
SUPPLIER 
RELATIONS

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 chapter, 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 re!neries and kernel crushing 
plants (“KCP”). Among upstream and downstream suppliers, there 
exists a diversity of !rms ranging from small, local suppliers to 
larger nationwide businesses. Overall, 73.4% of GAR Indonesia’s 
revenues are spent on suppliers (see Chart 2.14 in the “About 
GAR” chapter). Hence, there is a signi!cant 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 signi!cant in the rural 
areas of Indonesia. Almost all supplier purchases by our plantations 
and mills come from within Indonesia. Excluding smallholder raw 
materials providers, our plantation operations have approximately 
3,500 suppliers. Small businesses make up 93% of our suppliers 
as Chart 8.1 shows.

About 91% of our upstream 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 
2013, our plantation division spent over Rp5.78 trillion (approximately 
US$557 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.

Chart 8.3 shows estate and mill expenditure on major items such 
as food, fuel and tyres, materials, spare parts and services, as well 
as tools and consumables.
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Big
2%

Medium
5%

Small
93%

Note:
Big (>Rp5 billion); Medium (Rp1-5 billion); Small (<Rp1 billion)

Chart 8.2 Local spending on plantation suppliers in 2013 
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Chart 8.3 Estate and mill expenditure by major items 
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Less than 10% of our FFB come from third party suppliers.
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SPENDING ON DOWNSTREAM SUPPLIERS 
Our downstream suppliers (excluding CPO and palm kernel 
suppliers), support our re!ning and manufacturing businesses that 
produce !nished products for the bulk and consumer markets. Our 
re!nery and KCP operations have approximately 6,130 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 (East Java), Medan (North 
Sumatra), Tarjun (South Kalimantan) and Lampung (South Sumatra). 

In 2013, our re!nery and KCP operations spent almost Rp773 billion  
(approximately US$74 million) on goods and services from  
local suppliers. Chart 8.5 shows the breakdown of expenditure 
on major items.

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:

Tax (“VAT”) registration certi!cation; and

conducting.

Once entered into our supplier database, the procurement process 
is transparent. At least three quali!ed suppliers are invited to tender 
for purchases above Rp1 billion (approximately US$96,150) , 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 Of!ce or regional of!ce, our treasury of!cer 
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. Our downstream business has 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.

If the invoice is complete and accurate, our treasury of!cer 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.

We understand that some of our small suppliers in rural areas may 
face challenges in managing their cash "ow. We may grant cash 
advances or expedite payments for certain types of projects in 
order to help these suppliers overcome any shortage of operating 
capital that they may face. This is negotiated and agreed upon on 
a case-by-case basis.

PROMOTING COMPLIANCE WITH LAWS AND 
REGULATIONS 
We provide guidance and advice to our small suppliers and 
contractors to help ensure proper documentation, invoicing 
and, tax compliance on a transactional basis as needed. We 
also conduct training to help local contractors understand the 
national tax requirements, and if necessary, encourage them to 

Chart 8.4 Location of downstream suppliers relative to 
operations

Chart 8.5 Breakdown of expenditure on major items 2013
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be a registered tax entity as required by law. In addition, we assign 
staff to work with local contractors to ensure that they prepare 
their invoices properly.

We 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 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 engaging and 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.

ENSURING “NO DEFORESTATION” PALM OIL IN OUR  
SUPPLY CHAIN
GAR is committed to “no deforestation” palm oil in our entire supply 
chain. We are implementing processes to ensure that the palm oil 
for both our upstream and downstream operations is in line with our 
Forest Conservation Policy (“FCP”). We take a pragmatic approach 
towards the growing market demand for traceable, deforestation-
free palm oil, and are taking steps to achieve traceability that makes 
business sense. It has to be practical and commercially viable.
 
Ensuring traceability is more challenging in the downstream business, 
as compared to the upstream business where more than 90% of 
the fresh fruit bunches (“FFB”) come from our own plantations.
 
GAR believes that multi-stakeholder collaboration is the best way to 
achieve solutions for sustainable palm oil. We are actively engaging 
with our suppliers whom we source, purchase and trade with to 
ensure that their practices and palm produce are compliant with 

our FCP. As we take steps to ensure traceability of third party FFB 
suppliers in our upstream operations, we will engage constructively 
with leading palm oil players to share, learn and implement best 
practices for the downstream business. 

To implement the FCP, we need the buy-in from multi-stakeholders 
– communities to value and protect high carbon stock (“HCS”) 
land; governments to implement policies that enable HCS forest 
conservation; and industry players to adopt a similar forest 
conservation policy. The key success factors for HCS conservation 
are further elaborated in the “Stakeholder Engagement” chapter 
on page 15.

We will continue to provide regular updates of our FCP 
implementation in upstream and downstream operations.

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 Government 
of Indonesia 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 business presence has also led to the growth and development 
of various local businesses in remote areas of Indonesia. Businesses 
such as the local freight forwarding service that transports oil palm 
FFB from our plantations and mills continue to ride on our growth. 
Due to increased demand from our operations, many of these 
businesses have been able to expand their vehicle "eet and services 
provided, leading to an increased demand for complementary 
goods and services in local economies such as vehicle repair, 
spare parts and fuel. This has in turn aided job creation as more 
drivers, technicians and service staff are needed to cater to the 
increased demand.

As mentioned above, we recognise that suppliers are important 
stakeholders in our business. Developing and maintaining 
relationships with quality suppliers is key to our long-term success. 
To further strengthen and widen our supplier base, we set up 
a Strategic Sourcing and Supplier Performance Development 
department in October 2013, to manage supplier performance in 
our downstream business. We have developed a new framework 
for assessing our downstream suppliers which will be implemented 
in the second half of 2014.

Our suppliers will be assessed on the quality of products and 
services provided, delivery timeframe and cost competitiveness 
on a monthly basis. These monthly scores will be combined 
with the results of our regular supplier audits, yielding an overall 
performance score for the year for each supplier. Suppliers will then 
be assigned a grade based on their score, and may be awarded 
incentives or asked to undertake corrective actions depending 
on their performance.
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