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SUPPLIER
RELATIONS

About 89% of these suppliers are located close to our operations 
in less developed areas of Sumatra, Kalimantan and Papua, and 
are an important part of local economic development. In 2012, our 
plantation division spent over Rp6 trillion (approximately US$645 
million) on raw materials, goods and services bought from local 
suppliers surrounding our estates. Chart 8.2 shows the three 
main categories of expenditure: fresh fruit bunches (“FFB”) from 
smallholders and third parties, estate related expenditure such as 
transport expenses, and mill-related purchases such as transport 
expenses and spare parts.

The economic, social and environmental impacts of our business 
can be felt through our own operations as well as those of our 
suppliers. In this section, we focus solely on suppliers who 
support our upstream and downstream businesses in Indonesia. 
Our upstream suppliers support our plantations and mills, while 
our downstream suppliers support our refineries and kernel 
crushing plants (“KCP”). Among upstream and downstream 
suppliers, there exists a diversity of firms ranging from small local 
suppliers to larger nationwide businesses. Overall, 62.9% of GAR 
Indonesia’s revenues are spent on suppliers (see Chart 2.14 in the 
About GAR section). Hence, there is a significant impact in terms 
of small business development and job creation, which we are 
unable to quantify at present.

We recognise the importance of maintaining and developing good 
relationships with our suppliers. We select our suppliers based on 
a determined set of criteria that includes time of delivery, quality 
and cost competitiveness.

SPENDING ON UPSTREAM SUPPLIERS
The impact on our supplier spending is most significant in the 
rural areas of Indonesia. Over 99% of all supplier purchases by 
our plantations and mills come from within Indonesia. Excluding 
smallholder raw materials providers, our plantation operations 
have approximately 3,200 suppliers. Small businesses make up 
93% of our suppliers as Chart 8.1 shows.

Chart 8.1   Number of suppliers by contract size in 2012
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OPEN PROCUREMENT AND FAIR TREATMENT OF SUPPLIERS
Suppliers are important stakeholders in our business. Our supplier 
selection is conducted in a transparent and open manner. To 
qualify, all suppliers have to meet the same basic criteria of legal 
and commercial requirements of:

• Legal compliance, with no pending legal issues;

• Tax compliance, including tax identification and Value Added 
Tax (“VAT”) registration certification; and

• Certification of Competence for the type of business they are 
conducting.

Once entered into our supplier database, the procurement 
process is transparent. At least three qualified suppliers are 
invited to tender for purchases above Rp1 billion, and a formally 
constituted Tender Committee makes the decision to award the 
contract based on price, quality and delivery capacity. The Tender 
Committee comprises representatives from Central Procurement, 
the Business Control Division and operating units within the 
purchasing unit.

We seek to treat our suppliers fairly and ethically, particularly with 
respect to the prompt payment of bills. Unless otherwise agreed, 
our payment terms are within 30 days of receipt of a complete 
and proper invoice, which includes VAT tax form and completion 
of works or goods received notice. When a supplier presents the 
invoice at our Head Office or regional office, our treasury officer 
checks for the completeness of the documentation and informs 
the supplier if any documents are missing or inaccurate, so that 
the supplier can make the necessary corrections promptly and 
resubmit the documents. We have implemented a “One-Day 
Service” to notify suppliers within 24 hours if their invoice is 
incomplete or inaccurate. This demonstrates our commitment to 
pay our suppliers on time and their importance to our business.

Chart 8.4   Location of downstream suppliers relative to  
 operations

Chart 8.3   estate and mill expenditure by major items  
Chart 8.5   Breakdown of major items
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Chart 8.3 shows estate and mill expenditure on major items such 
as food, fuel and tyres, material, spare parts and services, as well 
as tools and consumables.

SPENDING ON DOwNSTREAM SUPPLIERS
Our downstream suppliers (excluding crude palm oil and palm 
kernel suppliers), support our refining and manufacturing 
businesses that produce finished products for the bulk and 
consumer markets. Our refinery and KCP operations have 
approximately 6,000 suppliers. Most of these are small and 
medium-sized businesses, and as Chart 8.4 shows, about 83% 
of these suppliers are located close to our operations in Jakarta, 
Surabaya, Medan, Tarjun and Lampung.
 

In 2012, our refinery and KCP operations spent almost Rp648 
billion (approximately US$69 million) on goods and services from 
local suppliers. Chart 8.5 shows the breakdown of expenditure on 
major items.

suPPLier reLAtiOns
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If the invoice is complete and accurate, our treasury officer 
provides a payment advice slip stating when payment will be 
made. We endeavour to meet the 30-day deadline, and should 
any supplier inform us of delayed payment, we follow up quickly.
In rural areas, we help small suppliers with their cash flow by 
giving them cash advances for certain types of projects. This helps 
overcome any shortage of operating capital that they may face.

PROMOTING COMPLIANCE wITh LAwS AND REGULATIONS 
We provide guidance to our small suppliers and contractors to 
help ensure proper documentation, invoicing and, if necessary, 
appropriate tax matters. We conduct training to help local 
contractors understand the national tax requirements and 
encourage them to be a registered tax entity as required by law. If 
needed, we assign staff to work with local contractors to ensure 
that they prepare their invoices properly.

Our contract terms specify that suppliers must comply with 
the Indonesian labour laws. We also audit certain categories of 
suppliers, especially those supplying packaging and raw materials 
for our products, for compliance with food safety standards.  If 
a supplier is found to have breached Indonesian laws, including 
labour laws such as those pertaining to health and safety, their 
contract is immediately terminated.

We are conscious that we must take our suppliers with us on 
our journey towards higher standards of sustainability, and we 
are committed to working with them to ensure that they adopt 
the appropriate social and environmental standards. Increasingly, 
we are working with our suppliers to encourage environmentally 
friendly practices such as the proper collection and recycling of 
empty grease and oil containers where possible.

CAPACITy bUILDING
As a large business, GAR assists the economic development of 
Indonesia by actively helping to promote enterprise and improve 
the production capacity of small and medium-sized businesses 
in the country. This approach is encouraged by the Indonesian 
government as part of the national strategy to develop enterprise 
and employment. We fully support this goal, which also helps us 
to obtain the range and quality of goods and services we require, 
particularly in remote areas.

Our various operations and plantations play an important role 
as an economic driver and have led to the development of 
various businesses in the remote areas of Indonesia. One of 
the sectors that has been experiencing significant growth is the 
freight forwarding business that transports oil palm FFB from our 
plantations to the mills. 

Riding on our growth, the transportation businesses owned by 
local entrepreneurs have been expanding very rapidly in recent 
years. To cater to a higher FFB volume, these businesses have 
been expanding their operations and vehicle fleets. This in turn has 
led to higher demand for vehicle repair workshops, gas stations 
and businesses that offer vehicle spare parts. More importantly, 
employment opportunities have been created for many in the local 
communities to become drivers, technicians and service staff. 

Similarly, we also recognise that suppliers are a key success factor 
in our downstream business. Currently, we are in the process of 
setting up a Supplier Quality and Development Department to 
oversee and improve supplier performance and relationships, and 
widen the supplier base.

Transportation businesses owned by local entrepreneurs have been growing in line with our 
expansion.


