolabel criteria that refer to characteristics of the product or service
itself or production processes, not those relating to the general management of the company.

« Procurers may only refer to ecolabels that meet certain requirements (the Type | or ISO 14024
ecolabels, such as the EU Ecolabel, meet these requirements).

« The requirements for the label are based on scientific evidence.

« The ecolabels are adopted with the participation of all stakeholders, such as government bodies,
consumers, manufacturers, distributors and environmental organisations.

« They are accessible to all interested parties.

The Presidential Regulation (16/ 2018) emphasized that the use of Indonesian National Standard
(SNI) be encouraged and SNI products be promoted!?®. Therefore, wherever available and possi-
ble, relevant SNI standards shall be used for verifying the compliance with the technical specifica-
tions.

In cases, when verification through ecolabels or other standards is not possible, independent test
reports from an independent third party can be required. In the medium term, it may be important
to establish a list of independent testing centres eligible for third-party certification (e.g. according
to ISO/EC 17025 for independent testing laboratories, 1ISO 17065 for bodies certifying products,
processes and services or comparable standards)

6.5 Further reading

Detailed information on how green public procurement is implemented in the EU can be found in
the Buying Green Handbook: https://ec.europa.eu/environment/gpp/buying _handbook en.htm

Further information:

Indonesian National Standard (SNI): http://sni-certification.com/

ISO 20400 Sustainable procurement — Guidance: https://www.iso.org/standard/63026.html

SNI ISO 20400 Pengadaan berkelanjutan (Indonesia):
https://bsn.go.id/main/berita/detail/10138/bsn-tetapkan-sni-iso-20400-pengadaan-berkelanjutan

One Planet Network, Sustainable Public Procurement:
https://www.oneplanetnetwork.org/sustainable-public-procurement

EU GPP Criteria (2020): https://ec.europa.eu/environment/gpp/eu_gpp_criteria_en.htm

EU GPP Toolkit (2019): https://ec.europa.eu/environment/gpp/toolkit_en.htm

UNEP 2012: Sustainable Public Procurement Implementation Guidelines:
http://www.unep.fr/scp/procurement/docsres/Projectinfo/UNEPImplementationGuidelines.pdf

125 According to the EU Procurement Directives (2004/18/EC and Directive 2004/17/EC)
126 Refer to Articles 5, 19, 72 of the Presidential Regulation (No. 16/2018)
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Green Purchasing Network Malaysia (2017): A sampling of succeses in green public procurement,
Case Studies of Green Public Procurement Implementation in Asia-Pacific Countries, Available:
https://www.oneplanetnetwork.org/sites/default/files/case_studies 140317 web.pdf
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7 Monitoring and Evaluation

Monitoring and evaluation constitute indispensable parts of the implementation of SPP policies and
action plans. The implementation of SPP should be framed by a set of clear targets and goals, as
for example the reduction of CO- equivalent emissions, the economic benefits archived through the
reduction of negative environmental and social impacts and the number of jobs created. In Indone-
sia, the MSME share of bidders and successful suppliers, and the number of workers for which fair
working conditions have been ensured, could also represent respective goals. In order to know if
those goals have been reached, SPP implementation should be monitored from the beginning. The
evaluation allows to identify deviations from original planning and set corrective measures. The
resulting quantification of SPP impacts can, for example, be used to identify which product groups
contribute the most to achieving the pre-defined objectives. This, in turn, can be used to prioritize
actions and to set future targets.

As the promotion of sustainable public procurement practices is anchored in the Sustainable De-
velopment Goal 12 “Responsible consumption and production”, SPP monitoring is currently being
addressed within the international process on SDG monitoring. Within this UN-lead process, a
methodology, has been developed to monitor the SDG indicator 12.7.1 “Number of countries im-
plementing sustainable public procurement policies and action plans” [SPP Index Methodology:
SDG indicator 12.7.1 Version 5.0 Post IAEG — February 2020].

The methodology for this specific indicator was tested in a pilot phase in 2019 and has been pub-
lished in February 2020%’. This process offers practical support and could be used as starting
point to build up a monitoring and evaluation system for SPP in Indonesia. The core of the meth-
odology is an index, which “was developed to measure the level of implementation of SPP in a
single country. The idea of the index is to assess the means dedicated to SPP policies, the level of
implementation of the usual components of SPP policies and the outcomes of these policies at
national, subnational or both levels. All these factors will then be combined in a single measure”.

The index covers 8 sub-themes assessing:
i.  the existence of SPP policies and/or SPP legislation,

ii. the efforts and means dedicated by countries towards the implementation of SPP policies
(process indicators),

iii.  the outputs developed through these policies (outputs indicators) and
iv.  the results achieved by these policies (outcome indicators)

The SDG 12.7.1 index on SPP monitoring can be measured using the following formula:

127 UNEP & One Planet Network Public Procurement Programme & 2020, SPP Index Methodology: SDG indicator
12.7.1, https://www.oneplanetnetwork.org/resource/spp-index-methodology-sdg-indicator-1271, last accessed
02.07.2020
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Figure 7-1:

SPP Index Methodology: SDG indicator 12.7.1

Sub-index 1 (National) : S = 4, X ¥, i; = 4y X X{B, - F}

Sub-index 2 (Sub-national): S = p X 4, X ¥i_pi, = Ay X YX{B, - F,}
Where p is the percentage of the population living in responding sub-national entity(ies).

Sub-index 3 (National and Sub-national average): Sub-index 1 + Sub-index 2

Denoted as: | Parameter and sub-indicators Scoring
P Only to be used in the subnational case (sub-indicator 2 and 3). It corresponds to | 0-100%
the percentage of the population living in the responding entities considered at
sub-national level.
A 0 means no SPP policy in place, 1 means existence of SPP action plan, policy | 0 or 1
and/or SPP regulatory requirements at national, local or both levels.
B SPP regulatory framework is conducive to sustainable public procurement Index0tol
C Practical support delivered to public procurement practitioners for the Index 0to 1
implementation of SPP.
D SPP purchasing criteria/ buying standards / requirements identified. Index0to 1l
E Existence of an SPP monitoring system. Index0tol
F Percentage of sustainable purchase of priority products/services. 0-100%

Source: UNEP & One Planet Network Public Procurement Programme & 2020, SPP Index Methodology: SDG indicator 12.7.1,
https://www.oneplanetnetwork.org/resource/spp-index-methodology-sdg-indicator-1271, last accessed 02.07.2020

Additionally, the UNEP published very practical recommendations for SPP monitoring implementa-
tion at the policy level and at the management / implementation level'?, Recommendations at poli-
cy level include an enabling framework, the decision on which government level monitoring should
take place, SMARRT objectives (Specific, Measurable, Achievable, Realistic, Robust and Time-
based), the involvement of all relevant parties, ensuring leadership, clear responsibilities and the
consideration of incentives. For the implementation level, a stepwise implementation cycle is sug-
gested, consisting of the following process steps:

1. Establishing the foundation

2. Key (Performance) Indicators

3. Definition of “sustainable”

4. Data tracking and reporting

5. Piloting and deployment

6. Communication of results

7. Estimation of benefits

Further elaborations and case studies can be found in the publication chapters 2 and 4.

128 UNEP

2016, Monitoring Sustainable Public Procurement

Implementation,
https://www.oneplanetnetwork.org/sites/default/files/monitoring _sustainable public_procurement _implementation.pdf,

last, last accessed 02.07.2020
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The above-mentioned international processes can be a good starting point for the Indonesian gov-
ernment to start building the SPP monitoring and evaluation system. To start with, SPP monitoring
and evaluation at the federal/ national level may be appropriate to gather experience with respect
to data gaps, challenges and further technical requirements. Once such a system is established at
the federal/ national level, SPP monitoring can be expanded to the sub-national levels, i.e. prov-
inces, cities etc.

Case study: Annual SPP impact monitoring in Korea!?%:1%0

Korea Environmental Industry & Technology Institute has developed a methodology to estimate the
impacts of Green Public Procurement on the reduction of CO> equivalent emissions, the economic
benefits achieved through the reduction of environmental impacts and the number of jobs created.
Additionally, the total expenditure on green products is documented in the annual monitoring. The
environmental benefits of a product group are calculated by the comparison of test results of envi-
ronmental parameters between green and non-green products. The calculation of indicators inter
alia considers savings related to resource circulation and energy consumption, as well as the re-
duction of harmful substances and waste. Further details on the developed methodology can be
found in chapter 3 of the report.

As also explained under chapter 3.1.4, Korea has developed an efficient e-procurement system,
which also helps in the e-monitoring of SPP. Within the system of e-monitoring, the Green Prod-
ucts Information System (GPIS) is linked with the electronic procurement system of the Korea Pub-
lic Procurement Service (PPS) — the central public procurement agency. Thereby, records of the
green purchases procured through the PPS are automatically transferred to the GPIS. It is note-
worthy that if the total amount of purchase exceeds a certain threshold, the purchase is commis-
sioned by the PPS, which makes data collection easier. In addition, the records of the green pur-
chases made individually by the organizations are added up if the respective organizations keep
track of purchase data and upload them on the GPIS. In total, it is expected that about 60% of the
total GPP is covered by this system. The results are uploaded on the website & covered by the
media. Key monitoring indicators for GPP are:

- number of public organizations that submit an implementation plan and performance records
- total amount of annual green procurement in economic value and units
- green standards and specifications of service and construction contracts

As instruments of Korea ecolabel and GPP are closely linked (refer to chapter 6.3; Case study:
Use of ecolabels in public procurement), it was possible to track the number of products certified
by the Korea Eco-label. It was found that the number of products certified by the Korea Eco-label
increased by a factor of 3.8 between 2004 and 2012 and the total public expenditure in green pur-
chases increased by a factor of 6.7 between 2004 & 2012.

The e-monitoring helped in realizing that irrespective of the existence of such a modern e-
procurement and e-monitoring system, GPP only account for 5-6% of the total domestic procure-
ment executed by the Korean Public Procurement Service.

129 UNEP & KEITI 2019, Green Public Procurement in the Republic of Korea: A Decade of Progress and Les-sons

Learned, https://www.oneplanetnetwork.org/resource/green-public-procurement-republic-korea-decade-progress-
and-lessons-learned-0,last accessed 26.06.2020
130 OECD (2015): Going Green: Best Practices for Sustainable Procurement,

https://www.oecd.org/gov/ethics/Going_Green Best Practices for Sustainable Procurement.pdf, last accessed
02.07.2020
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The Korea Environmental Industry and Technology Institute (KEITI) is operating the overall GPP
system and the Korea Eco-label. The KEITI oversees collecting green procurement implementation
plans from the state agencies and monitoring the results.

Case study: SPP monitoring in Sweden: A coordinated follow-up system?3!

The Swedish monitoring system for SPP foresees to prioritize two or three products every year.
The supply chains of those products are then analyzed in detail, including (1) a self-assessment,
(2) an office audit and (3) a factory audit. In this context, not necessarily all three steps are con-
ducted. After the self-assessment has been conducted with the help of a questionnaire, the identi-
fied risk decides whether step two is taken, whose outcome decides whether a factory visit will be
conducted in the country of production.

131 Ecovadis 2019, Toward Sustainable Public Procurement, https://www.oneplanetnetwork.org/case-studies, last ac-
cessed 19.05.2020
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Annex

The annex contains the proposal for the SPP criteria on wooden furniture and photocopy paper.
The proposal was prepared by a technical core team that was led by the Oeko-Institut and com-
prised of experts and practitioners on public procurement in Indonesia. The technical core team
was established after the completion of the online training module for SPP implementation.

7.1 Proposal for the SPP criteria on Photocopy Paper

7.1.1

7.1.2
The de

7188.1.

Subject Matter

Purchase of sustainable photocopy paper, or

Purchase of photocopy paper produced in an environmental-friendly and socially responsi-
ble manner, or

Purchase of photocopy paper fulfilling environmental, social and economic criteria

Definition and Scope

finition and scope of the product group “photocopy paper” is in accordance with the SNI
3:2016 [Criteria of ecolabel - Part 1: Category of paper product - Section 3: Uncoated paper

and multi-purpose paper]

7.1.3

Technical Specification

Minimum Criteria

The photocopy paper to be supplied under the contract must comply with the requirements of the
following schemes:

Award
1)

SVLK (Sistem Verifikasi Legalitas Kayu)

SNI 7188.1.3:2016 [Criteria of ecolabel - Part 1. Category of paper product - Section 3: Un-
coated paper and multi-purpose paper]

Gramasi should be 70 GSM

Criteria

Using the value system evaluation method, as also prescribed in the Article 39 (1) of the
Presidential Regulation (No. 16/2018), higher rating will be awarded in accordance with the
increasing share of wastepaper/ recycled paper (percentage of weight) in the procured
product. Thereby, the applicant or its raw material supplier or its other direct supplier pro-
vides a written statement and documentation regarding the source of wastepaper/ recycled
paper used. The procuring entity reserves the right to ask for a confirmation by an external,
independent certification body accredited by the National Accreditation Committee (KAN).
Any other equivalent, third-party certification (e.g. Type-I ecolabel) that includes the criteri-
on on wastepaper/ recycled paper shall also be accepted as the means of verification in
this case.
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(2) The Higher Company Benefit Weight (BMP - Bobot Manfaat Perusahaan) 132, the higher the
rating that will be awarded. The applicant shall declare the value of BMP. Compliance can
be verified in one of the following ways:

a. The BMP!32 Certificate for product purchased from Ministry of Industry, or

b. BMP Audit/Verification report from an independent surveyor that confirms BMP
score for the product purchased.

The higher the BMP, the higher the weight, the higher the technical value of the offer evaluated by
the tender officer or given a reward through a performance appraisal in the vendor management
system by the user / PPK.

7.1.4 Verification

The applicant shall declare compliance with the requirements of the SVLK (Sistem Verifikasi Legal-
itas Kayu) and SNI 7188.1.3:2016 [Criteria of ecolabel - Part 1. Category of paper product - Sec-
tion 3: Uncoated paper and multi-purpose paper]. Compliance can be verified in one of the follow-
ing ways:

- Product to be purchased bears official logos of the SVLK (Sistem Verifikasi Legalitas Kayu)
and the Ecolabel certification (SNI 7188.1.3:2016) on the product packaging, or

- Product to be purchased and the applicant or its raw material supplier or its other direct
supplier are visible on the following lists of the Ministry of Environment and Forestry (MoEF)
at the time of tender application:

o List of ecolabelled green products (SNI 7188.1.3:2016)*3*
o List of SVLK-certified companies®

- The Applicant or its raw material supplier or its other direct supplier is listed as such on the
official common list'*® of the Ministry of Environment and Forestry (MoEF), showing the
compliance with the SVLK-certification? for the purchased product as well as Ecolabel certi-
fication (SNI 7188.1.3:2016)! and , or

- Audit report from an external, independent certification body that confirms the compliance
of applicants or it's raw material supplier or it's other supplier with the requirements of the
SVLK (Sistem Verifikasi Legalitas Kayu) certification system as well as Ecolabel certifica-
tion (SNI 7188.1.3:2016). The certification body should be accredited by the National Ac-
creditation Committee (KAN).

132 Peraturan Menteri Perindustrian 02/M-IND/PER/1/2014, Tentang Pedoman Peningkatan Penggunaan Produk Dalam Negeri
Dalam Pengadaan Barang/Jasa Pemerintah

133 pPeraturan Menteri Perindustrian Republik Indonesia Nomor 15/M-IND/Per/2/2011 Tentang Pedoman Penggunaan
Produk Dalam Negeri Dalam Pengadaan Barang/Jasa Pemerintah

134 http://standardisasi.menlhk.qgo.id/wp-content/uploads/2016/04/Daftar-Produk-Tipe-l Ed-15-april-2020.pdf
135 http://silk.dephut.go.id/index.php/info/iuiphhk

136 This list does not exist yet. Currently, there are two lists: 1 for SVLK, and 1 for ecolabelled green products. The pos-
sibility to combine the two lists in a way that products complying with both requirements are visible needs to be dis-
cussed with the MoEF.
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For Gramation, the tenderer shall submit a written statement confirming the compliance with the
gramasi 70 GSM criteria.

The applicant or its raw material supplier or its other direct supplier is exempted from the SVLK-
certification if the photocopy paper is produced from 100% wastepaper/ recycled paper*®’. In this
case, the Ecolabel certification (SNI 7188.1.3:2016) is sufficient as the only means of verification.
The applicant or its raw material supplier or its other direct supplier shall provide a written state-
ment and documentation regarding the source of wastepaper/ recycled paper used. The procuring
entity reserves the right to ask for a confirmation by an external, independent certification body
accredited by the National Accreditation Committee (KAN). Any other equivalent, third-party certifi-
cation (e.g. Type-l ecolabel) that includes the criterion on 100% wastepaper/ recycled paper shall
also be accepted as the means of compliance in this case.

7.1.5 Proposals for Contract Implementation

Please find below few proposals for the Contract Implementation phase. Procuring entities may
change, adapt and combine the suggestions according to their own needs.

Proposal 1

- Inthe draft contract, the User determines a long-term contract of minimum 1-year period.

- In the clause of the quality control procedures for the handover of goods, contractor must
meet the criteria for delivery of goods in accordance with the SVLK (Timber Legality Verifi-
cation System) and Ecolabel certification (SNI 7188.1.3: 2016) and all other criteria stipu-
lated in the contract.

- Inthe draft contract and tender requirements, medium and large businesses are required to
partner with micro and small businesses as sub-providers to support the fulfilment of ser-
vice level agreement which is minor items in the implementation of work. (for example:
shipping, packing and other services).

- Inthe service level agreement, all suppliers including the main contractor must agree to the
Integrity Pact not to employ minors and provide wages in accordance with applicable regu-
lations (UMP / UMR). If a violation is found in work control, the user has the right to report it
to the competent authority and the contractor will be subject to blacklist sanctions in ac-
cordance with applicable regulations.

- Alternative (1) to the above-mentioned point on labour laws: In the service level agreement,
all suppliers including the main contractor must agree to the Integrity Pact by declaring the
compliance with the ILO conventions, which are:

o0 Freedom of Association and Protection of the Right to Organise Convention (C087)
o0 Rightto Organise and Collective Bargaining Convention (C098)

0 Forced Labour Convention (C029)

137 Wastepaper / recycled paper includes both post-consumer recycled fibres and pre-consumer recycled fibres from
paper mills, also known as broke. Post-consumer recycled fibres may come from consumers, offices, printing houses,
bookbinders, or similar
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0 Abolition of Forced Labour Convention (C105)

0 Minimum Age Convention (C138)

0 Worst Forms of Child Labour Convention (C182)

o Equal Remuneration Convention (C100)

o Discrimination (Employment and Occupation) Convention (C111)
o Minimum Wage Fixing Convention (C131)

The procuring entity reserves the right to ask for a confirmation of compliance by an external,
independent certification body accredited by the National Accreditation Committee (KAN). Any
other equivalent, third-party certification (e.g. SA8000, FSC etc.) that includes the criterion on
mentioned ILO conventions shall also be accepted as the means of verification in this case.

If a violation is found in work control, the user has the right to report it to the competent authori-
ty and the contractor will be subject to blacklist sanctions in accordance with applicable regula-
tions

- Alternative (2) to the above-mentioned point on labour laws: In the service level agreement,
all suppliers including the main contractor must agree to the Integrity Pact by declaring the
compliance with the national regulations on following social issues:

o Freedom of Association, Right to Organise & Collective Bargaining
o Forced Labour

o Child Labour

o Equal Remuneration

o Discrimination (Employment and Occupation)

o0 Minimum Wage

The procuring entity reserves the right to ask for a confirmation of compliance by an external,
independent certification body accredited by the National Accreditation Committee (KAN). Any
other equivalent, third-party certification (e.g. Type-l ecolabel) that includes the criterion on
mentioned ILO conventions shall also be accepted as the means of verification in this case.

If a violation is found in work control, the user has the right to report it to the competent authori-
ty and the contractor will be subject to blacklist sanctions in accordance with applicable regula-
tions

- In the event that a provider fails to fulfil the obligation to deliver goods according to the
SVLK (Timber Legality Verification System) criteria and Ecolabel certification (SNI
7188.1.3: 2016) and all other criteria stipulated in the contract, the contractor must be will-
ing to replace or bear all product replacement costs, in accordance with criteria in the con-
tract, which is carried out by users to other providers. Failure to do so will result in a fine of
x% of the total contract (excluding additional administrative costs associated with imple-
menting sanctions procedures) and/or being excluded from the list of providers (vendor
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management system or framework agreement) or blacklisting sanctions prohibiting from be-
ing appointed as future government provider as long as x years.

At the end of the contract, the user is obliged to provide a performance certificate to the
supplier with objective assessment criteria during contract execution, as agreed in the con-
tract. Example: For suppliers that have shown the best performance based on compliance
assessment and improvement from User/PPK, in achieving the SPP criteria, they will get
performance certification and facilitated to increase product certification and business entity
registration38,

Proposal 2

In the draft contract, the User determines a long-term contract of minimum 1-year period.

Micro, Small and Medium-Scale Enterprises can, on written official request, be exempted
from providing the verification documents at the time of tender application, if they declare
the compliance with the requirements, but are unable to produce the required documents
during the tendering process. In such a case, the Micro, Small and Medium-Scale Enter-
prises may be required by the procuring entity to submit an audit report of an external, in-
dependent certification body accredited by the National Accreditation Committee (KAN) de-
scribing the current performance of the procured product with respect to each criterion of
the SVLK (Sistem Verifikasi Legalitas Kayu) and the Ecolabel -certification (SNI
7188.1.3:2016) within x months from the date of provision of the contract.

Subsequently, Micro, Small and Medium-Scale Enterprises are obliged to submit a Correc-
tive Action Plan after x+y months from the date of provision of the contract showing how
and when they will fulfil all the criteria of the above-mentioned certification schemes.

In the service level agreement, all suppliers including the main contractor must agree to the
Integrity Pact not to employ minors and provide wages in accordance with applicable regu-
lations (UMP / UMR). If a violation is found in work control, the user has the right to report it
to the competent authority and the contractor will be subject to blacklist sanctions in ac-
cordance with applicable regulations,

Alternative (1) to the above-mentioned point on labour laws: In the service level agreement,
all suppliers including the main contractor must agree to the Integrity Pact by declaring the
compliance with the ILO conventions, which are:

o Freedom of Association and Protection of the Right to Organise Convention (C087)
o0 Right to Organise and Collective Bargaining Convention (C098)

o Forced Labour Convention (C029)

o0 Abolition of Forced Labour Convention (C105)

0 Minimum Age Convention (C138)

0 Worst Forms of Child Labour Convention (C182)

138 Not practiced yet in Indonesia. Use of performance-based incentives needs to be developed.
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o Equal Remuneration Convention (C100)
o Discrimination (Employment and Occupation) Convention (C111)
o0 Minimum Wage Fixing Convention (C131)

The procuring entity reserves the right to ask for a confirmation of compliance by an external,
independent certification body accredited by the National Accreditation Committee (KAN). Any
other equivalent, third-party certification (e.g. SA8000, FSC etc.) that includes the criterion on
mentioned ILO conventions shall also be accepted as the means of verification in this case.

If a violation is found in work control, the user has the right to report it to the competent authori-
ty and the contractor will be subject to blacklist sanctions in accordance with applicable regula-
tions

- Alternative (2) to the above-mentioned point on labour laws: In the service level agreement,
all suppliers including the main contractor must agree to the Integrity Pact by declaring the
compliance with the national regulations on following social issues:

o0 Freedom of Association, Right to Organise & Collective Bargaining
o Forced Labour

o Child Labour

o Equal Remuneration

o0 Discrimination (Employment and Occupation)

0 Minimum Wage

The procuring entity reserves the right to ask for a confirmation of compliance by an external,
independent certification body accredited by the National Accreditation Committee (KAN). Any
other equivalent, third-party certification (e.g. Type-l ecolabel) that includes the criterion on
mentioned ILO conventions shall also be accepted as the means of verification in this case.

If a violation is found in work control, the user has the right to report it to the competent authori-
ty and the contractor will be subject to blacklist sanctions in accordance with applicable regula-
tions

- Micro, Small and Medium-Scale Enterprises are obliged to submit all necessary verification
documents showing compliance with the criteria of the above-mentioned schemes latest by
x+y+z months from the date of provision of the contract. Failure to do so will result in a
penalty of abc% against the total tender value (excluding additional administrative costs re-
lated to executing the sanction procedure) and/or exclusion from the list of providers (ven-
dor management system or framework agreement) or blacklisting sanctions prohibiting from
being appointed as future government provider as long as d years.

- At the end of the contract, the user is obliged to provide a performance certificate to the
supplier with objective assessment criteria during contract execution, as agreed in the con-
tract. Example: For suppliers that have shown the best performance based on compliance
assessment and improvement from User/PPK, in achieving the SPP criteria, they will get
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performance certification and facilitated to increase product certification and business entity
registration*®

Proposal 3

In the draft contract, the User determines a long-term contract of minimum 1-year period.

Micro, Small and Medium-Scale Enterprises can, on written official request, be exempted
from providing the verification documents at the time of tender application, if they declare
the compliance with the requirements, but are unable to produce the required documents
during the tendering process.

In such a case, the contracting authority is entitled to carry out random verification tests at
any time during the term of the contract by commissioning an external, independent certifi-
cation body, accredited by the National Accreditation Committee (KAN). If the results of the
independent verification show that the delivered products do not comply with the require-
ments, the contracting authority shall then apply penalties (tbd) and reserves the right to
terminate the contract. If the product is found to comply with the requirements during the
spot-check, the testing costs will borne by the contracting authority; but if the requirements
are not met, the costs have to be borne by the contractor.

In the service level agreement, all suppliers including the main contractor must agree to the
Integrity Pact not to employ minors and provide wages in accordance with applicable regu-
lations (UMP / UMR). If a violation is found in work control, the user has the right to report it
to the competent authority and the contractor will be subject to blacklist sanctions in ac-
cordance with applicable regulations,

Alternative (1) to the above-mentioned point on labour laws: In the service level agreement,
all suppliers including the main contractor must agree to the Integrity Pact by declaring the
compliance with the ILO conventions, which are:

o Freedom of Association and Protection of the Right to Organise Convention (C087)

o

Right to Organise and Collective Bargaining Convention (C098)
o Forced Labour Convention (C029)

0 Abolition of Forced Labour Convention (C105)

0 Minimum Age Convention (C138)

0 Worst Forms of Child Labour Convention (C182)

o0 Equal Remuneration Convention (C100)

o Discrimination (Employment and Occupation) Convention (C111)

o0 Minimum Wage Fixing Convention (C131)

The procuring entity reserves the right to ask for a confirmation of compliance by an external,
independent certification body accredited by the National Accreditation Committee (KAN). Any

139 Not practiced yet in Indonesia. Use of performance-based incentives needs to be developed.
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other equivalent, third-party certification (e.g. SA8000, FSC etc.) that includes the criterion on
mentioned ILO conventions shall also be accepted as the means of verification in this case.

If a violation is found in work control, the user has the right to report it to the competent authori-
ty and the contractor will be subject to blacklist sanctions in accordance with applicable regula-
tions

- Alternative (2) to the above-mentioned point on labour laws: In the service level agreement,
all suppliers including the main contractor must agree to the Integrity Pact by declaring the
compliance with the national regulations on following social issues:

o0 Freedom of Association, Right to Organise & Collective Bargaining
o Forced Labour

o Child Labour

o0 Equal Remuneration

o Discrimination (Employment and Occupation)

0 Minimum Wage

The procuring entity reserves the right to ask for a confirmation of compliance by an external,
independent certification body accredited by the National Accreditation Committee (KAN). Any
other equivalent, third-party certification (e.g. Type-l ecolabel) that includes the criterion on
mentioned ILO conventions shall also be accepted as the means of verification in this case.

If a violation is found in work control, the user has the right to report it to the competent authori-
ty and the contractor will be subject to blacklist sanctions in accordance with applicable regula-
tions

- At the end of the contract, the user is obliged to provide a performance certificate to the
supplier with objective assessment criteria during contract execution, as agreed in the con-
tract. Example: For suppliers that have shown the best performance based on compliance
assessment and improvement from User/PPK, in achieving the SPP criteria, they will get
performance certification and facilitated to increase product certification and business entity
registration4°

7.2 Proposal for the SPP criteria on Wooden Furniture

7.2.1 Subject Matter

- Purchase of sustainable wooden furniture
- Purchase of environmental-friendly and socially responsible wooden furniture

- Purchase of wooden furniture fulfilling environment, social and economic criteria

140 Not practiced yet in Indonesia. Use of performance-based incentives needs to be developed.
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7.2.2 Definition and Scope

The purchased “wooden furniture” should be made from timber and timber products falling in the
scope of the SVLK (Sistem Verifikasi Legalitas Kayu) certification system. The scope of the SVLK
(Sistem Verifikasi Legalitas Kayu) certification system refers to the Harmonised Commodity De-
scription and Coding System established by the International Convention on the Harmonised
Commodity Description and Coding System of the World Customs Union as described in Peraturan
Menteri Perdagangan Republik Indonesia Nomor 74 tahun 2020 Lampiran 1 nomor 282 until
290.

7.2.3 Technical Specification

Minimum Criteria

All timber used in furniture to be supplied under the contract must comply with the requirements of
the SVLK (Sistem Verifikasi Legalitas Kayu) certification system.

Award Criteria

The Higher Company Benefit Weight (BMP) 142 the higher the rating that will be awarded.

7.2.4 Verification

Minimum Criteria Verification:

The applicant shall declare compliance with the requirement of the SVLK (Sistem Verifikasi Legali-
tas Kayu) certification system. Compliance can be verified in one of the following ways:

- Applicant or it's raw material supplier or it's other direct supplier is SVLK-certified for the
purchased product and is listed as such on the website of the Ministry of Environment &
Forestry (MoEF)43, or

- Audit report from an external, independent certification body that confirms the compliance
of applicant or its’s raw material supplier or it's other supplier with the requirements of the
SVLK (Sistem Verifikasi Legalitas Kayu) certification system. The certification body should
be accredited by the National Accreditation Committee (KAN), or

- Self-declaration in the form of Supplier Conformity Declarations / Deklarasi Kesesuaian
Pemasok (DKP) of the applicant or it's raw material supplier or it's other direct supplier that
the purchased product is produced from timber from low-risk, community-based forests.

Award Criteria Verification:

The applicant shall declare the value of BMP (Bobot Manfaat Perusahaan). Compliance can be
verified in one of the following ways:

141 http://standardisasi.menlhk.go.id/wp-content/uploads/2016/04/Daftar-Produk-Tipe-l1 Ed-15-april-2020.pdf

142 peraturan Menteri Perindustrian 02/M-IND/PER/1/2014, Tentang Pedoman Peningkatan Penggunaan Produk Dalam Negeri
Dalam Pengadaan Barang/Jasa Pemerintah

143 http://silk.dephut.go.id/index.php/info/iuiphhk
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The BMP!# Certificate for product purchased from Ministry of Industry, or

BMP Audit/Verification report from an independent surveyor that confirms BMP score for
the product purchased.

The higher the BMP, the higher the weight, the higher the technical value of the offer evaluated by
the tender officer or given a reward through a performance appraisal in the vendor management
system by the user / PPK.

7.2.5 Proposals for Contract Implementation

Please find below few proposals for the Contract Implementation phase. Procuring entities may
change, adapt and combine the suggestions according to their own needs:

In case of accepting Supplier Conformity Declarations / Deklarasi Kesesuaian Pemasok
(DKP) for products from low-risk, community-based forests, the contracting authority is enti-
tled to request verification by one of the independent certification bodies, accredited by the
National Accreditation Committee (KAN)*. If the results of the independent verification
show that the delivered products do not comply with the requirements, the contracting au-
thority shall then apply penalties (xy) and reserves the right to terminate the contract. If the
product is found to comply with the requirements during the spot-check, the testing costs
will borne by the contracting authority; but if the requirements are not met, the costs have to
be borne by the contractor.

In the draft contract and tender requirements, medium and large businesses are required to
partner with micro and small businesses as sub-providers to support the fulfilment of ser-
vice level agreement which is minor items in the implementation of work. (for example:
shipping, packing and other services).

In the service level agreement, all suppliers including the main contractor must agree to the
Integrity Pact not to employ minors and provide wages in accordance with applicable regu-
lations (UMP / UMR). If a violation is found in work control, the user has the right to report it
to the competent authority and the contractor will be subject to blacklist sanctions in ac-
cordance with applicable regulations.

Alternative (1) to the above-mentioned point on labour laws: In the service level agreement,
all suppliers including the main contractor must agree to the Integrity Pact by declaring the
compliance with the ILO conventions, which are:

o0 Freedom of Association and Protection of the Right to Organise Convention (C087)
o0 Right to Organise and Collective Bargaining Convention (C098)
o Forced Labour Convention (C029)

o0 Abolition of Forced Labour Convention (C105)

144 Peraturan Menteri Perindustrian Republik Indonesia Nomor 15/M-IND/Per/2/2011 Tentang Pedoman Penggunaan
Produk Dalam Negeri Dalam Pengadaan Barang/Jasa Pemerintah

145 http://silk.dephut.go.id/index.php/info/lvik
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0 Minimum Age Convention (C138)

0 Worst Forms of Child Labour Convention (C182)

o Equal Remuneration Convention (C100)

o Discrimination (Employment and Occupation) Convention (C111)
0 Minimum Wage Fixing Convention (C131)

The procuring entity reserves the right to ask for a confirmation of compliance by an external,
independent certification body accredited by the National Accreditation Committee (KAN). Any
other equivalent, third-party certification (e.g. SA8000, FSC etc.) that includes the criterion on
mentioned ILO conventions shall also be accepted as the means of verification in this case.

If a violation is found in work control, the user has the right to report it to the competent authori-
ty and the contractor will be subject to blacklist sanctions in accordance with applicable regula-
tions

- Alternative (2) to the above-mentioned point on labour laws: In the service level agreement,
all suppliers including the main contractor must agree to the Integrity Pact by declaring the
compliance with the national regulations on following social issues:

o Freedom of Association, Right to Organise & Collective Bargaining
o Forced Labour

o Child Labour

o Equal Remuneration

o Discrimination (Employment and Occupation)

0 Minimum Wage

The procuring entity reserves the right to ask for a confirmation of compliance by an external,
independent certification body accredited by the National Accreditation Committee (KAN). Any
other equivalent, third-party certification (e.g. Type-l ecolabel) that includes the criterion on
mentioned ILO conventions shall also be accepted as the means of verification in this case.

If a violation is found in work control, the user has the right to report it to the competent authori-
ty and the contractor will be subject to blacklist sanctions in accordance with applicable regula-
tions

- In the event that a provider fails to fulfil the obligation to deliver goods according to the
SVLK (Timber Legality Verification System) criteria and all other criteria stipulated in the
contract, the contractor must be willing to replace or bear all product replacement costs, in
accordance with criteria in the contract, which is carried out by users to other providers.
Failure to do so will result in a fine of x% of the total contract (excluding additional adminis-
trative costs associated with implementing sanctions procedures) and/or being excluded
from the list of providers (vendor management system or framework agreement) or black-
listing sanctions prohibiting from being appointed as future government provider as long as
X years.
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At the end of the contract, the user is obliged to provide a performance certificate to the
supplier with objective assessment criteria during contract execution, as agreed in the con-
tract. Example: For suppliers that have shown the best performance based on compliance
assessment and improvement from User/PPK, in achieving the SPP criteria, they will get
performance certification and facilitated to increase product certification and business entity
registration46

146 Not practiced yet in Indonesia. Use of performance-based incentives needs to be developed.
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